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Abstract. The sub-sovereign finance importance for emerging and frontier markets is 
constantly growing since the beginning of 21st century. The change in regulations governing 
Romanian municipalities source of financing in 1998, allowed local governments to access 
alternative financing sources, mainly for medium and long term investment projects, through 
bond issuance. A secondary market for municipal bond trading was launched at Bucharest 
Stock Exchange at the end of November 2001 and the exchange also offers a platform for 
announcement and subscriptions of municipal bond public offerings. Thus, more than a 
decade later, the Romanian municipal bond market segment remains in a premature stage of 
development.  
The paper presents a comprehensive data set of Romanian municipal bond sector since it 
was launched in November 2001 until December 2013. The paper also reveals the level of 
Bucharest Stock Exchange (hereafter abbreviated as BVB) municipal bond segment 
underdevelopment after 12 years of trading. The findings highlight the factors influencing 
the trading decisions and might represent some suggested ides to be considered by their 
municipal bond issuers and the financial intermediaries assisting them. The investigations 
show that coupon and risk premium play only marginal roles in trading decisions hinting 
toward an unsophisticated market, dominated by a small number of institutional investors 
which rather treasure the scarce municipal bond offer. The absence of rating and the 
inappropriate correlation mainly between the risk premium and the economic potential of 
the issuer impair on further developments. The lack of sophistication displayed by the 
Romanian financial system, which also does not provide credit enhancements dedicated to 
local government, along with a thin domestic investor base are factors fencing, at least for 
the moment, the possibilities to overcome the rating problem and the offer diversity 
problem. 
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The sub-sovereign(1) finance importance for emerging and frontier markets is constantly 
growing since the beginning of 21st century. The following structural trends have 
contributed to this phenomenon: first, the fast urbanization process, demanding for large 
scale urban infrastructures and related services, requiring medium and long-term 
financing resources to equal the necessary capital-intensive investment projects; this trend 
was highlighted by Canuto and Liu (2010), and USAID (2009). Second, the 
decentralization process, undergoing in many countries, assigns new duties to sub-
sovereign governments, from providing complex urban services to managing increased 
spending responsibilities, enhanced revenue-raising powers, and the capacity to incur 
debt, as underscored by Kehew et al. (2005), Martell and Guess (2006), Canuto and Liu 
(2010), and USAID (2009). Third, the growing demand expressed for sub-sovereign debt 
securities by the private capital through private institutional investors like mutual funds, 
pension funds, insurance companies and the development of secondary markets where the 
sub-sovereign bonds could be traded (Platz 2009, USAID 2009).  

Borrowing through municipal bonds(2) can represent one of the most sustainable methods 
to finance sub-sovereign governments’ needs for urban projects. The success of US 
counties, cities, and towns in using this method could not be ignored (Platz 2009) despite 
the problems that were inevitable, thus which can represent important lessons for any new 
sub-sovereign issuer. 

Among the main advantages of using municipal bonds as financing method the following 
can mentioned: a) through municipal bond offers, sub-sovereign governments have the 
capacity to capture the benefits of major capital investments immediately and to 
accelerate the local development, as highlighted by Petersen and Valadez (2004), 
Swianiewicz (2004), Platz (2009), Canuto and Liu (2010); b) compared with bank loans, 
well structured sub-sovereign bond issuances can be often substantially larger, might 
have longer maturities, lower interest rates, and require less collateral, resulting in lower 
debt service payments due to the wider range of investment resources that can be 
accessed as underscored by USAID (2009), Kovacs (2011), and Danilowska (2009); 
c) through longer maturities, municipal bonds can provide an improved matching of 
funding maturities to the life of financed infrastructure projects, allowing a more 
equitable distribution across multigenerational users (Canuto and Liu, 2010, USAID, 
2009); d) borrowing through municipal bonds might also stabilize the required budget 
resources and, if necessary, the obligation to repay the principal can be ‘rolled on” 
(Kovacs, 2011); e) the efficiency and transparency of sub-sovereign government 
operations might be enhanced through more responsible governance, including the 
capacity to better manage and support debt and forward planning (Kovacs, 2011, Platz, 
2009); moreover, the fiscal discipline might be imposed through accessing capital 
markets since, according to Schulz and Wolff (2008), investors react through risk premia 
in response to deterioration of fiscal fundamentals or shifts in fiscal policies; f) by 
addressing mainly the domestic investors, sub-sovereign bonds are issued in local 
currencies, thus avoiding exchange rate risks (Platz, 2009); furthermore, if the sub-
sovereign issuer has notoriety and/or visibility, either by being a well known destination 
and/ or having an international rating, its bonds might attract foreign investors in the local 
markets, similar with the case of sovereign bonds, as highlighted by Daniel (2008). 
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Additionally, mainly for small, frontier financial markets, sub-sovereign bonds might 
contribute to the diversification of listed securities and further developments of security 
exchanges, offering a domestic leverage within the growing globalization process, as 
suggested by Platz (2009) and Iorgova and Ong (2008). 

For sub-sovereign issuers, the drawbacks represented by municipal bond offerings as 
financing alternatives could be: i) the credit worthiness and investors’ confidence, mainly 
in the case of new issuers; these problems could be overcome through rating or, in the 
absence of rating, through offering a coupon related to the economic capacity of the 
issuer; as Martell and Guess (2006) mention, advanced communities are in a better 
position then the smaller ones; another way to surmount these problems is to use credit 
enhancement schemes(3), if available and known as suggested by Petersen and Huerstas 
(2004) and Kehew et al. (2005); ii) the increase of borrowing administrative costs as 
shown by Kovacs (2011); thus, as Petersen and Valadez (2004) stated, such a drawback 
can be overshadowed by the benefits of an accelerated development; iii) the increased 
transparency; sub-national government should provide the necessary information for 
investors to be able to make reasonable accurate judgments regarding the credit quality 
(Leigland, 1997); in most of the cases the amount of information that should be provided 
is higher than when bank loans are accessed (Kovacs, 2011).  

An important disadvantage for the emerging and frontier economies promoting the 
development of sub-sovereign finance is highlighted by Das et al. (2010), showing that 
the structure of domestic public debt may become a source of vulnerability to the real 
economy and the financial system. 

Nevertheless, the drawbacks can be surmounted and the benefits of using municipal bond 
as an important source of sub-sovereign finance are obvious. Moreover, by increasing the 
transparency of local governments’ activities induces the need for efficiency and 
encourages the citizen awareness of and involvement in local development projects, given 
an appropriate regulatory and legal environment.  

1. Literature review 

The coverage of sub-sovereign bond topic is relatively thin compared with the most 
investigated sovereign bonds. Among the studies related to the topic of current paper are 
Peterson (2003) which offers a comparative study of North American and Western 
European municipal credit markets, Platz (2009) which offers a global perspective on the 
current market for sub-sovereign bonds, and Martell and Guess (2006) which highlight the 
need for clear guidance on developing market-based debt financing systems in transitional 
and developing countries. 

Regarding the Eastern European countries’ municipal bond markets, a group which 
includes Romania, the academic literature is meager; thus its diversity makes almost 
impossible any comparison between the respective studies’ results. Polish sub-sovereign 
market is investigated, on various periods, by Galinski (2013), Danilowska (2009), and 
Jastrzebaska (2002). Kopanska (2006) offers a comparative study between Polish and US 
municipal bonds. On Hungarian bond market only the studies of Kovacs (2011), 
investigating the general level of Hungarian local government professionals’ knowledge 
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and their attitude toward bond financing, and Vasvari (2012), examining the deficit 
mechanisms of Hungarian municipalities, could be found. Three studies, of Sedmihradska 
and Simikova (2006), Dvorakova (2006), and Hajek and Hajkova (2009), investigating 
Czech municipal debt topic could be identified, while for Bulgarian municipal bond market 
just two studies of Stoilova (2005) and Tsonkova (2005) were discovered. 

Focusing on Romanian municipal bond market, the international academic literature on 
this topic is scarce. Until the end of December 2013 only the study of Skully and Brown 
(2006) has a dedicated subsection to municipal bonds within the larger subject of 
Romanian financial markets.  

Romanian academic literature regarding domestic municipal bonds is also relatively 
meager. One main reason might be the difficulty to gather and obtain information related 
to various aspects of Romanian municipal bond offers. Nevertheless, several studies and 
papers investigated this topic.  

