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Southeast Europe Financial Sector
Conference - Sofia/February 3-5, 2003

Developing Domestic Capital Markets



Outstanding domestic gov't securitiesas  (BNGmm)

- 900.0 7 90.
of Dec-02 10-year 6% 3-month 3%
12-m0nth 50/0 800_0 | 75-50/0 77.50/0 i 801
7-year 18% "
2-year 15% 700.0 - 1 70.

5-year 32%

60.2%

600.0 53.4% & 1 60.

3-year 21% .
500.0 - 50.
Outstanding domestic gov't securities as of 4000 | 1 40

- 380.0
Dec-99 5-year 4% 3-month 3% 300.0 - — 1 30,

3-year 9%
200.0 2235 2240 12
12-month 35%

100.0 1 10
2-year 49% 0.0 | | 1 0.0

2000 2001 2002 2003F
Short-term government securities Il Long-term government securities —— Long-term government securit

> Increase the share of domestic debt (11.6%) at the expense of external debt.

> Changing domestic debt profile through issuance of government securities with longer maturities and bigger
nominal amounts. Reopening of old issues.

> Redemption of old illiquid issues.

> Introduction of longer maturity bonds to match the needs of pension funds and insurance companies.

> Introduction of EUR-denominated local settlement bonds.
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> Investors demand exceeds the size of offered issues
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> The average term of the regular issues has been extended considerably over the last years

Note: The average term is calculated on the basis of the maturity structure of government securities issued for budget deficit financing
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> Increasing volume of transactions with securities, whose maturities range between 3 and 7 years.
> In 2002 the approximate 40% increase of the BGN-denominated government debt resulted in
improved liquidity.

Note: Transactions with foreign denominated government securities are quoted in Bulgarian levs as per the official exchange rate of the BNB
for the respective currencies as of the last business day for the relevant period.
Sotirce: RNR monthlv biilletin "Government cectiritiee market" 5
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> Relatively low yields on the primary and secondary markets result from high demand and excess
liquidity.



Insurance companies and Foreign investors

pension funds BGN 0.0001 mm
BGN 138.14 mm (9.36%) (0.0001%)

Local non-bank financial
institutions, companies
and individuals
BGN 215.29mm (14.58%)

Private banks
BGN 836.63 mm (56.66%)

State-owned banks
BGN 286.44 mm (19.40%)

Note: 1. Including frozen government securities
2.Including government securities earmarked for sale to individuals
3.Preliminary data

Source: BNB monthly bulletin "Government securities market".

> Private banks still hold the largest share of the government securities market
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> Asset growth of pension funds and insurance companies enhances the improvement of liquidity
and underpins long-dated issuance of local government bonds.
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> Pension funds and insurance companies demonstrate propensity to invest significantly higher
amounts in lona-term financial instruments.



The dramatic decline in debt (reaching Maastricht debt criteria by year-
end) reflects prudent fiscal policy and good debt management

Government debt
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> New state debt law places tight limits on public debt. Consolidated debt (as a % of GDP) can
not increase until debt drops below 60% of GDP

» Positive debt trajectory going forward assumes a largely flat nominal debt figure, and a
conservative nominal GDP growth of 7%; with inflation at 3.5% and real growth at 3.5%

Source: MoF
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