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Analysis of major trends in the world economy and progress in market reforms
in eastern Europe is essential in assessing Bulgariaís prospects for export-led growth
and its economic performance relative to the other former COMECON member
countries. As a small country with an open economy, Bulgariaís output is strongly
dependent upon foreign demand. At the same time, becoming competitive in the
international markets would require restructuring and adjustment of a number of
industrial sectors. This underscores the need for priorities in the process of eco-
nomic transformation, as a part of a comprehensive and clearly stated national strat-
egy for economic development. These priorities should be the internal factor propel-
ling reform efforts, and providing an immediate response to emerging external in-
centives.

After several consecutive years of global recession, 1994 signaled a reverse in
this trend. World output rose by nearly 3%, a growth rate twice the average in
1990 ≠ 1993. World trade expanded vigorously (about 9%), exceeding by 3% the es-
timates projected in early 1994. As expansion gathered pace in the USA, Canada,
Austria and United Kingdom, other developed countries followed their lead, emerg-
ing from the cyclical recession of the early 90ís. In a number of countries undergo-
ing radical restructuring to a market economy, the long-awaited resumption of
growth occurred. In general, developing countries retained the moderate growth of
the past few years. World output and foreign trade volume are projected to increase
by some 3.5% and 8%, respectively. Consequently, the Bulgarian economy has been
operating, for the first time since the start of economic reforms, under the impetus
of enhanced foreign demand, which is expected to boost exports and output.

1. Developed Countries

For the first time since the early 90ís, the economies of the industrial countries
exhibit converging trends, reflecting the resumption of economic growth after recent
recession. The rate and extent of recovery in most of the industrial countries ex-
ceeded initial expectations and forecasts ≠ in 1994, the average rate of real GDP
growth (around 3%) was relatively high. Despite the general trend toward domestic
demand and output growth, the business cycle in these countries continued to be
desynchronised, reflecting recent years. The USA is the only country where the
growth of output has exceeded productivity potential, while in the other industrial
countries the output gap was sustained. Macroeconomic (particularly monetary)
policy has been credited with contributing to the resumption and acceleration of
output growth. Basic interest rates had been cut on several occasions ≠ in the USA
by 1992 year-end, in Japan by autumn of 1993, and in Germany by the middle of
1994. Fiscal policy measures were rarely applied (mainly in Japan).

The growth of output in western Europe was below that of productivity poten-
tial, despite the signs of strengthening and acceleration. This suggests that real GDP
growth in 1995 (by a further 3% based on prevailing forecasts) will not be coupled
with growing inflationary expectations. Average inflation in the region is projected
to remain within the historical lows of the past three decades ≠ at 2.5% (based on
the consumer price index), and the high persistence of unemployment is expected to
slow down.

Western
Europe
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REAL GDP AND UNEMPLOYMENT

IN MAJOR DEVELOPED COUNTRIES

(%)

Source: IMF,  Hamburg Institute for Economic Research, BNB.

INFLATION AND BASIC INTEREST RATE

IN MAJOR DEVELOPED COUNTRIES

(%)

Source: IMF, Hamburg Institute for Economic Research, BNB.

The United Kingdom was the first country in western Europe to emerge from
recession. Output expanded in 1994 and contributed largely to a drop in unemploy-
ment. At the same time, a hike in the basic interest rates in the autumn of 1994
prompted fears of inflation. In Germany, after the stabilization of output in the sec-
ond half of 1993, a 2.3% growth in output occurred in 1994, with projections of
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2.8% for 1995. Similar growth rates characterize real GDP figures in France. In
Italy, the dramatic depreciation of the lire following the withdrawal from the ex-
change rate mechanism improved competitiveness of Italian exports and prompted
moderate growth.

In 1994, the US economy staged yet another spirited output growth (3.8%),
well above potential productivity. Inflation ceased its fall. The Federal Reserve Sys-
tem was quick enough to react in February by raising interest rates. This measure
was employed on several occasions throughout the year. Fears about “overheating”
and growing inflationary outlook may impact the output growth rate in 1995 (pre-
dicted at about 2.5%), reflecting tightening of monetary and financial constraints.

