
 

 

 

  

 

 

 

 

 

 

 

 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 Berlin/Minsk, March 2020 

 

 

 

B E L A R U S  

P O L I C Y   P A P E R              0 1 | 2 0 2 0 

Creating liquidity in the government bond market 
in Belarus: what potential for ‘market makers’? 

 

by Alexander Lehmann 

 



 

© 2020 Berlin Economics 
All rights reserved.  

About the German Economic Team 

The German Economic Team (GET) advises the governments of Ukraine, Belarus, Moldova, Georgia 
and Uzbekistan regarding the design of economic policy reform processes and a sustainable develop-
ment of the economic framework. As part of the project we also work in other countries on selected 
topics. 

In a continuous dialogue with high-level decision makers of the project countries, we identify current 
problems in economic policy and then provide concrete policy recommendations based on independ-
ent analysis. 

In addition, GET supports German institutions in the political, administrative and business sectors with 
its know-how and detailed knowledge of the region’s economies. 

The German Economic Team is financed by the Federal Ministry of Economics and Energy. The con-
sulting firm Berlin Economics has been commissioned with the implementation of the project.  

 
C O N T A C T  

Dmitry Chervyakov, Project Manager Belarus 
chervyakov@berlin-economics.com 

 
German Economic Team 
c/o BE Berlin Economics GmbH 
Schillerstraße 59    10627 Berlin 
Tel: +49 30 / 20 61 34 64 0 
info@german-economic-team.com 
www.german-economic-team.com 

 

Our publications are available under https://www.german-economic-team.com/belarus. 

 

 

 

 

 

mailto:chervyakov@berlin-economics.com
https://www.german-economic-team.com/belarus


 

 

Content 

1 Introduction ............................................................................................................................. 3 

2 Transparency and predictability of primary issuance .............................................................. 3 

2.1 Debt management strategy ..................................................................................................... 3 

2.2 Market communications: auction calendars and announcements ......................................... 5 

2.3 Focus on benchmark securities ................................................................................................ 6 

2.4 Primary issuance in Belarus: framework and practice............................................................. 6 

3 The record of auctions in Belarus ............................................................................................ 7 

4 Establishing a primary dealer system ...................................................................................... 9 

4.1 The key elements of a PD system ............................................................................................ 9 

4.2 Preconditions for a PD system  .............................................................................................. 10 

5 Requirements for secondary market liquidity, and the role of ‘market makers’ .................. 11 

5.1 Reforms of the market structure ........................................................................................... 12 

5.2 ‘Market making’ by primary dealers ...................................................................................... 13 

6 Recommendations ................................................................................................................. 14 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

.  

Executive summary 

• There is a sizable market of state and private bonds in Belarus, though there is barely any 

trading in these instruments. Liquidity in state bonds would define a benchmark yield curve of 

the highest quality issuer in the country, and on this basis private debt securities could be 

priced. The government’s funding costs would be reduced as it reaps a ‘liquidity premium’, 

and the National Bank would have a safe asset with which to steer liquidity.  

• Currently, the state’s funding needs are largely met through bilateral long-term loans; inter-

mittent Eurobond issues; and an ongoing funding programme in local bonds denominated in 

foreign currency. No BYN bonds have been sold since 2017. Scarcity in local currency instru-

ments is a symptom of the large degree of dollarization in the financial system.  

• The financial market strategy of Belarus now calls for a more diversified issuance by the min-

istry. A modest volume of state BYN bonds is targeted for 2020, which is to go up over the 

coming years. Liquidity in BYN bonds would support the ongoing de-dollarization strategy. 

• There has been a pattern of state interference in the domestic bond market. All BYN bonds 

and most FX bonds have been directly placed with individual market participants. Auctions 

have been used since 2018, and since 2019 all debt has been marketable (registered at the 

BCSE). For a significant part of issuance, the state still directs individual banks, most notably 

those under its ownership, to hold its debt. The state thereby avails itself of funding terms 

better than the market would award, and prices realised in auctions are similarly distorted. 

Subsequent sale of state bonds in the market would result in an immediate capital loss for 

primary investors. The bonds need to be held to maturity, and there is no incentive for sec-

ondary trades.  

• An immediate priority is therefore to lift instruments of control (interest rate liberalisation) 

and phase out direct placements in primary sales. The stabilization of inflation and exchange 

rate that has been accomplished in the last years is a good basis for such a liberalization.  

• Transparency and predictability in the primary issue of state bonds are further preconditions 

for a secondary market in government debt. A public debt management strategy, annual bor-

rowing plan and a detailed auction calendar, combined with timely and detailed announce-

ments of individual issues are standard tools to foster transparency. These are essential once 

a link to an international depository is established. The government will need to be seen as a 

price taker in the bond market.  

