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ABSTRACT: Bulgaria is set to adopt the euro on 1 January 2026. This paper asks a simple but consequential question: what
will actually change, and for whom? To answer it, the analysis draws on comparative evidence from Slovakia, Slovenia, Croatia, and
the Baltic states, countries that joined the Eurozone over the past two decades under broadly similar conditions, alongside recent
macroeconomic data from official sources. The goal is not to produce a verdict for or against the euro, but to map the likely effects
as clearly as the available evidence allows. The central argument is cautious. Euro adoption is unlikely to trigger an immediate
economic boom. What it can do is act as an institutional anchor — one that strengthens policy credibility, compresses risk premia,
and improves the conditions for long-term convergence. Whether these gains materialize depends less on the currency itself
than on what Bulgaria does with the framework it is entering: fiscal discipline, governance quality, and institutional capacity will
matter more than the exchange rate ever did. The paper also takes the risks seriously. Political instability, demographic decline, and
structural weaknesses do not disappear at the moment of accession. In some respects, the euro makes them more consequential,
not less.
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H Introduction discipline of a monetary union for nearly three decades. Euro
Since it acceded to the European Union in 2007, Bulgaria adoption is therefore the institutional completion of a regime
has been formally committed to adopting the euro. For many that has de facto existed since 1997.”"
years, however, this commitment remained mostly symbolic. This paper addresses the following research question: 7o
Despite the existence of a currency board since 1997 and the what extent is Bulgaria’s euro adoption likely to support long-term
fixed exchange rate of 1.95583 BGN per euro, political insta- economic convergence in terms of GDP growth, inflation stability,
bility, public skepticism, and institutional weakness repeatedly and investment inflows, and what specific short-term risks, such as
delayed real progress toward Eurozone membership.! inflation spikes and interest rate changes, does it involve?
Bulgarias entry into the Exchange Rate Mechanism II The paper proceeds as follows. Section II introduces the the-
(ERM II) in 2020 marked a turning point. For the first time, oretical framework of Optimum Currency Area theory and its
euro adoption moved from a distant political objective to a application to Bulgaria. Section III describes the methodology.
realistic economic process. Despite several changes of govern- Section IV presents and discusses the results, covering Bulgar-
ments and ongoing political tensions, 1 January 2026 is today ia’s macroeconomic position, the potential risks, the potential
confirmed as the target date by both Bulgarian authorities and benefits, and the role of the currency board as a pre-euro re-
European institutions.>* gime. Section V concludes and identifies directions for future
At the same time, Bulgarian society remains deeply divided research.
on the issue. For some, the euro represents stability, integration,
and protection from future crises. For others, it is seen as a B Theoretical Framework
loss of sovereignty and a threat to national control over eco- To understand what euro adoption could mean for Bulgaria,
nomic life. Much of this debate is driven by political emotions it is necessary to briefly introduce the main ideas from the eco-
rather than economic reasoning, which makes a structured, ev- nomic theory of currency unions.
idence-based analysis necessary.”® The classical starting point is the Optimum Currency Area
What makes Bulgaria’s case particularly distinctive is its (OCA) theory, first developed by Robert Mundell in 1961.%2
monetary history. Unlike most post-socialist countries that Mundell argued that countries benefit from sharing a common
entered the Eurozone from a position of formal monetary sov- currency when they have strong economic integration, such as
ereignty, Bulgaria has operated under a currency board since high labor mobility, capital mobility, and mechanisms for ab-
1997, a regime introduced after a severe financial and hyper- sorbing regional economic shocks.
inflationary crisis that destroyed public trust in the national Later economists expanded this idea. Economist Ronald
currency. Under this system, the Bulgarian National Bank has McKinnon emphasized that small and open economies, where
no independent monetary policy: interest rates are close to a large part of production is traded internationally, are bet-
the euro rates, and the lev is fixed irrevocably to the euro at ter candidates for a common currency.’*** Augmenting this
1.95583. In this sense, Bulgaria has already lived under the core research, economist Peter Kenen added that countries with di-
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versified economies suffer less from sector-specific shocks and
are therefore more suitable for monetary unions.”