The economy of Japan (last of industrial countriesí economies) signaled a bot-
toming-out of the downturn. The resumption of growth, which is expected to be
moderately low in the near future, occurred because of a 3 percentage point in-
crease in the structural budget deficit after 1991, the result of a number of fiscal
incentives. The need for fiscal consolidation and the further appreciating yen are
expected to reduce short-term prospects for economic expansion in Japan.

The return to growth in the industrial countries, particularly in western Eu-
rope, revives foreign demand, which in turn may lead to improved aggregate domes-
tic demand in Bulgaria. Growth would depend much on Bulgariaís ability to exploit
the favorable turn in global economic conditions, responding to the growing foreign
demand by providing competitive output. Otherwise, enhanced foreign demand may
be dampened and focused on regional competitive production.

2. Transition Economies

With the resumption of economic growth, 1994 signaled a reverse in the trend
among transition economies. Inasmuch as the share of central European countries
in Bulgariaís foreign trade is negligible, the processes of economic recovery in these
countries played a part in boosting foreign demand, inducing similar tendencies in
Bulgarian economy. Russia and Ukraine, traditionally Bulgariaís major partners in
foreign trade, and hence of greater importance for economic reforms in the country,
did not go much further ahead with stabilization and economic recovery, and mac-
roeconomic prospects for 1995 exhibit uncertainty.

Central European countries exceeded the projected rate of real GDP growth.
The Czech Republic, for the first time since the start of economic restructuring, has
reported economic growth. Its macroeconomic indicators showed better perfor-
mance than that of the transition economies: unemployment, interest rates and in-
flation remained within the lowest levels in the region, the balance of payments
current account once again ran positive, its fiscal policy did not induce permanent
deficits. For the third successive year, Poland experienced positive growth (about
5% in 1994). The inflation rate decreased (slightly above 25% in 1994), which
prompted a subsequent cut in basic interest rates. The deficit on the balance of pay-
ments current account declined further in 1994. Growing unemployment was a ma-
jor concern, given the increase of 16% in the labor force in 1994. For Hungary the
period under review proved to be difficult. The year 1994 heralded economic
growth in this country. Unemployment declined further. Inflation, however, has re-
mained broadly unchanged for the past three years, which prompted a double-digit
rise in the basic interest rate following a gradual fall until autumn 1993. Budget and
trade deficits as well as the external debt had a depressive impact on Hungarian
economy. Slovakia too, is one of the transition economies reporting for the first time
a growth in GDP. The other major indicators did not improve in 1994; in fact, some
of them deteriorated.

USA

Japan
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REAL GDP AND UNEMPLOYMENT

IN CENTRAL AND EASTERN EUROPEAN COUNTRIES

(%)

Source: IMF, EBRD, BIS ≠ Basle, BNB.

INFLATION AND BASIC INTEREST RATE

IN CENTRAL AND EASTERN EUROPEAN COUNTRIES

(%)

* The BNB has no data on the basic interest rate in Albania for 1994.

Source: IMF, EBRD, BIS ≠ Basle, BNB.

Output growth on the Balkan peninsula was duplicated (after 1993) in Alba-
nia and restored in Romania and Bulgaria. The other macroeconomic indicators of
these countries diverged widely and in general were less favorable than those re-
ported in central Europe. Only Slovenia and, to a certain extent, Croatia were the
republics of former Yugoslavia making certain progress in the stabilization process.
The statistical data for the warring republics is considered unreliable.
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Divergent economic developments were present in the republics of the former

Soviet Union. In terms of the scale of economic stability involved, the Baltic states
came close to the central European states. Kyrgyzstan, Moldova, Russia and
Kazakhstan also gave the first signs of moderate stabilization and an upturn to eco-
nomic growth.

3. Developing Countries

The role that developing countries played in Bulgariaís foreign trade decreased
in 1994. The share of these relatively distant countries (with the exception of the
Arab region) in Bulgarian exports and imports was below 15%. Accelerating growth
in these countries (within 5% ≠ 6% on average for the third year in succession)
predicated unabated demand in their markets and the variety of raw materials and
a relatively cheap finished stock in some of the countries provided opportunities for
more intensive and favorable terms of foreign trade.