• A primary dealer (PD) system could provide a framework for privileges of and obligations for 

auction participants. Such a system should only be considered once the government’s issuance 

volume in domestic markets has risen consistently, and intervention in the market has been 

withdrawn, including through a more arms-length relationship with the state banks as key in-

vestors. A PD system is only necessary once there is a variety of investors offering opposing 

trades.  

• A primary dealer system is a necessary framework for obligations of individual dealers to ‘make 

a market’ in government securities. At present such an obligation would be premature and 

could damage financial stability. Such a step should only be considered once the primary issu-

ance process is reformed, a variety of investors deal in the market, and the market structure 

is sufficiently developed.  
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1 Introduction 

The financial market strategy of Belarus calls for a market structure that is more balanced between 

banks and debt markets, an increased supply of bonds in the securities market, and the development 

of market infrastructure. Specifically, the Ministry of Finance has been tasked with making a regular 

and diversified offer of primary issues of state debt in BYN with market characteristics and placement 

on the Belarusian Currency and Stock Exchange (BCSE) trading system.1 

This policy paper will elaborate on specific measures that can enhance liquidity in the secondary mar-

ket for government securities. This builds on the earlier presentation by GET on establishing a primary 

issuer system (GET Belarus, 2019). The focus in this paper is on what explains secondary market liquid-

ity. Much can be done that would raise investor appetite, and subsequent trading. Changes in the 

issuance process may culminate in the designation of some brokers as ‘market makers’, which would 

have a formal role to offer trades at all times. However, this step would require the prior liberalization 

of interest rates, and making the issuance process more transparent.  

This paper does not reflect on a number of issues that will also determine secondary market liquidity, 

such as capital account and interest rate liberalization, auction mechanisms, the trading of the National 

Bank in state debt, or the development of an institutional investor base.  

The paper is structured as follows. Section 2 will revisit instruments that enhance transparency in the 

government’s issuance programme, including through a debt management strategy and an issuance 

calendar. Section 3 will examine past issuance in Belarus in terms of auction mechanisms used, and in 

terms of the decomposition of issuance by currency and maturity. Section 4 will examine the prereq-

uisites for a system of primary dealers that also serves to underpin the market liquidity. Finally, Section 

5 will examine the preconditions for secondary market liquidity, including for obligations on primary 

dealers to act as market makers. Section 6 offers a number of recommendations to the ministry. 

 

 

2 Transparency and predictability of primary issuance  

Transparency and predictability of the public sector borrowing requirements and issuance are a crucial 

precondition for private financial institutions engaging in the government bond market, and ultimately 

underpinning liquidity in trading. This will be done through a comprehensive debt management strat-

egy; through a public borrowing plan and issuance calendar, and a strategic focus on standardized 

bonds at key maturities. We examine each aspect in turn and review current practice in neighbouring 

countries.  

 

2.1 Debt management strategy 

A crucial basis for such a transparent approach lies in the government’s debt management strategy 

(DMS).  

 
1 On the Strategy of development of the financial market of the Republic of Belarus until 2020, Resolution of the 
Council of Ministers and the National Bank of Belarus, 511/13, August 2019, Objective no. 19. 
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Where such a debt management strategy is transparent and predictable, a local investor base will de-

velop that creates a two-way market secondary market liquidity. In turn, liquid sovereign bond markets 

will allow to implement the domestic financing path chosen in the debt management strategy.  

There are significant benefits that accrue to the government and monetary authorities from formulat-

ing and publishing a DMS, in terms of:  

• Evaluating trade-offs between debt servicing costs and risks, in particular re-financing risks; 

• Coordinating debt management with budget formulation, and monetary operations; 

• Identifying financing constraints, importantly in local financial markets, which could help over-

come such barriers, for instance in a capital market development strategy; 

• Facilitating the interaction with investors, market makers and rating agencies, thereby lower-

ing debt servicing costs; 

• Creating more transparency on and accountability for the authorities in reducing debt-servic-

ing costs.2 

The overriding objective of a debt management strategy is typically to “ensure that the government’s 

financing needs and payment obligations are met at the lowest possible cost over the medium to long 

run, consistent with a prudent degree of risk”.3 Emerging and frontier markets, such as Belarus, have 

only intermittent access to international capital markets. Refinancing risk is therefore the key consid-

eration. Domestic financial institutions hold the majority of the government bond portfolio so that 

avoiding spikes in refinancing costs, let alone a default, is crucial in avoiding financial instability.  

In an economy with an extensive state sector, such as Belarus, it is important that the debt manage-

ment strategy is comprehensive. Ideally it should cover all government agencies. Only once issuance 

and market operations are combined across all parts of the general government can liquidity in secu-

rities of different maturities emerge. Conversely, the issuance programme by a separate government 

agency would create uncertainty and expectations among financial institutions that more beneficial 

loan terms could be forthcoming. Ideally, the debt management strategy would also spell out an ap-

proach on contingent liabilities. A limit is normally set in terms of aggregate exposure, though could 

also include expected losses. 