Together, these ideas form the core of classical currency
union theory. According to this framework, adopting a com-
mon currency involves an important trade-oft:

* Countries lose control over their own monetary policy (in-
terest rates and exchange rates).'

* In return, they gain lower transaction costs, price transpar-
ency, and deeper financial integration.”

Whether this trade-off is beneficial depends on the struc-
ture of the economy and the quality of institutions.

Modern approaches go beyond purely technical econom-
ics and underline that monetary unions are also political and
institutional projects. As economist Peter Verdun argues, the
euro is not only a currency, but a form of shared governance
that reshapes national economic decision-making.'®

The Belgian economist Paul De Grauwe also stresses that
a monetary union can function well only if it is supported
by strong institutions and effective economic coordination.
Without this, countries may become vulnerable to asymmet-
ric shocks and financial crises even inside a common currency
area.”

B Methodology

To analyze the potential effects of Bulgaria’s euro adop-
tion, this paper combines three complementary approaches:
comparative analysis, macroeconomic data analysis, and an
event-study perspective. The goal is to connect economic
theory with real-world evidence in a way that is structured,
transparent, and suitable for a student-level academic study.

Comparative Country Analysis:

The first method is a comparative analysis between Bulgaria
and several countries that adopted the euro in the past two
decades: Slovakia, Slovenia, Croatia, and the Baltic states.

These countries were selected because they share important
similarities with Bulgaria:

* They are small and open economies.

* They underwent a post-socialist economic transition.

* They are strongly integrated into EU trade.

* They adopted the euro after a period of structural reforms.

The comparison is not meant to predict Bulgaria's trajec-
tory, but the patterns that emerge across these cases, as shifts
in inflation, changes in investment flows, and movements in
interest rates are too consistent to ignore.?»*!

However, the study does not assume that Bulgaria will sim-
ply repeat these countries’ experiences. Instead, these countries
are treated as reference cases that help identify likely tenden-
cies and potential risks, not as exact models.

Macroeconomic Data Analysis:

The second method is a quantitative analysis of Bulgaria's
recent macroeconomic performance, focusing on five indica-
tors: real GDP growth, inflation, unemployment, public debt,
and foreign direct investment.

These indicators are examined for the period 2020-2025 to
capture recent economic trends and the post-pandemic envi-
ronment.

Data are taken from internationally recognized and reliable
sources, including IMF country reports, Eurostat databases,
and World Bank statistics.?»? These sources ensure that the
analysis is based on comparable and consistent data.

Event-Study Approach:

To analyze the short-term effects of euro adoption, the pa-
per also uses an event-study approach.

This approach focuses on what happens around the time
when a country adopts the euro. It examines economic changes
before, during, and after the adoption moment. In this study,
attention is given to:

* Inflation behavior around the changeover

* changes in capital inflows

* shifts in borrowing costs and financial risk perception

The event-study method helps isolate changes that are
closely related in time to euro adoption, while separating them
from longer-term global trends.*

Limitations of the Methodology:

Like any academic study, this research has important lim-
itations.

First, Bulgaria’s situation in 2026 will not be identical to
that of any country that adopted the euro in the past. Global
conditions, geopolitical risks, and technological changes create
a different environment.

Second, macroeconomic data cannot capture all social and
political factors, such as public trust, institutional quality, or
political stability, which strongly influence economic outcomes.

Third, correlations in data do not automatically imply
causation. Even if changes occur around euro adoption, they
may be influenced by other factors such as global markets or
domestic structural reforms.?

Despite these limitations, the chosen methodology provides
a balanced and structured way to analyze Bulgaria’s euro adop-
tion. It combines theory, data, and comparative experience,
which is appropriate for a mature student-level academic study.