II. General Characteristics

of the Economy
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1. Gross Domestic Product

In 1994, the nominal GDP of the Republic of Bulgaria reached BGL 543.5
billion1. As per NSI estimates, GDP increased by 1.4% relative to the previous year.
For the first year after 1989, GDP recorded real growth, though insignificant2. NSI
data is based on improved methods for collection and summarizing of information
on national accounts, including development of new accounts. As a result, GDP
estimates according to various methods displayed close values. Compared with pre-
vious years, the dynamics of money and commodity flows was more balanced.

GDP IN 1989 ≠ 1994

Source: NSI, BNB.

Final demand in 1994 amounted to BGL 549.5 billion. Developments and
structure of aggregate domestic demand remained the key factor contributing to
GDP growth. Encouraged exports and appreciated imports (the result of a dramatic
nominal devaluation of the national currency atypical for the previous two years) re-
versed the tendency for Bulgaria to be a net importer. In 1994, net exports3 ac-
counted for approximately 1.7% of GDP as per estimates.

Consumption. Household consumption approximated BGL 401.9 billion and
remained almost unchanged in real terms from 1993. Government consumption to-
taled BGL 91.9 billion, a decrease of 12% in real terms.

1 As per National Statistical Institute (NSI) estimates.
2 Rates of change in GDP for each year of the three years are calculated at prices of the previous year.
3 In 1994, the NSI reported only net exports of commodities.

GDP by
Type of

Final
Demand



20

GDP BY TYPE OF FINAL DEMAND

Source: NSI, BNB.

Investment. In 1994, gross investments in the economy approximated BGL 46.2
billion at current prices; in real terms they were 36% less than in the previous year.
A 30% real cut in gross investment during the last three years (accompanied by an
even more substantial cut in net investment) lessens Bulgariaís opportunities for
export-oriented long-term economic growth, since Bulgarian goods are not pro-
duced in the quality required in international markets.

DIFFERENCE BETWEEN FINAL DEMAND AND GDP IN 1993

Source: NSI, BNB.

Different developments in final demand component rates in 1994 led to certain
structural changes. The share of household consumption continued to increase (by
3.3 percentage points versus 1993), reaching 72.4%. The share of government pur-
chases and investments declined, with investments falling by over 5 percentage
points.
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Industry, agriculture and forestry. The changes in external and internal demand
in 1994 prompted significant changes in the GDP structure by branch of economy.
Industry and agriculture and forestry contributed most significantly to the real GDP
growth. For the first time in three years these branches recorded a real growth of
2.6% and 10.8% respectively, versus 1993. Higher rates of output were primarily a
result of the increased exports relating to the devaluation of the national currency.
The macroeconomic situation was used in a relatively better way by glass, china and
earthenware industry, cellulose and paper industry, chemical and oil processing in-
dustry, ferrous and nonferrous metallurgy. Due to shrinkage in domestic demand,
branches relating to final consumption and government purchases faced diffi-
culties ≠ the food industry, electrical and electronic industry, machine building and
metal processing, coal mining, and electricity and thermal power generation. The
government policy of more active intervention in price formation had also an ad-
verse effect on output in some branches (food industry, coal mining, and electricity
and thermal power generation). This increased the difference between production
costs and the selling price of goods and services produced by these industries, which
lessened the supply of these goods.

Following a dramatic decline recently, agriculture and forestry signaled a re-
covery. Besides more favorable weather conditions and incentives relating to
changes in the exchange rates, the real growth of agricultural output in 1994 was a
result of the increased output produced in household production which provided
more than 80% of all agricultural output over 1994.

STRUCTURE OF GDP BY BRANCH OF ECONOMY

Source: NSI, BNB.

Services. Increased output in industry and agriculture and forestry created  a
real growth in services relating to shipment, communication, trade and business
services. However, a continuing real decline in value added was registered in so-
called “Other services”4 which include science and scientific research, education,
health care, sports and tourism. This suggests that economic policy has not been
directed to strengthen factors of production, hence encouraging an economic
growth. Developments in production by branch in 1994 resulted in increased shares
in agriculture and forestry (3.8 percentage points) and trade (1.4 percentage points)

4 The sector “Other Services” includes the following: public utilities, science and scientific research, edu-
cation, culture and arts, health care, social security, sports, leisure and tourism, finance, credit and insur-
ance, management.

