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Bulgaria

Low growth but solid economic fundamentals
General Information
GDP

USD54bn (World ranking 75, World Bank 2011)

Population

7.48 million (World ranking 97, World Bank 2011)

Form of state

Parliamentary Democracy

Head of government

Plamen ORESHARSKI

Next elections

2016, presidential

Strengths

Weaknesses

 EU membership and good international relations

 Failure to make progress on EU-required judicial
reform and anti-corruption measures

 Relatively low systemic political risk (broad policy
continuity despite frequent government instability)
 Currency board has withstood global turbulences
since 2008 and BGN is currently not overvalued

 High external debt burden

 History of sound fiscal policies
 Current account close to balance since 2010
 Generally adequate business environment

Country Rating

 Economic recovery has lost momentum owing to
continued tight credit markets and weak external
demand

 Banking sector is vulnerable to financial contagion
from the eurozone debt/banking crisis
 Current foreign exchange reserves cover just 75% of
all external debt payments falling due in 2013
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Economic Structure
GDP breakdown (% of total, 2010)

Trade structure (% of total, 2010)
By destination/origin
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Imports
Crude Oil
Non Ferrous Ores
Plastic Articles
Yarns Fabrics
Refined Petroleum Products

By product

14%

Exports
Non Ferrous Metals
Refined Petroleum Products
Clothing
Other Edible Agricultural Prod
Electrical Apparatus

Agriculture, hunting, forestry, fishing
Mining, Utilities
Manufacturing
Construction

Wholesale, retail trade, restaurants and hotels
Transport, storage and communication
Other Services

Sources: Chelem, IHS Global Insight, Euler Hermes

Economic Forecasts
Average 2000-08

2009

2010

2011

2012

2013f

2014f

GDP grow th (% change)

5.8

-5.5

0.4

1.8

0.8

0.5

1.5

Inflation (%, end-year)

6.9

1.6

4.4

2.0

4.2

2.8

3.0

Fiscal balance (% of GDP)

1.3

-0.9

-3.9

-2.0

-0.8

Public debt (% of GDP)

41.2

15.6

14.9

15.4

18.9

-1.4
18.1

-2.0
18.4

Current account (% of GDP)
External debt (% of GDP)

-11.6
74.0

-8.9
108.3

-1.5
102.7

0.1
94.1

-1.3
94.8

-2.0
99.0

-1.8
98.0

Sources: IHS Global Insight, national sources, Euler Hermes

Economic Growth
The economic slowdown in 2012 ...
The economy lost momentum in 2012 as external
demand deteriorated markedly. Real GDP growth
decelerated to +0.8% from +1.8% in 2011. Exports
contracted by -0.4% in 2012 after it had increased by
12.3% in 2011. Imports continued to expand by +3.7%
in 2012, albeit down from +8.8 a year earlier. Domestic
demand kept the economy growing in 2012, with private
consumption increasing by +2% and fixed investment by
+0.8% while government consumption fell by -0.4%.
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… will continue in 2013

-2%

Preliminary estimates indicate that seasonally adjusted
real GDP growth slowed further to +0.4% y/y in Q1 2013
from +0.6% in Q4 2012. In q/q terms, growth remained
almost flat in Q1 (+0.1%) as it had been in the previous
four quarters. Details show a weakening of private
consumption which contracted by -1.3% q/q in Q1 while
government consumption expanded by +0.9% and fixed
investment by +2.4%. Export growth of +1.8% q/q was
outpaced by import expansion of +3.2%. We expect this
growth pattern to continue in the next quarters and
forecast full year growth to ease to about +0.5% in 2013,
before it picks up to +1.5% in 2014.
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Economic Policies
Real effective exchange rate (2000=100)

Currency board not at risk
Bulgaria has had a currency board since 1999 which
pegs the lev (BGN) to the EUR at a rate of 1.95583
BGN/EUR. The arrangement has withstood the
pressures from the 2008-2009 regional and global
financial crises well and does not appear to be at risk in
the short term. The real effective overvaluation of the
BGN, which exceeded 15% from early 2008 to mid2009, has given way to stabilisation, indicating that
Bulgaria has regained relative competitiveness.
Moreover, foreign exchange (FX) reserves continue to
cover the monetary base (a requirement for a currency
board) clearly. And, the Bulgarian authorities remain
firmly committed to the currency board.
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Inflation is volatile but under control
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The currency board arrangement has not always been
successful in keeping inflation under control. In mid2008, headline inflation peaked at over 15% as a result
of the then overheating economy. Since mid-2009,
inflation has been better contained though it has
remained somewhat volatile, markedly influenced by
fluctuations in food and energy prices. These items
pushed inflation to over 4% at end-2012 but since then it
has fallen to 2% y/y in April 2013. We expect average
annual inflation of around 3% in 2013-2014.