B Results and Discussion

Macroeconomic Context of Bulgaria before Euro Adoption:

Economic growth:

Figure 1 compares real GDP growth in Bulgaria and the
euro area between 2020 and 2025.

Figure 1. Real GDP Growth: Bulgaria vs Euro area (2020-2025)
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Figure 1: Real GDP growth: Bulgaria vs Euro area (2020-2025). The
figure shows that Bulgaria experienced a stronger post-pandemic rebound
than the euro area and maintained higher growth rates in most years. However,
Bulgaria’s growth path is more volatile, reflecting the greater sensitivity of
small open economies to external shocks.
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Bulgaria experienced a strong post-pandemic rebound in
2021, with real GDP growth close to 8%, higher than the euro
area average for the same year.”** Although growth slowed
afterwards, Bulgaria has remained consistently above the euro
area average between 2023 and 2025. This suggests that, at
least in terms of growth performance, Bulgaria is not entering
the Eurozone as a weak or stagnating economy, but as one that
has recently outperformed the European average.

At the same time, the data also shows higher volatility.
While the euro area follows a more stable trend, Bulgaria’s
growth path fluctuates more sharply. This is typical for smaller,
open economies that are more exposed to external shocks, such
as energy or food price changes or shifts in global demand.

This volatility is important when thinking about euro adop-
tion, because joining the euro could reduce some sources of
instability, especially exchange rate uncertainty and risk pre-
mia.

Inflation:

Inflation is one of the most sensitive topics in the public
debate on euro adoption.

Figure 2. Inflation: Bulgaria vs Euro area (2020-2025)
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Figure 2: Inflation: Bulgaria vs Euro area (2020-2025). The figure
illustrates that Bulgaria recorded significantly higher inflation than the euro
area during the 2022-2023 shock period. At its peak, Bulgarian inflation
exceeded 13%, while euro area inflation peaked at around 8-9%.%%

This difference is often used as an argument against adopt-
ing the euro. However, an important point is zhat this inflation
surge happened without the euro. 1t was mainly driven by external
factors (energy prices, supply chain disruptions) and internal
ones, such as market structures, regulation, and price-setting
behavior, a rapid increase in salaries and pensions, and growing
state budget expenses.

In fact, countries with stronger institutions and more
disciplined fiscal policies absorbed the same shock with
considerably lower inflation — suggesting that Bulgaria's
vulnerability lies not in its currency, but in how domestic struc-
tures transmit and amplify external pressures. The practical
implication for the transition is straightforward: the greater
risk is not euro-induced inflation, but insufficient capacity to
prevent opportunistic price rounding during the changeover,
which depends on whether Bulgarian institutions are strong
enough to prevent price abuses and opportunistic rounding
during the transition.

Labor market:
Figure 3 shows unemployment rates for Bulgaria and the
euro area.

Figure 3. Unemployment: Bulgaria vs Euro area (2020-2025)
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Figure 3: Unemployment: Bulgaria vs Euro area (2020-2025). The figure
shows that Bulgaria’s unemployment rate remained consistently below the
euro area average throughout the period. This indicates relatively strong labor
market conditions despite broader macroeconomic volatility.

Interestingly, Bulgaria’s unemployment rate has stayed con-
sistently below the euro area average throughout the period.
In 2022-2025, it fluctuates around 4.2—4.4%, compared to ap-
proximately 6-7% for the euro area.?*?

Employment levels are relatively strong and stable. Struc-
tural problems exist, especially demographic decline and
emigration, but these are long-term issues and are not directly
caused by currency choice.*

From this perspective, adopting the euro is unlikely to create
a large shock to employment. The more relevant question is
whether it can indirectly improve labor market quality through
higher investment, productivity, and wage convergence.

Public debt and fiscal position:

One of Bulgaria’s strongest arguments for Eurozone mem-
bership is its public debt.