Pop and Dumbrava (2004) was the first study identified to present in detail Romanian 
municipal bond segment at Bucharest Stock Exchange. The studies of Grecu (2008), Matei et 
al. (2009a, 2009b), Vasile and Matei (2010), Alexandru (2011) all offer general overviews of 
municipal bond market in various contexts like the development of Romanian capital market 
or the importance of municipal bonds for local communities development. Neither of the 
studies offers an in-depth analysis. The paper of Lacatus and Vaduva (2009), while in the 
same line of survey study, is more critical and reveals the weaknesses of municipal bond 
market. Pop and Georgescu (2011) discuss in depth the reasons why the Romanian municipal 
bond segment remained underdeveloped a decade after it was launched. 

The studies of Mosteanu and Lacatus (2008a, 2008b, 2009) and Danuletiu (2010) discuss 
the problem of municipal bonds in the context of local governments fiscal decentralization; 
the authors debate the option offered by municipal bonds as alternative source of financing 
for local investment projects and try to assess the financial independence of the domestic 
issuers using the Hunter index. However, the results are limited to a short period of time 
(2001 to 2004) due to limited access to reliable information. Bunescu (2009) presents the 
advantages of municipal bond issues as alternative financing sources through a case study 
focused on the municipality of Oradea bond offer from June 2004 with the maturity in 
2010, listed under the symbol ORD10. Further, Bunescu (2010) discuss several details 
regarding the municipal bond offer costs, but due to the lack of information the data are 
only partial and no clear conclusion could be draw from this study. 

The present study continues the investigations of Pop and Georgescu (2011) and is the first 
to analyze the municipal bond characteristics that influence the transaction values of 
municipal bond sector at BVB on monthly basis and on individual municipal bond basis. 
The paper presents a comprehensive data set of Romanian municipal bond sector since it 
was launched in November 2001 until December 2013. The paper also reveals the level of 
Bucharest Stock Exchange (hereafter abbreviated as BVB(4)) municipal bond segment 
underdevelopment after 12 years of trading, and confirms the suggestions of Pop and 
Georgescu (2011) regarding the dominance of domestic institutional investors with a buy-
and-hold behavior. The findings highlight the factors influencing the trading decisions and 
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might represent some suggested ides to be considered by their municipal bond issuers and 
the financial intermediaries assisting them. To a greater extent, the paper contributes to the 
academic literature by offering an in-depth analysis of the municipal bond segment within a 
frontier capital market, Romania. 

Further, the paper is structured as follow: part 3 briefly presents the data and 
methodology; part 4 shows the evolution and the profile of municipal bond segment at 
Bucharest Stock Exchange (BVB); part 5 presents the municipal bond characteristics’ 
influence over the monthly trading value and individual bond trading value; part 6 discuss 
the findings and part 7 concludes. 

2. Data and methodology 

The data for this paper were extracted from the daily and monthly reports regarding BVB 
trading activity. The data were structured in two panels: the first one presents the monthly 
trading for municipal bonds between November 2001 and December 2013 with a total 
number of 146 observations; the second panel features the total trading activity for every 
of the 69 listed municipal bond, based on daily observations for the period November 
2001 to December 2013.  

The complementary data used for comparisons were gathered from secondary sources as 
indicated at the end of tables and graphs.  

The limited number of observations within both panels restricted the choice of 
investigating methods. 

For the present investigations univariate and multivariate analysis methods were used. The 
general equations for linear simple and multiple regression are presented below. The multiple 
regression includes a dummy variable and it is based on ordinary least square estimations. In 
the case of multiple regression, as will be presented in following sections, a number of three 
and four independent variables were used, presented in the appropriate tables. Also, the 
dummy variable is explained within the appropriate subsection of the analysis. 

The simple regression equation used: 

i110 εXbbY                                                                                                   (1) 
The multiple regression equation with a dummy variable: 





n

1i
i11ii0 εDcXbbY                                                                                 (2) 

Where: 
Y represents the dependent variable; 
X represents the independent variables; 
b0 represents the constant; 
bi represents the estimates for the independent variables; 
c1 represents the estimate for the dummy variable; 
εi represents the residuals. 

The results were considered valid for a p-value of < 0.05, at a standard confidence level 
of 95%. 
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3. Municipal bond segment at bucharest stock exchange (BVB) 

The beginning of bond sector development at BVB and the related problems were 
discussed by Lacatus and Vaduva (2009), and Pop and Georgescu (2011). Graph 1 below 
shows that bond sector as a whole did not generate enough transactions in order register 
an important increase in BVB total turnover, except during 2010, despite the introduction 
of government bonds segment in August 2008. Municipal bond segment in BVB total 
turnover is barely visible. 

Graph 1. Bond sector at BVB 

 

Source: Authors’ calculations based on the data available at www.bvb.ro 

Municipal bonds were the first launched at BVB in November 2001. The regulatory 
framework and further details regarding the amount of municipal bonds that can be issued 
and the collateral available for subscribers are presented in detail by Mosteanu and 
Vaduva (2008, 2008b) and by Pop and Georgescu (2011). No new development occurred 
within the regulatory framework for municipal bonds since 2011, when the last cited 
study was published. 

Combining the information offered by BVB and kmarket.ro, a free portal offered by 
Intercapital Invest, a Romanian financial intermediary, a number of 73 fully subscribed 
municipal bond offers were identified between November 2001 and December 2013. The 
term ‘municipal bond’ is generally used, while the issuers were not always municipalities 
or towns, but also county councils and one commune(4). The structure of municipal bonds 
by issuers is presented in Graph 2 below. The 38 administrative entities that chose to 
issue bonds it is a negligible fraction of over 3,100 entities that qualify to issue municipal 
bonds; the 4 counties represent 9.76% of the 41 Romanian counties, the 33 municipalities 
and towns represent about 10.5% of these domestic administrative entities, while the 
commune is the only one among over 2,800 Romanian communes.  
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As far as it could be established, all the Romanian municipal bonds are non-callable and 
all were launched through negotiated offers, idea supported by Matei et al. (2009a, 
2009b) who identify only one intermediary for an important number of municipal bond 
issues. Of the 73 municipal bond issues identified, the majority of them, 69, were listed at 
BVB. 

Graph 2. Structure of municipal bonds by issuers 

 

Source: Authors’ calculations based on the data available at http://www.bvb.ro/Companies/ 
DMunicipBonds.aspx and http://www.kmarket.ro/emisiuni/emisiuni.php 

Further, the attention will focus on the 69 listed municipal bonds. Table 1 below presents 
the evolution of BVB bond sector and the importance of municipal bonds within this 
sector between 2001 and 2013, as of the end of every year. As Table 1 shows, municipal 
bonds segment lost visibility starting with 2004 in favor of corporate bonds and 
government bonds. The only year when the investors’ interest increased toward municipal 
segment was 2008, under the influence of global financial crisis and the sharp decrease of 
equity prices. Starting with 2009 the municipal bond segment continued to lose 
importance and the main cause of this situation seems to be the buy-and-hold behavior of 
domestic investors, highlighted by Pop and Georgescu (2011). 

Table 1. BVB bond sector (public offers excluded) 

Year Number 
of trades 

Volume Value 
(mil. EUR) 

Number of listed issues at 
the end of every year 

New
entries 

% of municipal bonds 
in total value 

2001 5 45 0.00 2 2 100.00 
2002 10 59,050 0.25 4 2 100.00 
2003 37 29,870 0.36 10 9 95.66 
2004 274 118,136 13.15 25 17 10.02 
2005 334 197,107 29.67 19 6 2.38 
2006 319 603,208 53.88 18 5 3.80 
2007 233 3,652,467 147.99 22 11 2.00 
2008 547 862,927 53.47 50 34 15.92 
2009 958 1,822,908 277.75 60 16 1.65 
2010 540 591,511 552.87 55 7 0.99 
2011 245 857,248 105.21 59 6 1.91 
2012 368 220,238 264.87 63 8 0.04 
2013 475 106,048 95.21 67 7 0.65 

Source: Authors’ calculations based on data available at www.bvb.ro and on Eurostat for the exchange rate 
for Romanian new leu. 
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Table 2 presents the BVB bond public offerings. Due to their relative high value 
compared with the trading activity, it was chosen to be presented distinctly. As Table 2 
reveals, only 10 (or 14.42%) of the 69 listed municipal bond issues were publicly offered 
through BVB system. The municipal bond offers had no competition, within the bond 
sector, in the issuing years; they were relatively small issues, with the largest of 
1,000,000 bonds in the cases of city of Iasi in 2010 and Timis county in 2011. 