Sources: IHS Global Insight, Euler Hermes
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Banking sector needs close monitoring

12%

The banking sector is a cause of concern even though it
weathered the impact of the 2008-2009 global financial
crisis relatively well. But its heavy reliance on funding
from EU parent banks—whose subsidiaries dominate
the sector (25% Greece, 15% Italy, 12% Hungary)—
makes it vulnerable to financial contagion from the
eurozone debt/banking crisis. Deleveraging by eurozone
banks has had an adverse impact on Bulgaria's growth
potential since 2012―as credit growth has almost come
to a standstill―and could, in the worst case, cause
financial disruption in the future. The refinancing of
maturing debt may remain difficult for some banks and
companies and could deepen in the event of an external
shock.
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Public finances are favourable
Since the currency board largely neutralises monetary
policy, fiscal policy is the major tool to steer the
economy. Bulgaria has had a long-lasting commitment
to fiscal prudence, reflected in many years of fiscal
surpluses (annual average 2.7% of GDP in 2004-2008).
In the wake of the economic downturn since late 2008,
however, the fiscal account deteriorated and shifted into
deficit. But the annual deficit has narrowed quickly from
a record 3.9% of GDP in 2010 to 2% in 2011 and 0.8%
in 2012. We forecast the fiscal deficit to remain
moderate at below 2% of GDP in 2013-2014. Public
debt has rapidly declined from 75% of GDP in 2000 to
just 15% in 2010. Although it has increased slightly
since then, it should remain below 20% of GDP in the
next two years, which is very low by EU standards.

8%
6%
4%
2%
0%
00 01 02 03 04 05 06 07 08 09 10 11 12 13

Sources: IHS Global Insight, national sources, Euler Hermes

Fiscal balance and public debt (% of GDP)
80%
70%

General gov. net lending (right scale)
General gov. gross debt (left scale)

5%
4%
3%

60%
2%
50%

1%

40%

0%
-1%

30%

-2%

20%
-3%
10%

-4%

0%

-5%
00 01 02 03 04 05 06 07 08 09 10 11 12

Sources: IHS Global Insight, national sources, Euler Hermes

Euler Hermes Economic Research

3

External Sector
Current account and external debt (% of GDP)

Current account has improved ...
Following several years of unsustainably large deficits,
the current account has moved close to balance in the
past three years. Net foreign direct investment inflows
have remained robust and covered the 2012 current
account deficit (1.3% of GDP) two and a half times.

120%

10%
Current account (right scale)
External debt (left scale)

5%

100%
0%

80%

... but external debt remains a cause of
concern
The legacy of the large current account deficits from
2003-2009 has left Bulgaria with a very high external
debt burden. Strong foreign borrowing by banks and the
private sector had pushed up gross external debt to a
peak of EUR38bn in late 2008, since when it has
remained close to that level, accounting for a worrisome
95% of GDP or 142% of export earnings in 2012. The
private sector share of external debt has remained at
89% until February 2013, while total short-term debt as
a share of gross debt has fallen to 28% from the 36%
peak in late 2008. The external debt service remains
hefty, forecast at around 25% of export earnings in
2013.
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Foreign exchange reserves ...

Foreign exchange reserves (EUR bn)

Following a peak of EUR13.9bn in September 2008, FX
reserves hovered in the range of EUR10-12bn from end2008 to mid-2012. Thereafter they have increased
slightly and stood at EUR12.7bn in April 2013. The
current level of FX reserves is comfortable with regard
to import cover (more than five months). In other terms,
however, reserves cover just about 75% of the
estimated external debt payments falling due (ST debt
plus principal repayments on M/LT debt) in the next 12
months. Although this ratio has improved from just 50%
two years ago, it remains well below an adequate ratio
of at least 100%.
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Sources: Bulgarian National Bank, Euler Hermes

DISCLAIMER
These assessments are, as always, subject to the disclaimer provided below.
This material is published by Euler Hermes SA, a Company of Allianz, for information purposes only and should not be regarded as providing
any specific advice. Recipients should make their own independent evaluation of this information and no action should be taken, solely relying
on it. This material should not be reproduced or disclosed without our consent. It is not intended for distribution in any jurisdiction in which this
would be prohibited. Whilst this information is believed to be reliable, it has not been independently verified by Euler Hermes and Euler
Hermes makes no representation or warranty (express or implied) of any kind, as regards the accuracy or completeness of this information,
nor does it accept any responsibility or liability for any loss or damage arising in any way from any use made of or reliance placed on, this
information. Unless otherwise stated, any views, forecasts, or estimates are solely those of the Euler Hermes Economics Department, as of
this date and are subject to change without notice. Euler Hermes SA is authorised and regulated by the Financial Markets Authority of France.
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