Two key comparator markets underline how these considerations can be reflected:  

• Poland has one of the most liquid domestic government bond markets in emerging Europe. State 

debt stood at 47 per cent of GDP at end-2019, and foreign currency debt amounted to little more 

than a quarter of that debt stock. Overall, foreign residents hold about a third of government debt. 

The ministry of finance publishes on its website four-year strategies which are revised on a rolling 

annual basis.4 The latest strategy sets the goals of minimizing debt servicing costs, given the con-

straints of refinancing risks, exchange and interest rate risks. Domestic markets are to remain the 

major financing source, and the broad objectives for more limited foreign financing are set out. In 

addition, the strategy provides forecasts for state interest costs; maturities; and sensitivity analysis 

to changed assumptions in FX and interest rates.  

• In Ukraine the debt management strategy sets four broad objectives: raising the UAH component 

of state debt; extending maturities to ensure a smooth repayment profile; attracting concessional 

 
2 IMF and World Bank (2019). 
3 Jonasson et al (2018). 
4 https://www.gov.pl/web/finance/debt-management-strategies.  

https://www.gov.pl/web/finance/debt-management-strategies
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funding; and strengthening investor relationships, including with foreign investors.5 Perhaps due 

the relatively recent emergence of foreign investors in the UAH market this document contains 

considerably more detail than the Polish strategy.  

The Council of Ministers in March 2020 adopted a resolution that contains elements of a state debt 

management strategy, though many still require further detail6:  

• A framework for the assessment of fiscal risks is envisaged for end-2020 (Subprogramme 1);  

• Risks in the state debt portfolio are enumerated, though not prioritised or quantified (Subpro-

gramme 2); 

• The expected entry of foreign investors in the domestic market is seen as a catalyst for liquidity, 

with work on international clearing still ongoing; 

• The reduction of state guarantees is envisaged (though no targets are set).  

 

2.2 Market communications: auction calendars and announcements 

While the DMS is a general policy statement, the annual borrowing plan and issuance calendar are 

much more concrete commitments, which are closely studied by market participants. These are key 

tools that the debt management office (DMO) can use in communicating with market participants.  The 

resulting predictability will reduce premia investors may demand due to lack of liquidity.  

The issuance calendar should set pre-announced targets for standard benchmark issues, usually for 

the coming quarter. The specific form of calendars varies greatly between emerging markets, in terms 

of frequency (monthly or annual), or information content (in terms of specific auction dates and 

amounts).  

The auction frequency and issuance size should be set in such a way that the secondary market will 

also develop as a liquid complementary funding source for the government (e.g. to manage short term 

liquidity needs). If issuance lots are too small, prices may be volatile, and incentives to use the second-

ary market are reduced. Individual announcements should be made with some lead time, with an in-

dicative range of requirements by individual class of instrument.  

As with the DMS, the objective is to enhance as much as possible the transparency and predictability 

of the issuance process. The key objective is that the debt management unit is seen as a price taker in 

the market, given its upcoming borrowing needs and expected issuance in the market. The DMO 

should not use to its advantage unexpected swings in funding costs, for instance by selling more than 

previously announced or rejecting bids (unless there is a wide dispersion across offers). If the auction 

calendar is not credible investors would anticipate opportunistic issuance by the government. Empiri-

cal studies show that in this case funding costs would in fact be higher in the medium term.  

Typically, these formal announcements are complemented with informal consultations with market 

participants (both banks and other investors) ahead of key auctions. Such consultations could be held 

in the form of a ‘market consultation group’ where a broad market development strategy is discussed 

with investors and other market participants. A broader effort in market communications should 

 
5 https://mof.gov.ua/en/osnovna-informacija.  
6 “Public Finance Management and Financial Market Regulation” for the period 2020 – 2025, Resolution of the 
Council of Ministers of the Republic of Belarus.  

https://mof.gov.ua/en/osnovna-informacija
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always include regular meetings with primary dealers, and engagement of investors, through a dedi-

cated investor relations office.  

These broad principles seem to have been adopted by the two reference markets in the region:  

• In Poland the website of the Ministry of Finance lists dates of sales and switches of bonds for the 

current year, with the specific details of an auction usually published several days in advance.7 For 

an ongoing issue or switch any non-competitive allocations are indicated. Also, considerable detail 

on past issues and switches is available.  

• Ukraine lists the auctions for the current month, and releases specific announcements about 

four days in advance. Details on past auctions are also available on the ministry website.8   

 

2.3 Focus on benchmark securities 

There is also a need to focus issuance activity, and market interest, on just a small number of ‘bench-

mark’ maturities. Such a security serves as reference in the market. Targeting the issuance of such 

securities therefore requires consultation with market participants. Ultimately, benchmarks can of 

course help develop a yield curve that can serve as a basis for the pricing of other debt securities. 