Table 2. BVB bond public offerings 

Year Number of 
trades 

Volume Value 
(mil. EUR) 

Number of  offered issues % of municipal bonds in 
total offerings 

2001 0 0 0.00 0 -
2002 0 0 0.00 0 -
2003 2 158,000 4.21 2 *100.00 
2004 705 371,000 48.26 3 0.00 
2005 61 200,000 5.52 1 *100.00 
2006 252 3,321,264 228.66 3 0.00 
2007 34 3,000,000 90.17 1 0.00 
2008 0 0 0.00 0 0.00 
2009 4 1,070,000 25.24 3 *100.00 
2010 3 2,422,864 57.52 3 *100.00 
2011 3 1,000,000 23.59 1 *100.00 
2012 41 25,000 56.06 1 0.00 
2013 92 97,500 220.64 1 0.00 

Note*: In 2003 the bonds were offered by municipalities of Timisoara and Deva, symbols TIM05 and DEV08. 
In 2005 the bonds were offered by the municipality of Timisoara, symbol TIM11. In 2009, three other 
municipalities, Bacau, Bistrita, and Alba-Iulia launched their public offers for symbols BAC26B, BIS29, and 
ALB27. They were followed in 2010 by the municipalities of Iasi and Zalau and the county council of Bihor, 
symbols IAS28A, ZAL30, and BIH27. The last municipal bond public offer was made by the county council of 
Timis in 2011, symbol TIM28. For all the symbols, the first three letters represent an abbreviation of issuer’s 
name; the following two figures indicate the year when the issue will mature; if a letter follows the two figures it 
indicates that the respective municipality/entity launched previous issues which will mature during the same 
year. 

Source: Authors’ calculations based on data available at www.bvb.ro and on Eurostat for the exchange rate 
for Romanian new leu. 

Additional, Table 3 presents the details of municipal bond segment evolution by years. 
Municipal bonds were barely able to generate transactions. The pick of the trading 
activity was reached in 2008, with investors’ flight to less risky investments. The equity 
market turmoil and uncertainty that follow in 2009 and 2010 kept the interest for 
municipal bonds at somewhat higher levels than previous 2008, but never reaching the 
level of that year. The interest toward these securities decreased abruptly in 2011 under 
the influence of sovereign debt crisis in Europe. While Romanian municipal bonds were 
almost never at risk and paid their coupons and principal installments in time(6), the herd 
behavior determined domestic investors to avoid these bonds also. The trades almost 
dried up in 2012, while 2013 showed a timid recover.   
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Table 3. BVB municipal bond market data (public offerings excluded) 

Year Number of trades Volume Value (EUR) Number of issues 
available 

New listed issues 

2001 5 45 0.00 2 2 
2002 10 59,050 0.25 4 2 
2003 12 29,310 0.34 9 8 
2004 85 51,945 1.32 19 12 
2005 60 25,632 0.71 13 5 
2006 60 80,658 2.04 11 3 
2007 58 119,695 2.96 16 7 
2008 175 323,793 8.51 20 9 
2009 154 221,349 4.57 31 13 
2010 88 254,207 5.46 35 5 
2011 47 107,839 2.01 36 2 
2012 8 5,992 0.10 36 0 
2013 111 64,548 0.62 37 1 

Source: Authors’ calculations based on data available at www.bvb.ro and on Eurostat for the exchange rate 
for Romanian new leu. 

Further, the characteristics of listed municipal bonds are investigated in order to find 
which of them might be appealing for or which impair the trading activity. 

First to be mentioned is the coupon. Of the 69 municipal bond issues, only 2 (2.90%) had 
a fix coupon; the remaining 67 have variable coupons. The reference for coupon 
calculations is represented by the Romanian interbank interest rates, known as ROBID – 
ROBOR (formerly BUBID – BUBOR) and reported daily by Romanian National Bank 
(RNB). Over the reference, a risk premium is announced. Coupons are paid quarterly, 
semiannual or annual, most of the time in correlation with the 3 months, 6 months or 12 
months reference interbank rate used to establish the coupon amount. Graphs 3 and 4 
present the structure of listed municipal bonds by coupon type and coupon payment 
frequency. It is interesting to mention that all the bonds that use as base only ROBOR, 
those which pay the coupon with higher frequency than the reference, and the issue using 
12 month ROBID-ROBOR average were issued since 2007 onwards. 

Graph 3. Structure by coupon reference 

 
Note: The average is calculated as (ROBID+ROBOR)/2 for 3 months (3M), 6 months (6M), and 12 months 
(12M) respectively. 

Source: Authors’ calculations based on the data available at www.bvb.ro 
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Graph 4. Structure by coupon payment frequency 

 

Source: Authors’ calculations based on the data available at www.bvb.ro 

Tables 4a and 4b below presents the descriptive statistics and correlation coefficients of 
the main characteristics for all the 69 listed issues. 

Table 4a. Descriptive statistics for listed municipal bond characteristics 
 Outstanding quantity Risk premium Maturity

(months) 
Time to maturity when 
listed (months) 

Average 185,252 1.35304 127.739 120.455 
Standard deviation 239,181 0.71478 93.998 93.263 
Minimum 5,000 0 12.0 6.3
Maximum 1,000,000 3.0 241.5 240.2 
Skewness 7.11531 -0.68135 0.06674 0.16157 
Kurtosis 7.47912 -0.98682 -3.25896 -3.22077 
Coeff.of variation 129.104% 52.828% 73.586% 77.426% 
Count 69 69 69 69

Table 4b. Correlation coefficients of listed municipal bond characteristics; p-value in brackets 
 Outstanding 

quantity 
Risk premium Maturity

(months) 
Time to maturity when 
listed (months) 

Outstanding quantity 1 -0.5904
(0.0000) 

0.5662
(0.0000) 

0.5951 
(0.0000) 

Risk premium  1 -0.6549
(0.0000) 

-0.6716 
(0.0000) 

Maturity 
(months) 

 1 0.9963 
(0.0000) 

Time to maturity when listed 
(months) 

 1

Descriptive statistics show large variation intervals for the values for outstanding 
quantity, maturity, and time to maturity when listed. The correlation coefficients show a 
moderate significant negative relation between the risk premium and outstanding 
quantity, respectively between the risk premium and maturity. These negative 
correlations indicate that the risk premium decreased as the dimension and maturity of 
issues increased. The situation was generated by the improvements registered by 
Romania economy, the constant decrease of inflation rate and of financing costs; mainly 
interbank interest rates (see Graph A1 and A2 in Annex 1). Also the moderate significant 
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positive correlation between the outstanding quantity and maturity indicates that the 
issuing municipalities saw the opportunities of improved economic conditions and 
investors’ sentiment and increased the dimensions of the offers, along with the maturity. 
Graph 5 confirms the findings revealed by descriptive statistics. Since in 2012 only one 
municipal bond issue was offered by a small municipality, the trends were abruptly 
reversed. In 2013 no municipal bond offer was registered. 

Graph 5. The evolution of municipal bond characteristics by year of issuance 

 

Source: Authors’ calculations based on the data available at www.bvb.ro 

Graphs 6 and 7 present the listed municipal bond structures by outstanding quantity and risk 
premium. The large issues (of over 500,000 bonds) represent only about 10% of total 
offers. The small issues of less than 100,000 bonds represent the majority, closely followed 
by medium size issues, up to 500,000 bonds. In the case of risk premiums, it was chosen to 
work with the intervals that resulted from the available data and not to round them up. One 
third of the municipal bond issues have a premium of 2%, closely followed, at almost 29%, 
by those issues with a premium between 1% and 1.80%. Graph 8 presents municipal bond 
structure by initial maturities. The dominant maturities range between about 1.5 years and 3 
years (frequent for the offers launched between 2001 and 2005), followed closely by the 
long term maturities, between 18 and 20 years. 

Graph 6. Structure by outstanding quantity Graph 7. Structure by risk premium 

 

Source: Authors’ calculations based on the data 
available at www.bvb.ro 

 

Source: Authors’ calculations based on the data 
available at www.bvb.ro 
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Graph 8. Structure by maturities 

	
Source: Authors’ calculations based on the data available at www.bvb.ro	

Municipal bond structure by time to maturity when listed in general replicates the 
maturity structure presented in Graph 8. However, it must be mentioned that while the 
majority of municipal bond (65.22%) were listed within 6 months after the offer was 
launched, almost 19% were listed within 12 months since issued, while in 8 cases the 
listing began after a year or more after bond issuance, and in 3 cases the listing occurred 
between 24 and 48 months after the issue date. In these cases, the time to maturity 
suffered important influences, mainly in the cases of short maturities, generating listing 
periods shorter than a year; the respective bonds were barely or never traded. 