GDP
Structure by

Branch of
Economy
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in the structure of GDP by branch at the expense of reduced shares of “Other ser-
vices” and industry, while construction and transport and communications retained
their shares.

The private sector in the Bulgarian economy continued to gradually expand,
contributing BGL 149.3 billion at current prices to the 1994 GDP. As a result, its
share in the countryís GDP increased 2.5 percentage points versus 1993, reaching
27.5%. Value added from services totaling BGL 68.3 billion had the largest share in
total value added in the private sector (45.7%), with more than 50% of this pro-
duced from trade. Compared with the previous years, growth rates of industry in the
private sector slowed down, since industry necessitates bigger investments in fixed
capital than other branches. This suggests that changes encouraging an increase in
the supply of factors of production should be made in the economic policy. Other-
wise, it is difficult to achieve high rates of economic growth.

PRIVATE SECTOR SHARE IN GDP

(%)

Indicators 1991 1992 1993 1994*

  Private sector ≠ total 12.0 18.4 25.0 27.5
     Agriculture and forestry 5.4 6.7 7.2 8.9
     Industry 2.7 4.3 6.3 6.0
     Services 3.9 7.4 11.5 12.6

  * Preliminary data.

Source: NSI.

2. Employment

In 1994, the number of employed persons5 in the country continued to decline,
though at a slower rate. The economic crisis and reform were the major factors re-
sponsible for the decline in employment over the last five years. Adverse natural
movements in the population which started as early as 1990 added to this effect.
Falling birth rate and a slightly increased mortality rate resulted in negative popu-
lation growth. Over 1994, Bulgariaís population declined 3.70/00. Average annual em-
ployment fell by 3,158,000 persons6, a decrease of 2% from last year. This was a re-
sult of the decrease in the number of employed (10.2%) in the state and cooperative
sector over the year. Slower decline in total employment was attributable to the
faster growth rates in private-sector employment, providing 1,097,000 jobs in 1994.
As per expert estimates, the number of private-sector employed could be higher by
150,000 ≠ 200,000 if persons in part-time jobs and employed by the “shadow” sector
of the economy were included.

Changes in employment affected economic branches to different extent, a re-
sult of discontinued decline in output and the shift of a substantial number of em-
ployed from the public sector to the private one. Over 1994, employment decline in
mining continued while persons employed in services increased (1.7%).

Employment in industry went down 4.5% in 1994. Jobs in this largest eco-
nomic branch continued to decrease, despite discontinued decline in output. This re-
fers particularly to public-sector enterprises where the average payroll employment
decreased by 69,000 persons accounting for 30% of total decline in this sector. Fall-
ing employment combined with a growth in output and sales indicate the beginning
of structural changes in the industrial branches and more efficient use of the profes-
sional qualifications of employees. During 1994, the industry branches experiencing
the most dramatic drop in employment were electrical and electronic industry

Sectoral
Structure

of GDP

5 According to NSI data, unless stated otherwise.
6 Preliminary data.

Industry
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(18.4%)7, food industry (10.6%), nonferrous metallurgy (8.6%), machine building
and metal processing industries (8%) and other industries (45.3%). Loss of markets
in former socialist countries and the UN-imposed embargo on Iraq and former Yu-
goslavia were the major factors responsible for the dramatic drop in employment in
these industries. At the other extreme were industries selling their output mainly in
the domestic market. The boom in publishing activity led to an increase in jobs in
printing and publishing, and in the cellulose and paper industries by 14.3% and
9.3% respectively, versus 1993. Government support of the energy sector boosted
both output and creation of new jobs (1.8%). This was also the reason for employ-
ment growth in oil and natural gas industries (5%) and ferrous metallurgy (0.9%).

STRUCTURE OF EMPLOYMENT BY BRANCH OF ECONOMY

Source: NSI, BNB.

In 1994, those employed in agriculture and forestry numbered 698,000. Em-
ployment in agriculture and forestry declined a mere 2% in 1994, a result of the ex-
pansion in the private sector. On a year-earlier level, persons employed in the state
and cooperative sector fell 35.5%, while those employed in the private sector rose
16.2%. Restitution of agricultural land, now in its third year, continued, prompting
a shift of a substantial percentage of employed in the public sector, over 77%, to the
private sector. As a result, the share of employment in agriculture and forestry
ranked first among other branches in the private sector.