Primary issues by the private sector but also secondary trading and derivatives would benefit.  

The DMO typically creates an issue (ticket) size that is large enough so that no single participant holds 

a majority, and that there is a variety of investor types and styles (both ‘buy-and-hold’ and more active 

traders). This may require limitations on individual allocations. Moreover, issuers tend to reopen indi-

vidual issues in order to enhance liquidity in trading of instruments previously issued.  

The specific maturity that is targeted depends on market development, and appetite as assessed in 

informal consultations with investors. In markets at an early stage of development, only short maturi-

ties are accepted, though these could potentially be up to 5 years. Liquidity in benchmark issues will 

also depend on there being little variation in the type of instruments offered, specifically e.g. a fixed 

coupon without options.  

Neither the debt management strategy in Ukraine nor that Poland identify specific maturities (though 

both set broad objectives in lengthening maturities and minimising re-financing risks).  

  

2.4 Primary issuance in Belarus: framework and practice  

At present there is no public debt management strategy or borrowing plan on the Ministry of Finance 

website. We understand there is a debt management strategy for the period 2015-2020, which in-

cludes measures to develop domestic securities markets and the role of market makers. However, this 

document is confidential and not circulated to market participants. This lack of openness will under-

mine building secondary market liquidity, as this requires transparency and predictability in govern-

ment debt sales, as is standard practice in emerging markets.  

 
7 https://www.finanse.mf.gov.pl/en/public-debt/t-bills-and-t-bonds/auction-calendars.  
8 https://mof.gov.ua/en/ovdp.  

https://www.finanse.mf.gov.pl/en/public-debt/t-bills-and-t-bonds/auction-calendars
https://mof.gov.ua/en/ovdp
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While there is a target for BYN issuance in 2020 there are no specific announcements on phasing, 

maturities targeted or the path issuance will take in future years. The issuance calendar on the website 

is used for reference purposes and is subject to change.9  

The primary issuance process in Belarus is regulated by the Resolution of the Council of Ministers of 

September 2017, and the Decree of the Ministry of Finance of July 2018.10 Together these two legisla-

tive acts define the responsibilities of the Ministry as issuer in the national financial markets.  

The Ministry of Finance is the market regulator, as well as the sole issuer of government bonds in 

domestic and foreign markets. Other agencies and state entities can independently issue debt. As a 

case in point, the Development Bank issued international bonds for USD 500 million in 2019. This frag-

mentation of issuer capacity will undermine the effectiveness of the Ministry’s strategy, as the number 

of debt issues increases and individual size and liquidity are reduced. Moreover, based on the above 

documents, there seems to be no presumption that individual issues need to be marketable (i.e. reg-

istered at the stock exchange).  

Local banks also suggest that predictability and announcements could be improved. Currently, an-

nouncements either lack detail, or are not offered sufficiently in advance.  

The 2018 decree foresees a number of alternative auction mechanisms, including public sale without 

an auction (in Art. 5), and private sale (Art. 7) alongside regular auctions. There also seems to be no 

constraints on the use of non-market debt sales, such as through a direct placement that is not regis-

tered at the Belarus Currency and Stock Exchange (BCSE). This could be a concern for investors as it is 

not clear to what extent the funding needs of the government will be met in auctions or in other ways, 

and whether individual market participants have privileged access to primary issues.  

Maturities of domestic BYN bonds, which were last issued in 2017, have been issued with surprisingly 

long maturities of between 5 and 13 years. Each auction is based on a specific announcement to mar-

ket participants. The announcements are circulated to investors shortly ahead of a sale. Standard prac-

tice in other markets would be for such announcements to be available on the website of the debt 

management unit in both English and local language, well ahead of the auction date, also specifying 

detailed parameters for acceptable offers, the auction format, and amounts targeted.  

 

 

 

3 The record of auctions in Belarus 

The outstanding debt of the Republic of Belarus amounted to BYN 44.8 billion in January 2020, equiv-

alent to 34% of GDP. This debt has been issued primarily in external markets or contracted with foreign 

creditors (27.1% of GDP), and only in small measure domestically (6.7% of GDP).11 Even domestically 

issued state debt is primarily in foreign currency. In this way the state absorbs the excess FX liquidity 

of the banking sector. This offers lower funding costs, though at the cost of perpetuating dollarization, 

and aggravating the currency risks in the public sector balance sheet.  