As shown in Figure 4, Bulgaria’s government debt remains
very low, around 22-25% of GDP in the 2020-2025 period,

compared to nearly 90% for the euro area average.>*!

Figure 4. Public Debt: Bulgaria vs Euro area (2020-2025)
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Figure 4: Public debt: Bulgaria vs Euro area (2020-2025). The figure
highlights Bulgaria’s exceptionally low public debt compared to the euro area
average. This provides Bulgaria with substantial fiscal space and represents a
key macroeconomic strength ahead of euro adoption.

This is a major structural advantage. It means that Bulgaria
enters the euro with relatively strong fiscal space and lower
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vulnerability to debt crises. Historically, countries like Greece
or Italy entered the Eurozone with much higher debt levels
and weaker fiscal discipline, which contributed to later insta-
bility.

High debt is not inherently dangerous — Japan has main-
tained an enormous public debt for decades while remaining
a prosperous economy. The real risk arises when debt is com-
bined with weak institutions and low investor confidence, as
the Greek crisis a decade ago demonstrated.

However, low debt does not automatically guarantee long-
term stability. Political instability and repeated elections in
the last three years have sometimes delayed budget adoption,
reforms, and fiscal planning. If this continues, Bulgaria risks
undermining one of its main strengths just as it enters the Eu-
rozone.

Foreign direct investment:

Finally, Figure 5 shows foreign direct investment inflows as

a share of GDP.

Figure 5. Foreign Direct Investment: Bulgaria vs EU (2020-2025)
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Figure 5: Foreign direct investment: Bulgaria vs EU (2020-2025). The
figure shows that Bulgaria attracted higher FDI inflows relative to GDP than
the EU average over the period. This indicates strong investor interest even
prior to euro adoption, reflecting favorable structural and cost conditions.

Bulgaria consistently attracts higher FDI relative to its eco-
nomic size than the EU average, with inflows around 2.5-3.2%
of GDP, compared to around 1.2-1.5% for the EU.*

The above indicates that Bulgaria is already seen as an at-
tractive destination for foreign capital, even before adopting
the euro. Lower labor costs, lower taxes, EU membership, and
geographic position all play a role here.

Based on experiences from other countries, euro adoption
could further increase investor confidence by removing curren-
cy risk and improving financial integration.?* But these gains
are not automatic. Investors also care about legal stability, cor-
ruption levels, infrastructure, and administrative efficiency.*

If euro adoption is not accompanied by institutional im-
provements, the initial FDI boost may be short-lived.

Potential Risks and Costs of Euro Adoption for Bulgaria:

Euro adoption is often presented as a net positive process,
but its risks are real and should not be underestimated. For
Bulgaria, some of the most important risks are concentrated
around inflation expectations, short-term interest rate chang-
es, distributional and social effects, and political perception.
This section does not argue against euro adoption. Instead, it
shows why the transition must be managed carefully.

Short-term inflation and price effects:
One of the strongest public fears is that prices will rise be-
cause of the euro.
Figure 6 shows inflation patterns around euro adoption in
countries like Slovakia, Slovenia, and the Baltic states.
Figure 6. Inflation Differentials around Euro Adoption
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Figure 6: Inflation differentials around euro adoption. The figure shows a
temporary increase in inflation around the euro changeover period, particularly
in the months immediately following adoption. This effect is short-lived and
tends to stabilize over time, suggesting that euro adoption is associated with
modest transitional price pressures rather than persistent inflation.

It suggests that inflation tends to increase slightly around
the changeover period, especially in the service sector, before
gradually stabilizing.*>** The change of the currency itself does
not cause the increase. Price rounding during conversion, op-
portunistic behavior by some firms, and heightened inflation
expectations among consumers all play a role — effects that
are modest in aggregate but can feel acute for low-income
households, for whom a 2--3% rise in food, transport, and local
services is far more visible than movements in GDP or FDI.