BVB listed municipal bonds are affordable investment alternatives for individual investors; 
their initial nominal value ranged from 2.6 EUR to 40 EUR (10 to 150 RON)(7), with the 
majority of about 26 EUR or 100 RON. The structure by initial nominal value is presented in 
Graph 9. Only one of the 69 listed bonds is a plain vanilla bond, or bullet bond. All the others 
municipal bond issuers chose to repay the principal over various installments, as Graph 10 
shows(8). Thus the principal periodic repayment is in favor of both the issuer and investor, for 
Romanian individual investors, with little or no experience regarding fix income securities, 
this reimbursement method might represent a too complicated feature in calculating the 
bond’s price and diminish the number of interested investors.   

Graph 9. Structure by par value Graph 10. Structure by principal repayment 

 

Source: Authors’ calculations based on the data 
available at www.bvb.ro 

 

Source: Authors’ calculations based on the data 
available at www.bvb.ro 
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Another feature of municipal bonds is the destination of borrowed amounts. As Graph 11 
reveals, about one third of the issuers chose to direct the money toward various (general) 
purposes. The trend of refinancing bank loans, in some cases bridge-loans, started in 
2006, as mentioned by Pop and Georgescu (2011). Road and street infrastructure 
improvements are also an important destination for the borrowed money, being a 
recurrent problem for all Romanian counties, municipalities and towns. 

Graph 11. Structure by credit destination 

 

Source: Authors’ calculations based on the data available http://www.kmarket.ro/emisiuni/emisiuni.php 

Municipal bond structure by issuers is presented in Table 5. While the table does not 
present all details available, several facts must be mentioned. Neither of the larger 
counties, with more than 700,000 people, nor the smaller, with less than 300,000 people, 
issued bonds. Romanian capital, Bucharest, also avoided the bond issuance on domestic 
market(9). Since the number of large municipalities is relatively low, it is only normal that 
for the respective category, the percentage of issuers is the highest. In several cases the 
same county or municipality issued two or more series of bonds(10). Only one commune 
dared to issue bonds; its example was obviously not followed by other potential issuers 
from this administrative category. The reasons are numerous, but among the top ones the 
transparency needed and the required financial discipline, along with the poor assessment 
of the economic strength can be mentioned. The absence of credit enhancements 
represents also a serious problem; however this is related mainly to the lack of Romanian 
financial system sophistication. 

As Table 5 shows, a correlation exists between the issuer’s economic potential (measured 
by population)(11) and the outstanding quantity of the bond offer. Also a negative 
correlation can be observed between the risk premium and the issuer dimension. Thus, 
the premium exhibited by the commune bond issue shows that there are some mismatches 
in establishing the risk premium for a municipal bond issue. It seems that the issuers and 
the intermediaries do not consider either the economic strength when the respective 
premium is established, or the existing premiums. As such, small issuers launched bond 
offers with unrealistic small risk premiums when compared with larger issuers. The issue 
of the only commune, Aninoasa (ANI20), with a premium of 120 basis points offers only 
110 basis points over the premium of Timisoara(12), one of the top 5 municipalities in the 
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country, fostering a dynamic economic environment. Moreover, the risk premium of 
Timisoara offer established at only 10 basis points over the reference is too low. While 
Timisoara is considered to have a burgeoning economic potential, various risks might 
arise and occur. The domestic institutional investors’ discontent regarding this situation 
was underscored by Ciobanu (2009). While such small premiums are favorable for the 
issuers, the investors assessing the risks are not satisfied with the offer. Thus, the fact that 
both offers were completely subscribed indicates the scarcity of domestic municipal bond 
offerings and the constant search of institutional investors for portfolio diversification 
confirmed by the investigations of Sain (2004, 2005a, 2006) and Ciobanu (2007, 2008a). 

Table 5. Structure by issuers and characteristics details by issuers 
Population range by 
county 

Number of 
issuers* 

% of 
potential 
issuers 

Number of 
bond offers 

Average 
outstanding 
quantity 

Average 
risk 
premium 

Average 
maturity 
(months) 

300,000 to 499,999 2 10.80 4 275,000 1.31% 225.3 
500,000 to 699,999 2 18.60 2 889,932 0.40% 204.0 
Population range by 
municipality or town 

Number of 
issuers 

% of potential 
issuers 

Number of 
bond offers 

Average 
outstanding 
quantity 

Average 
premium 

Average 
maturity 
(months) 

5,000 to 19,999 7 3.81 9 40,725 1.77% 141.0 
20,000 to 99,999 16 20.19 30 112,407 1.55% 99.4 
100,000 to 199,999 3 23.08 10 168,950 1.21% 130.0 
200,000 to 399,999 4 39.02 13 328,846 0.85% 138.0 
Population range by 
communes 

Number of 
issuers 

% of potential 
issuers 

Number of 
bond offers 

Average 
outstanding 
quantity 

Average 
premium 

Average 
maturity 
(months) 

5,000 to 9,999 1 0.22 1 30,000 1.20% 143.0 

Note*: The average population for the period 2001 to 2011 was considered when including an administrative 
entity within the population range suggested by Romanian National Institute of Statistics. 

Source: Authors’ calculations based on the data available at www.bvb.ro and Romanian statistical yearbooks 
available at http://www.insse.ro/cms/en/content/statistical-yearbook-2012 

Through a simple regression model (equation (1) in section 3), it was investigated if the 
relationship between the outstanding quantity, the dependent variable, and the issuer 
economic potential (measure through population) holds. The correlation coefficient that 
resulted, 0.6173, with a P-value 0.0000, indicates a moderately strong positive relation 
between the two variables. Also, adjusted R squared indicates that 37.18% of the 
outstanding quantity variability is explained by the issuer economic potential. This 
finding confirms that the higher the economic potential of an issuer is, the larger bond 
issues are offered. 

The same simple regression model was used in order to investigate the relationship 
between risk premium, the dependent variable, and the economic potential of the issuer. 
The correlation coefficient is -0.4406, with a P-value of 0.0002, indicating that there exist 
only a moderately weak negative correlation between the risk premium and issuer’s 
economic potential. The adjusted R squared shows that the economic potential of the 
issuer explains 18.21% of risk premium variability. While the correlation is expected to 
be negative, risk premium being expected to lower while the economic potential 
increases, lowering the default risk, the moderately weak correlation confirms the 
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problem highlighted above, namely the mismatch between the risk premium and the 
issuers’ economic potential.  

As Table 4b reveals, due to improvements in domestic economic conditions, risk 
premium for the listed municipal bonds is negatively correlated with the outstanding 
quantity and time to maturity; in both cases the correlation is moderate and significant. 
With no obvious risk premium for larger borrowed amounts and for longer maturities, the 
absence of a risk premium related to the economic potential of the issuer might have an 
important negative influence over investors’ decision regarding the acquisition of 
municipal bonds on the secondary market.  

Table 6 presents the listed municipal bond coupons in comparison with inflation rate, 
bank deposit interest rates, BVB equity segment performances through BET-Composite 
(BET-C) and BET-Financial (BET-Fi) indices(13), and listed government bond coupons. 
While between the end of 2001 and 2010 the coupon classified the listed municipal bonds 
as better alternatives than bank deposits and government bonds, with a reasonable 
premium over inflation rate, the constant decrease of coupon reference starting with 2011 
diminished municipal bond attractiveness compared with bank deposits and generate a 
negative premium when listed government bond coupons are considered. Thus, municipal 
bond coupons retain one important feature, that of being exempt of any taxation, 
according to Romanian Fiscal code, while other investment returns are taxed at 16% 
level, except government bond coupons. 