 
9 For Q1 2020 available at: http://www.minfin.gov.by/public_debt/bonds/fca9b87c6cea4071.html 
10 Accessible on the website of the Ministry of Finance.  
11 Figures based on information of the Ministry of Finance: http://www.minfin.gov.by/en/public_debt/pressre-
leases/4c6b30d611354542.html, according to IMF guidance on government finances in addition the debt and 
guarantees of local authorities should be included.  

http://www.minfin.gov.by/public_debt/bonds/fca9b87c6cea4071.html
http://minfin.gov.by/en/public_debt/
http://www.minfin.gov.by/en/public_debt/pressreleases/4c6b30d611354542.html
http://www.minfin.gov.by/en/public_debt/pressreleases/4c6b30d611354542.html
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Issues in the domestic market have been primarily in foreign currency (which enterprises cannot issue), 

with 65 issues amounting to BYN 3.7 billion between 2015 and 2019. This compares to 14 issues in 

BYN, which amounted to only BYN 1.5 billion cumulatively since 2015, the last such issue having oc-

curred in December 2017. Since 2016, FX bonds have been available to all types of investors (individu-

als and legal entities, both resident and non-resident). According to the legislation, BYN bonds may 

also be owned by legal entities and individuals, though in practice they have not been made available 

to individuals. Maturities of domestic FX bonds have steadily lengthened (Figure 1a). In 2019, over 91 

per cent of issuance volume was at maturities above five years. Original maturities of the BYN bonds 

have been between 5 and 30 years.  

The list of past issues also shows that the direct sale to individual entities has been the preferred mech-

anism of sale. This has been the only instrument in the case of BYN bonds between 2015 and 17, and 

the predominant issue mechanism in the case of FX bonds (Figure 1b). As of 2019, all direct sales have 

been conducted through the trading system at the BCSE (accounting for about 58 per cent by issuance 

volume). Auctions account for the remainder of issuance volume, though have only been used since 

2018. In 2019, five auctions were run.  

Figure 1. Evolution of government domestic bonds in FX 

a. by maturity b. by issuance type* 

  

Source: Ministry of Finance, and GET calculations  

Note: *AB = auction through the BCSE, DB = direct sale through BCSE, DS = direct sale to a legal entity  

Maturities are exceptionally long for a relatively underdeveloped bond market. Coupon rates cannot 

be seen as reflecting market conditions. In essence, bond terms are still subject to state intervention. 

This deters subsequent sale, and the participation of other investors.  

It appears the ministry is not a price taker in auctions. In case of incomplete placement of government 

bonds of a new issue at an auction by the Ministry of Finance during 2020, additional issuance of the 

unrealized volume of bonds will be carried out.  

 

 

0

200

400

600

800

1000

1200

2015 2016 2017 2018 2019

<3 years 3-5 years

5-10 years >10 years

0

200

400

600

800

1000

1200

2015 2016 2017 2018 2019

USD m AB DB DSUSD m 



 

.  

4 Establishing a primary dealer system 

Once interest rates have been liberalized, the ministry could reflect on technical reforms in the issu-

ance and auctions process that would maximize secondary market liquidity. Only to the extent that 

the primary issuance process is market-based (at interest rates determined in an open process), can 

further secondary trades emerge. In the absence of such liberalization, an obligation to ‘make a mar-

ket’ in government debt would impose large costs and risks on financial institutions.  

Generally, the introduction of a primary dealer system makes sense once there is a diverse set of in-

vestors offering both demand and supply, and generating a potential for secondary market trades. The 

opening of the Belarus capital market to foreign investors based on the ICSID agreement would cer-

tainly necessitate a PD system. As long as banks are the primary investors, there will only be one pre-

dominant side in the market, and hence little potential for secondary market trades facilitated by the 

PD system.  

A primary dealer system is in essence an agreement between the debt management unit and a small 

set of designated financial institutions that provides a consistent and dependable source of demand 

for government debt through these institutions’ distribution network and own inventory. However, it 

is important that the debt manager and primary dealers pursue a common strategy, with the develop-

ment of the secondary market as a joint ultimate objective, and that participation in such a scheme is 

voluntary. The government and its debt management unit should approach financial institutions not 

as a regulator but as a market participant, which will jointly support this objective.  

 

4.1 The key elements of a PD system  

Typically, primary dealers take on three types of commitments. The dealers:  

• participate in the primary market in a substantial and consistent manner. This could be formulated 

through a minimum obligatory share for bidding in auctions. A stronger alternative is for the dealer 

to commit to a share of the actual allocation in each auction. If there is only a small number of 

dealers there is a risk of collusion, so that these markets often have limitations to allocations.  

• act as ‘market maker’ in the secondary market (offer ‘two-way’ quotes). This underpins the gov-

ernment’s objective to create a reliable secondary market for its debt (reviewed in detail in the 

following section).  

• provide market related information to the ministry (debt manager). The DMU will need to rely on 

its dealers to offer market intelligence, including on the ultimate investor base.  