If the government fails to communicate clearly and enforce
price transparency, this short-term effect can damage public
trust in the entire process.

Short-term increase in interest rates on loans:

A risk that receives considerably less public attention con-
cerns interest rates on private loans, particularly mortgages.
Bulgarian borrowers currently enjoy unusually low rates — de-
posits near zero, lending rates around 3% — a product of the
domestic banking market's specific structure rather than any
deliberate policy choice. After euro adoption, lending condi-
tions will gradually align more closely with euro area money
market rates, especially the Euribor benchmark.*

At the moment, average mortgage interest rates in Bulgaria
are around 2.5%, ** which is significantly lower than in many
Eurozone countries. After adopting the euro, as Bulgarian
banks integrate more directly into the euro money market,
these rates could move closer to euro area levels, which cur-
rently stand nearer to 4-4.5%.

For households with variable-rate mortgages, this is not an
abstraction. A loan with a monthly repayment of 500 EUR
could easily increase to 700-800 EUR over a relatively short
period.

This carries several risks:

* increased financial pressure on middle-income households

* higher probability of loan defaults for vulnerable borrow-

ers®
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* cooling of the real estate market and construction sector

While higher rates can reduce speculative bubbles and im-
prove long-term financial stability, the short-term social and
political effects of such an adjustment could be significant, es-
pecially if wages do not grow at the same pace.

Loss of limited monetary flexibility:

A second commonly mentioned risk is the loss of indepen-
dent monetary policy.

In theory, when a country adopts the euro, it will no longer
be able to control its own interest rates or exchange rate. These
policies will be decided by the European Central Bank, based
on the average conditions in the whole Eurozone.

In the Bulgarian case, however, the classical argument about
the “loss of monetary sovereignty” needs to be reconsidered. In
practice, Bulgaria surrendered that sovereignty in 1997 when it
adopted the currency board, and it is not obvious that anyone
has seriously suffered from it since.

The real risk lies elsewhere. If Bulgaria’s economic cycle dif-
fers significantly from the euro area cycle, ECB policies may
not always fit Bulgaria’s needs. For example:

* If Bulgaria enters a recession while the euro area grows,
ECB monetary policy may be too tight.

* It Bulgaria overheats while the euro area stagnates, policy
may be too loose.?3

This creates vulnerability to so-called asymmetric shocks.

Uneven distribution of costs:

The costs of euro adoption will not affect everyone equally.

* Borrowers with variable-rate loans (the majority of Bul-
garian borrowers) will be more exposed to higher interest rates.

* Pensioners and low-income households will feel price
changes more strongly.

* Exporters and firms integrated into European markets
may benefit more quickly.

This uneven distribution of effects creates political tension.
Even if the overall economy benefits in the long term, certain
groups may feel that they are “paying the price” in the short
term.

If this social dimension is ignored, support for euro adoption
could collapse after entry, as happened in some Southern Eu-
ropean countries after the financial crisis.

Political and institutional risks:

Bulgaria’s repeated elections, unstable governments, and po-
larization have already affected its image and credibility in the
eyes of investors and European partners.?

If euro adoption happens in a context of institutional weak-
ness, poor communication, and lack of political consensus, the
process itself could deepen distrust instead of strengthening
integration.

In this sense, the biggest risk may not be economic, but in-
stitutional and political.

Potential Benefits of Euro Adoption for Bulgaria:S

Supporters of Bulgaria’s entry into the Eurozone often
present it as an unavoidable step “towards Europe”, but this
argument is too abstract. The real question is not whether the
euro is a symbol of integration, but what concrete economic
benefits it could bring to Bulgaria.

This section focuses on four of the most important poten-
tial benefits: lower risk and borrowing costs, higher investment
and capital inflows, stronger institutional anchoring, and deep-
er economic integration.

Lower risk premia and borrowing costs:

One of the most direct economic benefits of euro adoption
is the reduction of currency risk.