Table 6. Municipal bond coupon performances 

Year 
Inflation rate 
(annual average, 
%) 

Bank deposit 
interest rates 
(annual average, 
%) 

BET-C 
annual return 
(%) 

BET-Fi 
annual return 
(%) 

Government bond 
coupon 
(annual average, 
%) 

Municipal bond 
coupons 
(annual average,  
%) 

2001 34.50 26.16 -6.47 109.92 - 36.50 
2002 22.50 18.39 124.02 113.14 - 31.71 
2003 15.30 10.78 22.62 24.72 - 19.39 
2004 11.90 15.65 97.88 106.94 - 20.16 
2005 9.00 8.34 31.63 151.32 - 12.38 
2006 6.56 6.51 25.07 24.66 - 9.20 
2007 4.84 6.70 26.27 14.95 - 8.77 
2008 7.85 9.55 -69.68 -83.62 7.31 11.22 
2009 5.59 11.89 34.62 83.33 7.58 13.25 
2010 6.09 7.29 13.49 -10.09 7.55 8.31 
2011 5.79 6.29 -16.73 -13.52 7.41 6.85 
2012 3.33 5.50 6.29 29.63 7.01 6.18 
2013 3.98 4.54 16.25 19.88 6.59 5.57 

Sources: Based on data available in RNB Monthly bulletins no.12/ 2006 and 12/ 2013 and on the data 
availabe at www.bvb.ro 

 

4. The influence of municipal bond characteristics over the trading activity 

In order to determine this influence the data were structured in two panels. One panel 
took into consideration the monthly trading activity, the second one considered the total 
transactions at the end of observation period for every traded bond. This structure was 
chosen due to low daily trading frequency.  
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4.1. Monthly trading activity 

Table 7 presents the descriptive statistics for the main trading parameters. The trading 
activity is scarce, with an average of 6 trades, less that 10,000 bonds and less than 1 
million RON per month. The average turnover ratio is also very low, barely approaching 
0.60% indicating a very low liquidity. Also the trading was registered, in average, only in 
about 2 to 3 days per month and barely 15% of the listed bonds are traded at monthly 
level. It is interesting to mention that of the 146 trading months during 28 months no 
transactions were recorded. Also, there is no pattern or preference to trade within coupon 
months, as Graph A3 in Annex 1 shows. 

Table 7. Descriptive statistics of monthly trading activity 
 

Trades Volume Value (RON) 
Turnover 
ratio (%)* 

% of active 
days within a 
month** 

% of traded 
bond of total 
listed 

Average 6 9,206 769,919 0.5996 13.0071 14.8470 
Standard deviation 8.26 17,532 1,619,740 1.5808 12.3197 16.0453 
Minimum 0 0 0 0 0 0 
Maximum 54 108,080 10,134,936 11.6844 66.67 100.00 
Skewness 14.0835 15.5562 16.7309 25.9884 7.6444 9.5840 
Kurtosis 27.1986 27.9706 31.8397 76.4663 8.2411 14.0147 
Coeff.of variation 138.15% 190.44% 210.38% 263.63% 94.72% 108.07% 
Count 146 146 146 146 146 146 

Notes: * turnover ratio was calculated based on quantity only, dividing the monthly traded quantity with the 
corresponding total outstanding quantity for the respective month. 

** % of active days within a month was calculated by dividing the number of days when traded were 
registered to the number of working days for the respective month, as reported by BVB. 

Graph 12 and 13 present the evolution of the trading activity parameters. The small 
percentage of traded bonds of the total listed indicates the buy-and-hold behavior 
mentioned and briefly discussed by Pop and Georgescu (2011) and underscored by 
Daniel (2008) and Peiris (2010). Graph 13 shows that the most intense trading took place 
between mid 2008 and 2011, superimposed with the waves of global financial crisis 
indicating the search of investors for alternative investments to the abruptly decreasing 
equity markets. It could not been establish a seasonality pattern for the municipal bond 
trading activity. Graph A4 from Annex 1 offers details regarding the level of traded value 
per months. In about 29% of the months less than 100,000 RON(14) was traded and in 
about 33% of the month the trading value ranged between 100,000 RON and 999,999 
RON(15). Only one month (October 2010) registered transactions over 10 million RON.  
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Graph 12. Evolution of traded bonds and turnover ratio between Nov.2001 and Dec.2013 

 

Source: Authors’ calculation based on data available at www.bvb.ro 

 

Graph 13. Evolution of trades, trading value and active days between Nov.2001 and Dec.2013 

 

Source: Authors’ calculation based on data available at www.bvb.ro 
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The following factors related to municipal bond characteristics and trading activity were 
considered to have a potential influence over the monthly trading value: a) coupon, b) 
turnover ratio – which is a proxy for outstanding quantity, thus containing more 
information than the simple quantity, c) remaining time to maturity when the bond start 
listing – simply named time to maturity, expressed in months, d) coupon months – a 
factor that quantifies the number of trade bonds within the respective coupon paying 
month, expressed as percentage of total traded bonds in the respective month; e) a dummy 
variable that indicates the presence of retail traders at the level of a month; for every 
month when the trading volume was lower than 500 bonds, the dummy variable took the 
value 1.   

Table 8a and 8b present the descriptive statistics and the correlation coefficients for 
coupon, turnover ratio, time to maturity, and coupon months. The four factors are, in 
general, uncorrelated. The only exception, underscoring the findings in Table 4b, 
indicates a moderate to strong negative correlation between coupon and time to maturity, 
confirming the decreasing tendency of the coupon as the maturity increased. As already 
mentioned, this correlation was generated by economic macroeconomic factors and 
neither of these two factors will be eliminated from the regression. 

Table 8a. Descriptive statistics of considered factors 
 Coupon (%) Turnover ratio (%) Time to maturity (months) Coupon month (%) 
Average 13.0753 0.5996 92.0288 22.6093 
Standard deviation 8.0474 1.5808 71.4842 32.8313 
Minimum 3.95 0 11 0
Maximum 36.5 11.6844 181 100 
Skewness 7.3705 25.9884 0.2184 6.5451 
Kurtosis 4.2126 76.4663 -4.6455 1.3295 
Coeff.of variation 61.55% 263.63% 77.68% 145.21% 
Count 146 146 146 146 

 
Table 8b. Correlation coefficients of considered factors; p-value in brackets 

 Coupon Turnover ratio Time to maturity Coupon month 
Coupon 1 0.1404

(0.0909) 
-0.6018
(0.0000) 

-0.0378 
(0.6508) 

Turnover ratio  1 -0.2211
(0.0073) 

0.0998 
(0.2307) 

Time to maturity   1 -0.1208 
(0.1463) 

Coupon month   1

A multiple regression model with a dummy variable was used to investigate the 
relationship between the identified factors and the monthly traded value (equation (2) in 
section 3). The results are presented in Table 9. As the figures show, coupon and coupon 
paying month seem not to be important for the decision to trade, while the outstanding 
quantity – through turnover ratio, the existence of liquidity and time to maturity appear to 
be important. Also the relation with retail traders is negative and significant indicating 
that trading value increases whenever the institutional investors are trading. The result 
might also hint to a relative small number of retail investors among the buyers of 
domestic municipal bonds. Since no information is publicly available regarding the 
structure of municipal bond holders, this assumption cannot be directly confirmed(16). 
Thus, the dominance of domestic institutional investors within the municipal bond 
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ownership structure is mentioned by several Romanian market analysts, as highlighted by 
Sain (2004, 2005b) and Ciobanu (2008a, 2008b).  

The combination of the four factors and the dummy variable explains 26.41% of the 
monthly trading value variability at a significance level of 100%. This result clearly 
indicates that the main municipal bond characteristics have a relative limited influence on 
the decision of trading; the main characteristic considered being the outstanding quantity 
of bonds followed by the time to maturity.  

Table 9. Results of multiple regression for monthly trading value 
 Estimate P-value
Constant 170168 0.6981
Coupon 13405.1 0.4730
Turnover ratio 361456 0.0000
Time to maturity 6969.51 0.0011
Coupon month -4745.68 0.2064
Dummy variable – retail trade -882379 0.0017
Model adjusted R squared = 26.4116%  Model P-value: 0.0000 

 

4.2. Trading activity by individual bonds  

The total number of listed municipal bonds between November 2001 and December 2013 
was 69. As of December 2013 a number of 37 bonds were available for investors at BVB. 

Of the total of 69 bonds, 20 bonds (almost one third of them) were never traded since 
they start listing. Five municipal bond issues expired without being traded. 

Graph 14 and 15 present the structure of listed municipal bonds by number of trades and 
total trading value. The majority of bonds registered only 1 to 8 trades, the percentage of 
bonds with more than 50 transactions being less than 10%. The transaction value is less 
than 0.5 million RON(17) for 33.33% of the listed bonds, while the number of bonds 
registering values over 5 million RON represent a little over 10%. 