These obligations are matched by sufficiently attractive privileges which will entice a number of large 

market participants into the primary dealer system (participation in the PD scheme being voluntary): 

• A key is exclusivity in participating in auctions. The DMU will commit to give PDs the sole right to 

access auctions. This precludes in particular the sale through the government’s direct channels 

(e.g. to state-owned banks, or in the retail market). In the early stages of the scheme there may 

need to be some flexibility with this.  

• Primary dealers may be awarded valuable functions that imply a direct financial benefit. This could 

include direct non-competitive allocations following a competitive auction; a role in the govern-

ment’s debt management operations, such as buy backs; the lead in a syndication; or advisory 
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roles in privatisations. PDs will be a key counterpart for the government when it seeks advice on 

its issuance strategy and as such will have privileged access to the debt management unit.  

• Where the PDs have an obligation to offer quotes, they will normally require access to a special 

credit line/security borrowing facility at the central bank.  

 

4.2 Preconditions for a PD system 12 

Experience suggests that a number of preconditions need to be met for a PD system to be effective. In 

summary this relates to: 

• Predictability of primary issuance through a debt management strategy and issuance plan. 

Local banks and other investors will need to manage exposures and liquidity, typically cover-

ing a one-year horizon. Uncertainty regarding the government’s issuance would discourage 

purchases in primary auctions. 

• The government accepting market outcomes, and refraining from influencing purchases by 

banks, including those in state-ownership. Primary dealers should not be seen as a captive 

source of demand.  

• A commitment to market development, possibly set out and articulated in the debt manage-

ment strategy. The government should allow primary dealers to reap the benefits of market 

growth, for instance by refraining from issuing directly to retail investors.  

• The government’s issuance volume should be sufficient, also in terms of concentration in a 

small number of benchmark issues.  

• A diverse investor base offering both supply and demand in secondary trades, and having dif-

ferent investment horizons. 

If these preconditions are met, a primary dealer system can be established, either through an admin-

istrative decree or even more informally. It is in essence an agreement between the issuing agency and 

a number of dealers to support the functioning and development of primary and secondary markets 

for government securities.  

A list of the obligations and privileges of primary dealers, and the commitments of the debt manage-

ment unit should be quite detailed (the relevant decree in Poland, for instance, has about 36 pages 

length).  It is important that conditions for eligibility are clearly specified. There should be objective 

criteria for entry and exit from the group of PDs (including capital requirements), and also standards 

governing trading practices and disclosure. The evaluation of performance of primary dealers would 

need to be transparent. 

In the EU, the integration of bond markets has resulted in governments adopting common standards 

in their issuance process, thereby ensuring that smaller countries still have access to the market. All 

but five EU countries have established a primary dealer system and each publishes a ‘code of conduct’ 

that specifies expectations.13 

Primary dealer systems are also common in emerging markets. In the CEE region, Romania conducts 

primary bond sales through 8 banks, Poland through 13 banks, and Bulgaria through 12, and in all cases 

 
12 As based on Jonasson and Papaionannu (2018). 
13 Participation in the national PD systems and individual code of conduct documents are available on the EU 
website.  

https://www.gov.pl/web/finance/primary-dealers
https://europa.eu/efc/efc-sub-committee-eu-sovereign-debt-markets/primary-dealers-information_en
https://europa.eu/efc/efc-sub-committee-eu-sovereign-debt-markets/primary-dealers-information_en
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international banks represent the majority of dealers. Ukraine operates through 12 PDs, the top two 

of which being foreign-owned. 

 

 

5 Requirements for secondary market liquidity, and the role of ‘market makers’ 

The Ministry seeks to foster liquidity in the secondary market for its debt. Liquidity by itself would raise 

efficiency of primary issuance, of secondary debt management operations, and reduce funding costs. 

Government bond market liquidity would also support the effectiveness of monetary policy. More fun-

damentally, it is desirable so that the government bond market can offer a benchmark yield curve for 

the pricing of private sector securities.  

There is a macroeconomic dimension to liquidity (how the market reacts to shocks) and various micro-

economic aspects (market functioning). Several factors determining market liquidity are outside the 

control of the authorities (e.g. private sector balance sheets). Other determinants can be supported 

through an active capital market development strategy and steps to develop the financial sector struc-

ture, including the regulating the conduct of key market participants.  

While many emerging markets have stepped up their capital market development efforts since about 

the early 2000s, few markets are truly liquid. Liquidity can be defined in terms of either market depth 

(the market’s ability to absorb large transaction volumes with minimal changes in price); tightness 

(between bid and ask offers); or resilience in absorbing shocks to the market.14 

Liquidity and price formation are fundamentally linked. The more liquid a market, the larger transac-

tion volumes that can take place in defined price ranges. In a less liquid market, a marginal trade will 

have more impact on prices. Investors will require a liquidity premium. Volatility and larger liquidity 

premia will also discourage participation by certain investors, in turn undermining liquidity. Liquidity 

is a public good from which all market participants benefit, and hence warrants policy support. 