At the moment, Bulgaria operates under a currency board
with a fixed exchange rate to the euro, which already limits
exchange rate volatility. However, for international investors,
Bulgarian assets still carry “currency risk” because the BGN is
technically a different currency. This risk increases borrowing
costs for both the government and the private sector.

By adopting the euro, Bulgaria would eliminate this risk.
This should lead to:

* lower government bond yields

* lower interest rates on corporate and private loans (in the
longer term)

* lower mortgage rates for households (again in the longer
term)

Empirical evidence from other Central and Eastern Euro-
pean countries shows that sovereign bond spreads typically
compress after euro adoption.” This happens because markets
treat eurozone members as less risky in currency terms, even if
they still differentiate between stronger and weaker economies.

We should have in mind that this benefit depends on future
fiscal discipline. If Bulgaria weakens its public finances after
joining, the credibility gains could quickly disappear, as seen in
some Southern European countries after 2008.%

Higher foreign investment and capital inflows:

Another frequently mentioned benefit is the potential in-
crease in foreign direct investment and capital inflows.

As shown in Figure 5, Bulgaria already attracts relatively
strong FDI inflows compared to the EU average. This suggests
that investors already see potential in the country.

Figure 7 illustrates the post-adoption dynamics of foreign
direct investment in Croatia. It shows a visible increase in net
inflows in the period following euro entry, coinciding with im-
proved investor confidence and stronger integration into the
European financial space.?*?*%

Figure 7. FDI in Croatia (% of GDP, 2019-2024)
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Figure 7: Foreign direct investment inflows after euro adoption: the case
of Croatia. The figure illustrates a noticeable increase in net foreign direct
investment inflows following euro adoption. This pattern suggests that euro
entry can act as a credibility signal that temporarily strengthens investor
confidence before inflows normalize.
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This suggests that euro adoption can act as an additional
credibility signal, especially for countries from South-Eastern
Europe that still suffer from a perception of political and in-
stitutional risk.

Figure 8 illustrates this effect using an event study for Slova-
kia and the Baltic states.

Figure 8. Capital inflows around euro adoption:
Slovakia and the Baltics (event-study average)
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recreated event-study showing a short two-quarter increase in gross inflows at accession.

Figure 8: Capital inflows around euro adoption in Slovakia and the Baltic
states. The figure shows a clear short-term surge in capital inflows around the
moment of euro adoption, followed by a gradual normalization. This pattern
indicates that euro entry tends to generate temporary confidence-driven
inflows rather than a permanent increase in capital.

This suggests two important points:

* Euro adoption can generate a temporary wave of capital
inflows.

* This effect is often strongest around the adoption year,
rather than permanently high afterwards.

For Bulgaria, this could mean a surge in investment in sec-
tors such as real estate, software programming, and financial
services. But if not properly managed, rapid capital inflows can
also create asset price bubbles, which is why regulatory capacity
and financial supervision become even more important after
joining the euro.

Institutional anchoring and credibility:

Joining the Eurozone means entering a framework with
stricter fiscal rules, closer monitoring, and deeper integra-
tion into European decision-making structures, including the
European Central Bank and the European Stability Mecha-
nism.203!

For a country like Bulgaria, which struggles with political
instability and weak institutional trust, this can act as an ex-
ternal anchor. It does not magically improve governance, but
it increases the cost of irresponsible policies and enhances ex-
ternal pressure for stability and reforms. The transfer of the
largest Bulgarian banks under the direct control of the ECB
also means significantly stricter rules and financial discipline
in lending.

Deeper integmtion and long—term convergence:

Removing currency barriers reduces transaction costs, sim-
plifies trade, and improves price transparency — effects that
matter particularly for a small open economy whose growth
depends heavily on EU markets. Data from the Baltic states
and Slovakia show that euro adoption was followed by a
gradual increase in financial integration, export activity, and
participation in European production networks.?**

But convergence is not automatic, and the euro is not a
shortcut. Closing the income gap with Western Europe still re-
quires progress on education and human capital, infrastructure,
digitalization, and institutional quality. Without movement on
these fronts, membership in the common currency area will not
by itself do the work.