Graph 14. Structure by number of trades Graph 15. Structure by total trading value (mil.RON) 

 
Source: Authors’ calculation based on data 
available at www.bvb.ro 

 
Source: Authors’ calculation based on data available 
at www.bvb.ro 
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Table 10 presents the descriptive statistics for municipal bond trading parameters and for risk 
premium. These figures consider only the 49 bonds that registered trading activity for the 
period under scrutiny. The results confirm the low trading frequency within municipal bond 
segment at BVB, with an average of 11 trading days per bond for an average listing period of 
911 days. The average number of trades per bond is about 18 and the average volume slightly 
over 26,000 bonds traded. When considered at bond level, despite the low trading volume, 
turnover ratio exhibits a reasonable average of about 29%. Thus the ratio ranges between 
0.01% and 156.34% and the structure by outstanding bonds presented in Graph 6 
(underscoring that more than 50% of listed bonds have an outstanding quantity lower than 
100,000 units) should be considered when reading the figures for turnover ratio.  

Table 10. Descriptive statistics of trading parameters for individual bonds and risk premium for traded 
bonds 

 Trading 
days Trades Volume 

Value 
(mil. 
RON) 

Turnover 
ratio* (%) 

Listing 
period 
(days) 

Retail 
trading** 
(%) 

Risk 
premium 
(%) 

Average 11.04 17.57 26,293 2.19 28.72 911 27.72 1.53 
Standard 
deviation 

13.30 22.90 37,258 3.43 32.99 469 31.83 0.71 

Minimum 1 1 10 0.00 0.01 151 0 0 
Maximum 60 112 171,350 1.42 156.34 1,703 100 3.0 
Skewness 6.1831 6.4480 6.4190 6.1323 5.2407 0.2897 2.9718 -1.9713 
Kurtosis 7.1671 8.4282 7.7327 6.2183 5.2781 -2.0614 -0.0102 0.4199 
Coeff.of 
variation (%) 

120.47 130.32 141.70 156.63 114.87 51.51 114.84 46.56 

Count 49 49 49 49 49 49 49 49 

Note*: Turnover ratio was calculated based on quantity only; it is the ratio between the traded volume and 
the outstanding quantity for the respective bond. 

Note**: Retail trading quantifies the presence of retail trades through the percentage of trading days when 
less than 100 bonds were bought/ sold to total trading days.  

In order to identify the features for the top 7 most traded bonds, with a trading value over 
5 million RON, and for the 20 bonds that registered no trading, a comparison of general 
characteristics was performed. The results are presented in Table 11. No definitive 
conclusions could be drawn except that the preference seems to go toward higher risk 
premium. A longer listing period and a longer time to maturity seem also to represent a 
plus, because they give investors time to follow the bond’s evolution, consider the 
available information and, eventually, decide to trade. The data also hint that the 
preferred outstanding quantity range is between 80,000 and 300,000 bonds per issue. 
With the ownership municipal bond structure not available, no more characteristics can 
be compared. Thus, the percentage of the retail transactions for the top seven traded 
municipal bonds is only about one fifth of the total transactions, while for the remaining 
42 traded bonds this percentage is about one third. This information indirectly indicates 
that the ownership structure influence the level of trading, with institutional investors 
generating larger transactions or no transactions at all if they decide to buy-and-hold the 
issued municipal bonds. These findings concord with that at monthly level that suggest a 
strong presence of domestic institutional investors among municipal bond owners. 
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Table 11. General characteristics of top traded and never traded municipal bonds 
 Top 7 traded municipal bonds The 20 municipal bonds with 0 trades 
Outstanding quantity Average: 180,714

Range: 80,000 to 300,000 
Average: 388,371
Range: 7,500 to 1,000,000 

Risk premium Average: 1.20% 
Range: 0.00%* to 3.00%  
(*one fix coupon bond) 

Average: 0.89%
Range: 0.00%* to 3.00%  
(*one fix coupon bond) 

Time to maturity 
(months) 

Average: 174 
Range: 66 to 227  

Average: 167
Range: 6 to 239  

Listing period 
(days) 

Average: 1,472 
Range: 1,174 to 1,675 

Average: 886
Range: 130 to 1,423 

Coupon payment frequency Quarterly: 57.14%
Semiannual: 42.86% 

Quarterly: 75.00%
Semiannual: 25.00% 

Issuer Municipalities: 6 
County council: 1 

Municipalities: 16
County council: 3 
Commune: 1 

Source: Authors’ calculation based on data available at www.bvb.ro 

The following factors were considered to have a potential influence over the trading value 
of municipal bonds: a) turnover ratio - which is a proxy for outstanding quantity, thus 
containing more information than the simple quantity, b) risk premium, c) listing period, 
and d) a dummy variable that captures the frequency with which the coupons are paid; it 
takes value 0 when the coupon is paid quarterly and 1 otherwise. The risk premium was 
chosen instead of coupon given the decreasing tendency of coupons for the long term 
maturities which compared with the coupons of bonds that expired until 2011 might 
generate distorted information. Listing period was chosen to replace time to maturity 
(whit which has a significant strong positive correlation) due to the fact that it has an 
increased explanatory power that resulted after trial and error.  

Table 12 presents the correlation coefficients between the considered factors. The 
significant moderate to strong negative correlation between risk premium and listing 
period is in line with the findings presented in Tables 4b and 8b and as underscored there, 
it resulted from macroeconomic evolutions, and as such none of the two factors was 
eliminated. The significant weak positive correlation between the turnover ratio and the 
listing period only anticipates the results of the multiple regression presented in Table 13 
and since it is weak it was ignored.  

Table 12. Correlation coefficients of considered factors 
 Turnover ratio Risk premium Listing period 

Turnover ratio 
1 -0.0180

(0.9025) 
0.4368
(0.0017) 

Risk premium  1 -0.5810
(0.0000) 

Listing period  1

A multiple regression model with a dummy variable (equation (2) section 3) was used to 
investigate the relationship between bond’s traded value and the factors identified above. 
As Table 13 shows, the combination of the three factors and the dummy variable explains 
50.48% of the trading value variability for individual bonds at a confidence level of 
100%. The factors with a significant influence are the turnover ratio and the listing 
period, indicating that outstanding quantity and a longer listing period play a role in the 
trading decision. Both these factors influence was somewhat confirmed by the 
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comparisons presented in Table 11. The influence of risk premium is low and negative, 
due to its decreasing trend, and significant only at about 91% confidence level. The 
coupon payment has the lowest influence, if one wants to consider it at a confidence level 
of about 78%. These results point out that risk premium and coupon payment play only 
marginal roles in the decision of trading, similar with the results from Table 9.  

Table 13. Results of multiple regression for trading value by bonds 
 Estimate P-value
Constant 821433 0.6540
Turnover ratio 41396.3 0.0036
Risk premium -1.25E6 0.0837
Listing period 2636.5 0.0257
Dummy variable – coupon payment -1.07E6 0.2164
Model adjusted R squared = 50.4806%  Model P-value: 0.0000 

Both regression results are corroborated by some Romanian market analysts’ reports 
which also underscore the absence of a correlation between the trading frequency and 
coupon payment; the analysts go even further and suggest that this indicate the absence of 
speculative transactions within BVB municipal bond market segment (Ciobanu 2007, 
2010, Crihana 2009). 

 

5. Discussions 

From the survey presented above, the profile of BVB municipal bond market segment has 
the following features: a) is dominated by flexible coupon bonds, with coupons most 
frequently paid quarterly; the base for coupon calculation is the Romanian interbank bid-
offer rate, b) over 80% of the listed bond issues range between 10,000 and 499,999 
bonds, c) the risk premium is decreasing along with increasing maturities; in the absence 
of rating the risk premium is not appropriately related with the issuer’s economic 
potential and associated risks(18); d) the money borrowed through municipal bond offers 
are mainly oriented for: road and street infrastructure improvements, multiple destinations 
(general purposes), or refinancing bank loans; e) the majority of the issuers are 
municipalities and towns; one fifth of the issuers have launched 3 bond issues or more. 

The trading activity reveals low to moderate trading frequency. The regression results 
indicate that coupon, risk premium and coupon payment periodicity play only a marginal 
role in trading decisions, while the availability of bonds – outstanding quantity, liquidity 
and time elapsed since start listing – has an influence over the traded value at monthly 
level and at individual bond level. These findings seem to support the idea formulated by 
several Romanian analysts that no or very few speculative transactions are registered 
within the municipal bond market segment. 

The comparison between the top 7 traded municipal bonds (trading value over 5 million 
RON) and the 20 that registered no trading revealed no important distinctions. This 
finding points toward a municipal bond owner structure dominated by institutional 
investors which have the tendency to treasure these securities in their portfolios. This 
buy-and-hold behavior is confirmed by the suggested absence of speculative transactions 
as highlighted by Romanian analysts and mentioned above. 
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All the findings presented above confirm the ideas formulated and discussed by Pop and 
Georgescu (2011). 