But liquidity and trading of government bonds in emerging markets is highly pro-cyclical: it increases 

in times of market stability and is lower in times of risk aversion and market stress. Figure 2 displays 

turnover in four large CEE markets. Even in a developed market such as Poland turnover has been on 

a structural decline.  

Belarus will have to contend with overwhelming deposit dollarization, and hence limited appetite for 

local currency instruments by banks and wealthy individuals. Georgia for instance has addressed this 

by offering to banks that they can pledge local currency instruments as collateral at the central bank, 

thereby creating liquidity for those instruments (as the refinancing rate is low compared to the yield 

at primary issuance).  

  

 
14 Turner (2008). 
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Figure 2. Average daily trading volumes and turnover ratios, selected CEE economies 
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Romania 
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Source: AFME government bond statistics, Q3 2019 

 

5.1 Reforms of the market structure 

Over the long term an institutional investor base needs to emerge. Many emerging markets benefitted 

from establishing funded pension systems, which are natural long-term investors. In a relatively under-

developed market such as Belarus, only state insurance funds or an emerging mutual fund sector could 

play this role.  

Other measures may be effective more immediately. With the aim of enhancing market liquidity, sev-

eral DMOs have, among others:  

• modified auction schedules to bolster the size of individual issues; 

• more frequently reopened existing bonds to make single instruments more liquid;  

• offered a securities lending facility to their primary dealers, in addition to the repo facility at 

the central bank15; 

• modified clearing and settlement procedures to reduce counterparty risks, and offer more 

immediate (‘cash-versus-delivery’) settlement.  

 
15 The debt management office (DMO) may offer a securities lending facility directly to ist primary dealers, or 
establish an additional account at the clearing house to which primary dealers would have immediate access. 
Some central banks also support liquidity through a facility aimed at primary dealers during times of market 
stress.  
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Liquidity in domestic markets will be further supported by liability management by the DMO, where 

the state issuer engages in the secondary market through buybacks, exchanges or by amending bonds, 

especially at times of market stress. This regular engagement with and feedback from the market will 

help to adjust strategy, instruments, and processes to lower debt costs and volatility.  

 

5.2 ‘Market making’ by primary dealers 

Only where these preconditions are in place could obligations be imposed on auction participants to 

provide liquidity, or could such obligations become effective.  

The obligation for PDs to provide two-way quotes continuously is a standard practice in the capital 

markets of advanced countries, though less common in emerging markets. A primary dealer frame-

work is a necessary condition for instituting market making obligations for two reason: firstly, a legal 

or regulatory framework is required to impose such requirement in a specific form and on a well-de-

fined sub-set of dealers; secondly, the PD system awards certain benefits, such as privileged access to 

auctions or special allocations, that serve as an incentive to take on obligations, including for market 

making. In the absence of such privileges it is likely that the capital base of the dealer is inadequate for 

providing ongoing quotes.  

In less developed markets PDs would often quote only indicative prices, and in practice often fail to 

quote on request of other counterparties. The World Bank (2010) suggests a more limited but realistic 

commitment could be more credible. Commitments could refer to:  

• A subset of outstanding securities; 

• A specific time window; 

• Require only an indicative quote; 

• That primary dealers upon request offer a price within that indicative range, with limitations 

in the spread, and which remains valid for some time. 

It is important that the debt management office consults openly with dealers ahead of such an obliga-

tion being included in the PD system.  

Liquidity has been a central concern in the reform of the European capital market regulation. The Eu-

ropean investment regulation (MiFID/MiFIRII), provides that any regulated European market, such as 

exchanges, must have in place agreements with a sufficient number of investment firms acting as mar-

ket makers.16 This must require these firms to post firm quotes at competitive prices with the result of 

providing liquidity to the market on a regular and predictable basis, and the number and nature of 

these requirements need to be appropriate to the nature and scale of trading on each market.17 This 

broad requirement is further elaborated in an implementing regulation.18  This agreement would typ-

ically have the following elements:  

 
16 Under the European regulation MiFID II (in Art. 4 (1) (7) a market maker is defined as a person who holds 
himself out on the financial market on a continuous basis as being willing to deal on own account by buying and 
selling financial instruments against his proprietary capital at prices defined by him.  