Monetary Stability and the Currency Board as a Pre-Euro
Regime:

Since 1997, Bulgaria has operated under a currency board
— a regime introduced in the aftermath of a severe financial
and hyperinflationary crisis that had effectively destroyed pub-
lic trust in the national currency. Under this arrangement, the
lev is fixed irrevocably to the euro, and the Bulgarian National
Bank has no independent monetary policy to speak of. This
arrangement brought long-term stability after a period of hy-
perinflation and financial collapse.!®!!:40

This stability, however, comes at a structural cost: under a
currency board, the central bank must hold sufficient foreign
reserves to cover the entire money supply. This means that
monetary expansion depends directly on the inflow of foreign
currency into the country.

The Bulgarian currency board should not be interpreted
merely as a stabilization mechanism of the 1990s, but as a
long-term substitute for euro membership. In this sense, the
euro does not replace the currency board: it completes and in-
stitutionalizes it. Bulgaria enters the Eurozone not from monetary
independence, but from a system of externally anchored monetary
discipline.

Currency Swap:

By 2025, Bulgaria’s foreign exchange reserves will be around
40.6 billion euros, of which approximately 28-30 billion euros
are liquid assets. At the same time, the money supply (M1) in
Bulgaria exceeds 137 billion Bulgarian lev*® (approximately 70
billion EUR).

This means that not all money in circulation is covered by
fully liquid reserves. In normal conditions, this is not a prob-
lem because not everyone exchanges their money at the same
time. However, in theory, this creates vulnerability in extreme
situations, such as a sudden loss of confidence in the banking
system.

Euro adoption will fundamentally change this situation.

During the changeover process, the European Central Bank
provides the euro banknotes and electronic liquidity needed to
replace all Bulgarian levs in circulation. In exchange, the BGN
is withdrawn, and Bulgaria’s existing foreign reserves, gold
holdings, and international positions are integrated into the
balance sheet of the Eurosystem.

In practical terms, this means that the limitation of Bulgar-
ia’s own reserves suddenly disappears. Every lev in circulation
will be converted into euros at the fixed rate of 1.95583, with-
out Bulgaria needing to borrow externally or face a balance of
payments crisis.

In effect, Bulgaria surrenders all its foreign reserves to the
Eurosystem, but receives in return more than twice the value in
euro liquidity. Whatever its political dimensions, this is unam-
biguously an increase in the country’s monetary wealth.
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So, beyond the political and symbolic meaning of joining the
euro, there is also a very technical but important effect:

Bulgaria moves from a national system with limited reserves to
being part of a much larger monetary system with almost unlimited
euro liquidity support.

This significantly reduces the risk of a classical currency cri-
sis like the one experienced in 1996-1997, where the national
currency collapses due to loss of reserves. On the other hand,
it significantly strengthens long-term monetary stability and
reduces the risk of a liquidity panic or speculative attack on
the currency - something that small open economies with their
own currencies are always vulnerable to.

However, euro adoption does not eliminate all risks. It trans-
forms them. Currency risk disappears, but risks related to fiscal
stability, banking sector stability, and economic competitive-
ness remain.

Currency Crises vs. Eurozone Crises:

There is an important difference between:

* a currency crisis (collapse of the national currency), and

* a Eurozone-type crisis (debt or banking crisis within the
common currency)

By adopting the euro, Bulgaria removes the possibility of a
currency collapse and sharp devaluation, which is important
for long-term stability and investor confidence.