Romanian municipal bonds represent an interesting alternative for portfolio 
diversification, offering reasonable returns and tax exempt coupons, according to 
Romanian Fiscal Code. Thus, the absence of rating discourages foreign investors’ 
participation within this market segment. This problem is directly related with the credit 
worthiness of municipal bond issuers as highlighted by Platz (2009), and Martell and 
Guess (2006). In the absence of a domestic rating agency, no Romanian sub-sovereign 
government made any attempt to contact an international rating agency, as Poland local 
governments did (Jastrzebaska 2002, Danilowska 2009), and as such the lack of 
correlation between the issuer’s risk and the premium offered over the coupon base 
persists. The reasons for which Romanian local governments avoided the international 
rating could include: the lack of rating culture, a common phenomenon for the Central 
and Eastern Europe countries, as highlighted by Szilagy et al. (2004) (19); the speed with 
which the domestic investors subscribed to the municipal bond offers in a market where the 
demand overpass the offer (as mentioned by Pop and Georgescu, 2011); the  issuers’ fear 
that the rating will increase the borrowing administrative costs and increase the risk 
premium. The need for a domestic rating agency was emphasized by BVB since 2006 and 
the idea to open one as a franchise of either Standard & Poor’s, Moody’s or Fitch was 
formulated. However, no further development followed and at the end of 2013 no domestic 
rating agency was active in Romania.  

In 2003-2004 Bucharest Equity Research Group (BERG), a private company, launched 
and offered a domestic rating system and a public presentation was made. Thus, BERG 
offer seemed not to target the municipal bond issuers but the investors, given its status of 
investment advising company. Being a private advising service, available to BERG clients 
only, it can not be considered as a proper rating system. It is not clear how many clients 
BERG has for this service. BERG’s offer to rate the domestic municipal bonds is also 
mentioned by Mosteanu and Lacatus (2009) and Miricescu (2009) but no further details are 
offered. Thus, the credit worthiness of Romanian sub-sovereign issuers remains to be 
assessed by every interested investor, a situation which does not encourage the participation 
of retail investors and active trading on the secondary market. The absence of credit 
enhancements only add to credit worthiness problem. 

The small number of issuers from a potential of over 350, if it is to consider only the 
counties, municipalities and towns, is another problem. The lack of diversity and the 
scarcity of offer have a direct impact on investors’ behavior, as shown above; the buy-and-
hold behavior has a negative impact on the secondary market transactions. Moreover, 
ignoring the fact that they can offer their bonds in a sellers’ market, most municipalities and 
towns avoid issuing bonds. It is ignored also the lower cost of borrowing through bonds 
than by contracting loans with banks, as shown by Pop and Georgescu (2011) and 
underscored by Mosteanu and Lacatus (2009) and Bunescu (2009). The reasons might be 
various and difficult to reveal, and remain to be investigated. Thus one main reason might 
be the need for increased transparency, though not required by regulations, but by 
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(potential) investors. Another reason is mentioned by Martell and Guess (2006) and refers 
to institutional disincentives that encourage local governments to remain on grants and to 
continue using subsidized financing. 

Another problem is the availability of information. While the main bond characteristics are 
easily found on BVB website, and some supplementary information can be found on the 
kmarket.ro portal, the ownership structure is not available, the population and the number 
of taxpayers of issuers are difficult to be found from various sources, and in order to access 
the bond offer’s prospect, one must have the patience to browse the not very investor 
friendly websites of respective issuers. A centralized portal for municipal bond offers, 
including also the unsubscribed issues, which could include more information and direct 
access to prospects, offered by the the appropriate authorities might increase the 
transparency and might attract some more, even if only domestic retail, investors. 

 

6. Conclusions  

After more than a decade since it was launched, the municipal bond market segment at 
BVB remains underdeveloped and shallow. Being the first segment launched within BVB 
bond sector, municipal bonds lacked for years the classic/ well known yield benchmarks 
used for bond pricing. This was an important impairment of municipal bond sector 
development and will be investigated in a distinct paper. 

The investigations of the present paper showed that coupon and risk premium play only 
marginal roles in trading decisions hinting toward an unsophisticated market, dominated by 
a small number of institutional investors which rather treasure the scarce municipal bond 
offer. The presence of retail investors seems to be meager and they also seem to favor the 
buy-and-hold behavior, thus it is almost impossible to document this in the absence of data. 
The only proof can be found in the evolution of Romanian securities market investor 
number as presented in Table A1 (Annex 1).  

The absence of rating and the inappropriate correlation mainly between the risk premium 
and the economic potential of the issuer impair on further developments by keeping away 
potential foreign investors, not willing to deal with peculiarities of opaque sub-sovereign 
bond offers, despite the reasonable returns and their potential alternative for portfolio 
diversification.  

The lack of a more diversified municipal bond offer also contributes to the actual level of 
this market segment underdevelopment. The potential that municipal bond offer to raise 
supplementary financing sources or to co-finance the structural funds offered by European 
Union at lower costs seems to be ignored. Local governments rather stay within the known 
boundaries of bank loans, despite being more expensive, than to risk the transparency and 
fiscal discipline related to public and/ or listed bond offers. The default of one, thus small, 
municipal bond issue listed at BVB that was announced at the end of 2013 is expected to 
have further negative impact at least on short term for the development of this market 
segment at BVB.  
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The lack of sophistication displayed by the Romanian financial system, which also does 
not provide credit enhancements dedicated to local government, along with a thin 
domestic investor base are factors fencing, at least for the moment, the possibilities to 
overcome the rating problem and the offer diversity problem. Joint efforts are necessary 
to help BVB municipal bond segment to overpass the current premature stage of 
development. However, in the near future, no important changes are expected. The first 
half of 2014 seems to have the same features for the municipal bond segment: no new 
issue was announced and no new issue was listed, while the trading frequency remains 
low. It seems that there is a vicious circle: low diversity, buy-and-hold behavior exhibited 
by the small number of investors, low trading frequency, almost impossible to be broken 
given the current developments. 

 
 

Notes 
	
(1) Sub-sovereign or sub-national refers to any administrative entity bellow the national government or 

sovereign level, similar to the specification made by USAID (2009). 
(2) The term of municipal bond generally refers to any bond issued by any sub-sovereign government or 

local administrative entity, as suggested by USAID (2009). Within the present paper, ‘municipal bond’ 
will be used as synonym for sub-sovereign bond or sub-national bond. 

(3) Credit enhancement schemes represent methods through which the borrowers, in the present case the sub-
sovereign governments, attempt to improve their creditworthiness. Through a credit enhancement 
method, the lender is provided with the reassurance that the borrower will honor the obligation through 
additional collateral, insurance, or a third party guarantee (http://www.investopedia.com/terms/c/ 
creditenhancement.asp). The credit enhancement schemes can be provided either by a financial entity or 
through a dedicated program. The credit enhancement designs depend on the level and degree of 
sophistication of domestic financial systems. For more information regarding credit enhancements for 
sub-sovereign issuers, please see Petersen and Huertas (2004), Kehew et al. (2005). 

(4) The abbreviation BVB (from the Romanian name Bursa de Valori Bucuresti) is preferred instead of BSE 
in order to clearly establish the identity of the main Romanian security market within a region where BSE 
might signify Bulgarian Stock Exchange, Bratislava Stock Exchange, Belgrade Stock Exchange or 
Budapest Stock Exchange. 

(5) The administrative units at Romanian level are: the 41 counties and the capital Bucharest; municipalities 
and towns; and communes. The distinction between a municipality and a town is given by criteria that 
include the population, the level of urbanization, the economic, social and cultural role played by the 
respective entity at country or county level. The communes are larger villages; they concentrate the 
administrative powers for several surrounding, smaller, villages. 

(6) There were only two exceptions in 2009 when two small municipalities announced delays in coupon 
payment and principal reimbursement, symbols ORV27 and BHR20, according to Romanian media and 
documented by Miricescu (2009) and Bunescu (2010). These two cases will be briefly discussed later on. 

(7) For the conversion of Romanian New Leu (RON) in EUR, an average exchange rate was used, based on 
the data available on EUROSTAT. The average exchange rate that resulted: 1 EUR = 3.7898 RON. 

(8) For every listed bond, BVB offers a dedicated page where two tables display the information regarding 
the all the previous and the current coupon amount expressed in percentage per annum and the 
amortization of principal broke down on the announced frequency for the entire maturity. Figure A1 in 
Annex 1 presents these two tables for symbol EFO 17 as available at BVB (until December 15th 2014 
when the website display changed).  