17 This obligation is however limited to a number of securities (shares, ETFs, options and futures, and equity index 
products), and the obligations of market makers are suspended in exceptional circumstances (e.g. extreme mar-
ket volatility as determined by the exchange). 
18 Regulatory Technical Standard (RTS) 8.  

https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=uriserv:OJ.L_.2017.087.01.0183.01.ENG&toc=OJ:L:2017:087:TOC
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• Quotation on a single platform to avoid fragmentation 

• Minimum daily quoting time, so that a number of dealers quote simultaneously  

• Minimum or standard volume of quotes  

• Maximum spread between bid and offer. This would depend on maturity, and competition 

between various dealers typically gradually tightens spreads 

The role of auction participants as market makers has been defined within the primary dealer frame-

works of the two comparator countries in the region:  

• The Polish Ministry of Finance lists among the requirements for obtaining Treasury Securities 

Dealer (TSD) status the participation in the electronic market as market maker, referring to 

the regulations of that market.19 

• In Ukraine, the ministry of finance enters into contracts with primary dealers that specify 

among others they “serve as a market-maker for domestic government bonds and […] main-

tain liquidity of domestic government bonds at the market through their purchase and sale of 

the bonds in the amount of at least 3% of the total turnover during each half of a year.”20 

However, such commitments to market liquidity cannot be upheld at times of market stress. The Eu-

ropean financial crisis between 2008 and 2012 underlined that bond markets can be subject to re-

peated liquidity shortages. European DMOs have therefore adapted their mandates to PDs in such 

times of exceptional market circumstances, for instance by:  

• Relaxing the obligation, for instance widen the permissible bid-offer spread; 

• Reducing the number of securities that need to be quoted; 

• Strengthening their own support to PDs (for instance through the securities lending); 

• Adapting the reference requirement (e.g. reduce the requirement for the amount traded by 

PDs); 

• Raising rewards (e.g. in terms of additional allocations).  

 

 

6 Recommendations 

Liquidity in the secondary market for state debt is a sensible policy objective. Liquidity would yield 

benefits in terms of funding costs and reduced risks in state debt management. Moreover, liquidity 

would underpin the development of a market in private securities, and the effectiveness of monetary 

policy.  

The stabilization in inflation and macroeconomic conditions in Belarus now provides a good basis for 

greater domestic issuance of BYN denominated state debt, which will support the de-dollarization 

strategy. Experience reviewed above from Poland and Ukraine suggests macroeconomic stability and 

a transparent debt management strategy are preconditions for market development.  

If a liquid market between banks and other investors is to emerge, the state as the largest participant 

in this market will need to conduct issuance, trading and buy-back on market terms. The allocation and 

 
19 Rules and Regulations governing the activities of the Treasury Securities Dealer (December 2019), Art. 13.4. 
20 Website of the Ministry of Finance of Ukraine, accessed 23 January 2020.  

https://mof.gov.ua/en/pervinni-dileri


 

.  

the terms of government debt issuance are as yet is far removed from such market-based conditions. 

In effect, the government intervenes in the functioning of the financial market for loanable funds, 

thereby availing itself of cheaper and more long-term funds and at conditions which are better than 

they would otherwise prevail. Such instruments of state intervention will retard capital market devel-

opment in Belarus. Restrictions should be lifted as a priority:   

• Direct placements of bonds to individual banks should be phased out and auction mecha-

nisms need to be revised to offer equal access to all bidders. The Ministry’s debt manage-

ment unit should engage with all banks, including those under state ownership, on an arms-

length basis.  

• In 2019 all direct sales to legal entities were registered at the BCSE, though up to 2018 there 

has been a significant share of direct sales to legal entities. Any outstanding non-marketable 

debt should be registered.  

The March 2020 State Programme on public financial management offers a comprehensive strategy 

on public debt and domestic financial markets. The government is committed to a shift from the cur-

rent exclusive issuance of FX-bonds to a mix of FX and BYN, and has set indicative, though ambitious, 

targets for the share of BYN bonds rising gradually from 5% in 2020 to 50% by 2025. 

This could be a good basis for engaging domestic and future foreign investors: 

• The state programme should be published in English language, and be made more accessible 

to the foreign investor community. The programme contains some elements of a debt man-

agement strategy, though needs to become more specific.  

• An annual borrowing plan is approved by law for the next financial year, and quarterly sched-

ules of issuance are published on the ministry website. These announcements could be more 

detailed (for instance on benchmark maturities), and also be available in English language.  

• Auctions should be the default issuance mechanism. They should be transparent and credible 

so that the government is seen as a price-taker in the bond market.  

• Bonds at distinct maturities should be targeted to focus trade and liquidity. The latter should 

be fixed rate bonds, with a simple structure that is easy to value and trade. Treasury bill issu-

ance may anchor the shorter end of the yield curve.  

• The ministry considers introducing a system of primary dealers, which would include require-

ments to act as market maker. This could be prepared though informal consultations with 

key banks, though such a formal system should only be introduced once the volume of do-

mestic debt sales has risen consistently, and once foreign investors have entered the market.  

• As a last step, this regulation may include an obligation that primary dealers act as ‘market 

makers’. Initially such commitments would be broad, focused on key securities, and contin-

gent on market conditions being favourable.  
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