However, countries like Greece, Spain, and Ireland have
shown that it is still possible to experience deep economic and
financial crises inside the Eurozone. The difference is that
these crises are not caused by exchange rate instability, but by
problems such as excessive debt, banking fragility, or weak in-
stitutions.®”

This shows again that euro adoption is not a magic solution.
It removes some risks while exposing the country more strong-
ly to others.

Participation in Eurozone rescue mechanisms:

After joining the Eurozone, Bulgaria will become part of
the European Stability Mechanism (ESM), a fund designed to
support member states in serious financial distress.*

As a result, Bulgaria may be required to contribute finan-
cially to rescue packages for heavily indebted countries such
as Italy, Greece, or others in the event of a new debt crisis. To
make this concrete: in a hypothetical debt crisis involving a
country the size of Italy, Bulgaria’s contribution to cover even
one third of the affected debt could reach approximately 660
million euros.

From an economic perspective, Bulgaria’s contribution
would likely be limited in size, given the country’s relatively
small share in Eurozone GDP. But from a social and political
perspective, this issue is far more sensitive.

Bulgaria currently has one of the lowest public debt levels in
the European Union, while several Eurozone countries operate
with debt ratios above 130-150% of GDP.* For many Bulgar-
ian citizens, the idea that a relatively poor country with disciplined
public finances might help finance bailouts for richer but more in-
debted economies is deeply controversial.

This creates a perception of unfairness, regardless of the
technical details.

Even though similar arguments were used in Germany, the
Netherlands, and Finland during the Greek debt crisis, they
resonate even more strongly in Bulgaria due to its lower in-
come levels and widespread distrust in European institutions.
This risk is therefore not only financial, but also psychologi-
cal and political. If a future Eurozone crisis occurs soon after
Bulgaria joins, and if public communication is weak, this issue
could significantly undermine public support for the euro and
fuel euroscepticism.*

Certainly, the ESM would also support Bulgaria in case of a
crisis like any other Eurozone state, but given the low level of

Bulgaria's public debt, such a scenario is highly unlikely.

B Conclusion and Directions for Future

Research

Bulgaria’s planned adoption of the euro represents a major
turning point in the country’s economic development. It is not
simply a technical change of currency, but a long-term institu-
tional and macroeconomic transformation that will influence
the way the economy functions for decades.

The main argument of this paper is that euro adoption
should be seen as a framework for future development, not as
an automatic solution to Bulgaria’s economic problems.

A key finding of this study is that Bulgaria’s euro adoption
differs fundamentally from that of other CEE countries due to
its long-standing currency board regime.

Bulgaria enters the euro from a position of relative macro-
economic strength. Public debt is low, growth has recovered,
and the banking system is stable. However, these strengths are
weakened by political instability and institutional problems.

The short-term risks of euro adoption are real. These include
temporary inflation effects, potential mismatches between
Bulgaria’s economic cycle and ECB policies, and social ten-
sions related to price perceptions and increased interest rates
on loans and mortgages.

The long-term benefits of euro adoption are significant.
Lower transaction costs, reduced currency risk, potentially
higher foreign investment, and stronger institutional discipline
may support Bulgaria’s economic convergence with the rest of
the European Union. However, these benefits will only ma-
terialize if Bulgaria continues to improve its institutions and
governance.

Finally, euro adoption does not so much improve Bulgaria's
monetary stability as transform it. The nationally constrained
currency board gives way to participation in a monetary frame-
work of an entirely different scale — one that eliminates the
risk of currency collapse, but makes fiscal discipline and insti-
tutional strength more consequential than ever.

Several directions remain open for future research. The
distributional effects of euro adoption — how the transition
affects different income groups and social layers — deserve
more granular analysis than macroeconomic aggregates can
provide.* Sector-level studies would also be valuable: manu-
facturing, tourism, and logistics each face the changeover under
different conditions, and their responses are likely to diverge.
Perhaps most importantly, the relationship between public
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trust and institutional performance warrants closer attention.
The economics of euro adoption are, in the end, only part of
the story.
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