(9) According to Miricescu (2009) Bucharest is the only Romanian municipality that launched an 
international bond offer in 2005, with maturity in 2015, the offered bonds amounted to 500 million EUR. 
No further details were given.  
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(10) Ten municipalities and towns issued 2 series of bonds; two municipalities and one county issued 3 series 
of bonds. The following municipalities issued several series of bonds, as follow: Tg.Mures, 4; Bacau, 5; 
Timisoara, 6; and Alba-Iulia, 7. 

(11) While the economic potential is simplistically measured only through the issuer’s population, the 
unavailability of other data like unemployment and number of active economic entities at the level of 
municipalities, towns and communes, forced the use of the only available information. The data regarding 
unemployment for the period under scrutiny (2001 to 2013) are available only at county level. The 
situation is similar for the active economic entities.  

(12) The respective municipal bonds were issued in 2008 and both consider as coupon reference the interbank 
rate at 3 months. 

(13) Two indices were chosen to present BVB equity sector performances due to the following reasons: BET-
C includes all BVB companies, except the five financial investment companies, known as SIFs, and 
Fondul Proprietatea; BET-Fi portfolio is composed only from the five financial investment companies 
(SIFs) and Fondul Proprietatea. Both indices should be considered in order to offer a complete picture of 
domestic equity sector. The second reason is represented by the indices availability. While new indices 
were launched since 2008 to correct the omission of BET-C, they are too recent to provide a comparison 
base for the entire period under scrutiny. 

(14) Or about 26,400 EUR at an average exchange rate of 3.7898 EUR/RON. 
(15) Or between 26,400 EUR and 263,900 EUR at an average exchange rate of 3.7898 EUR/RON.	
(16) Until the end of 2003, for a time span of about two years, Piata financiara (a monthly Romanian review 

covering various topics on financial market matters) offered information regarding the structure of 
municipal bond owners for its readers. Since 2004, this information was discontinued and no other source 
offered similar information.   

(17) Or about 0.13 million EUR at an average exchange rate of 3.7898 EUR/RON for November 2001 to 
December 2013. 

(18) The absence of rating and appropriate correlation of premium with associated risks was felt at the end of 
2009 when two small towns, Oravita (ORV27) and Baile Herculane (BHR20) announced delays in 
meeting the coupon payments and principal reimbursement. Both cases were mentioned by the studies of 
Miricescu (2009) and Bunescu (2010), the last one giving also details regarding the reasons for these 
delays. It must be mentioned that Oravita has a population of about 14,000 people, while Baile Herculane 
of only 6,000 people. Baile Herculane is also a spa resort with a glorious past; however, currently it is 
seen as an obsolete resort that does not manage to capitalize its tourist potential which would have had an 
important contribution to local budget inflows. 

 Thus is it still not clear why Baile Herculane issue (BHR20) was admitted at BVB in December 2009 
when the respective municipality had already difficulties in paying the coupons. This situation only 
shows the lack of transparency of small municipalities along with some important flaws at BVB level 
mastering the information related to the listed instruments. 

 While the delays registered for Oravita seemed to be an insulated incident, the case of Baile Herculane 
(BHR20) became acute. In December 2013 it was finally discovered that the town was not able to meet 
the payments for the last four years due to important local budget deficits. BVB authorities required the 
appointment of a payment agent and started to monitor the issue. At the beginning of July 2014, BVB 
announced the decision to delist BHR20 since the requirement was not fulfilled. Since is the first case of 
municipal bond default, it remains to be seen how the situation will be solved for the investors. 

(19) According to Gaillard (2009) and Liu and Tang (2009), Moody’s covered the rating of 64 sub-sovereign 
governments from Eastern Europe during 2008. The growth is significant considering that in 1998 no 
sub-sovereign rating was available for this region. Thus, the number of sub-sovereign entities covered is 
low compared with the region potential. According to Visconti (2011), the Eastern European countries 
where Moody’s offers coverage are: Czech Republic (with the highest percentage, thus the figure is not 
available), Slovakia, Macedonia, Poland, Serbia and Hungary. The higher number of sub-national 
governments  covered in Czech Republic resulted from the acquisition by Moody’s of the domestic rating 
agency and, subsequently, of client portfolio according to Liu and Tang (2009). 	
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Annex 1 

 

Graph A1. Monthly inflation rate and ROBOR at 3 months evolution between Nov.2001 and Dec.2013 

 

Sources: Authors’ compilation based on data available at www.bnro.ro 

 

Graph A2. Yield curve as reported by Romanian Ministry of Finance, selected maturities 

 

Source: Authors’ compilation based on data available at 
http://www.mfinante.ro/rapoarteMFP.html?pagina=domenii 
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Graph A3. Structure of trading months by type 
of trading 

Graph A4. Structure of trading months by value 
(RON) 

 

Source: Authors’ calculation based on data 
available at www.bvb.ro 

 

Source: Authors’ calculation based on data available 
at www.bvb.ro 

 
Figure A1. Symbol EFO17 
  
Informatii cupoane (Coupon information) 
Nr.  
cupon 

Rata cupon (%) Data cupon
 precedent 

Data 
referinta 

Data 
cupon curent 

1 8,4500% 01.07.2006 10.12.2006 16.12.2006

2 9,4500% 16.12.2006 10.06.2007 16.06.2007
3 8,4500% 16.06.2007 10.12.2007 16.12.2007

4 8,4500% 16.12.2007 10.06.2008 16.06.2008
5 12,4500% 16.06.2008 10.12.2008 16.12.2008

6 15,4500% 16.12.2008 10.06.2009 16.06.2009
7 11,4500% 16.06.2009 10.12.2009 16.12.2009

8 10,4500% 16.12.2009 10.06.2010 16.06.2010
9 7,4500% 16.06.2010 10.12.2010 16.12.2010

10 7,4500% 16.12.2010 10.06.2011 16.06.2011
11 7,4500% 16.06.2011 10.12.2011 16.12.2011

12 7,4500% 16.12.2011 10.06.2012 16.06.2012
13 6,4500% 16.06.2012 10.12.2012 16.12.2012

14 6,4500% 16.12.2012 10.06.2013 16.06.2013
15 5,4500% 16.06.2013 10.12.2013 16.12.2013

16 3,4500% 16.12.2013 10.06.2014 16.06.2014
17 3,4500% 16.06.2014 10.12.2014 16.12.2014

18 0,0000% 16.12.2014 10.06.2015 16.06.2015
19 0,0000% 16.06.2015 10.12.2015 16.12.2015

20 0,0000% 16.12.2015 10.06.2016 16.06.2016
21 0,0000% 16.06.2016 10.12.2016 16.12.2016

22 0,0000% 16.12.2016 10.06.2017 16.06.2017
23 0,0000% 16.06.2017 10.12.2017 16.12.2017
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Informatii rambursare principal (Principal reimbursement information) 
Nr. 
 rata 

Principal (RON) Suma de rambursat 
(RON) 

Data referinta 

1 100,0000 3,5000 10.06.2008

2 96,5000 3,5000 10.12.2008
3 93,0000 4,0000 10.06.2009

4 89,0000 4,0000 10.12.2009
5 85,0000 4,0000 10.06.2010

6 81,0000 4,0000 10.12.2010
7 77,0000 4,5000 10.06.2011

8 72,5000 4,7000 10.12.2011
9 67,8000 4,8000 10.06.2012

10 63,0000 5,0000 10.12.2012
11 58,0000 5,3000 10.06.2013

12 52,7000 5,5000 10.12.2013
13 47,2000 5,7000 10.06.2014

14 41,5000 6,0000 10.12.2014
15 35,5000 6,2000 10.06.2015

16 29,3000 6,5000 10.12.2015
17 22,8000 6,8000 10.06.2016

18 16,0000 7,0000 10.12.2016
19 9,0000 7,4000 10.06.2017

20 1,6000 1,6000 10.12.2017

Source: http://www.bvb.ro/ListedCompanies/SecurityDetail.aspx?s=EFO17&t=1	
 

Table A1. Number of investors on Romanian securities market as of December of every year 
2006 2007 2008 2009 2010 2011 2012 2013 
65,304 87,664 92,865 94,545 86,453 88,143 81,218 85,381 

Source: Annual reports of Investors Compensation Fund (Fondul de Compensare a Investitorilor – FCI), 
available at: http://www.fond-fci.ro/ 
 