Reduced foreign and domestic investment opportunities had an adverse effect
on employment in construction. In 1994, employment in construction experienced
the strongest decline (11.2%) and from post-1989 reform it almost halved (51.5%
versus 1989). Throughout 1994, 23,000 persons were dismissed in the public sector
alone. At the same time, employment in the private sector increased by only 4,000
persons. Constructionís share in total structure of employment fell to 5.9%. There
are grounds to assume that construction had a significant share in “shadow” sector
employment due to the seasonal character of construction works.

Over 1994, employment in transport significantly declined (5.6%). Against the
background of overall improvement of employment in services, the decline in jobs
in transport was attributable to a continuing fall in public-sector services. Given the

7 Data on changes in employment by subsector of economy refers only to the public industrial sector.

Agriculture
and

Forestry

Construction

Transport



24

specific character of this sector and slow rates of privatization, the private sector
grew more slowly, particularly automobile transport.

Employment in the trade sector witnessed the largest growth (11.1%) in 1994.
Private-sector trade was among the fastest developing sectors, providing approxi-
mately 70% of countryís trade. Those employed in private-sector trade rose by ap-
proximately 63,000 persons. Their share increased from 56.5% in 1993 to 67.8% in
1994. This was sufficient to offset reduced employment in the public sector (24,000
persons). The share of employed in trade grew by 1.4 percentage points over 1993.

In 1994, the average payroll employment dropped by 5,000 persons only, a
twofold slower rate compared with the total employment decline in the country.
Most subsectors retained the last year's employment level. Employment in science
and scientific research contracted significantly, by 5% and 1.9%, respectively. Con-
tinuing extensive development of the financial sector led to a 10% increase in the
number of employed compared with 1993. During the reporting period, employment
growth rate in management was sustained, though at a slower pace, with a substan-
tial growth in the number of employed in the state and cooperative sector.

By the end of 1994, the number of registered unemployed in labor offices to-
taled 488,422 persons8, a decrease of 138,000 persons, or 22% from end-1993. This
significant decline was a result of the deletion from labor-office registration lists of
a significant number of unemployed, which broadly exceeded the newly registered
jobless people. This ratio reflects two trends developing since 1994: first, an exces-
sive demand over supply of vacancies, which discouraged people to find a job in the
long run, deterring them from re-entering labor-office registration lists; second, the
short term of unemployment benefits, which also lowered the interest of unem-
ployed people in re-entering labor-office registration lists.

UNEMPLOYMENT IN 1994

Source: Ministry of Labor and Social Security (MLSS), BNB.

Trade

Other
Services

Unemployment

8 Data on unemployment is obtained from labor offices at the MLSS. As per NSI surveys on employment
and unemployment, the number of unemployed in the country exceeded by 200,000 persons that of
MLSS data. The common criterion of unemployed (according to the definition of the International La-
bor Organization) is a person who: 1) has lost his job, 2) is looking actively for a job, 3) does not refuse
a job. The data of the MLSS proved to be closer to this classification.
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Despite the seasonal changes in unemployment in 1994, unemployment decreased.
The share of unemployed, expressed as a ratio of registered unemployed to the to-
tal labor force (employed plus unemployed), fell from 16.4% at end-1993 to 12.4%
at end-1994. The monthly rate of unemployment decline in the country was 1.6%.

NUMBER OF UNEMPLOYED AND COMPENSATION,

BENEFIT AND RETRAINING EXPENDITURE

December December December December December
Indicators

1990 1991 1992 1993 1994

Unemployed (number) 65,079 419,123 576,893 626,141   488,442
Unemployed receiving
compensation (number) 32,307 173,185 198,510 195,422 170,784
Relative share of unemployed
receiving compensation (%) 49.6 41.3 34.4 31.2 35.0
Compensation and benefit
expenditure per one unemployed (BGL) 169 486 630 1,065 1,832
Retraining expenditure per
one unemployed (BGL) 0.15 2.41 6.05 7.50 15.08

Source: MLSS.

Significant changes in 1994 among all unemployed groups reflected the follow-
ing major trends.

ï The decline in unemployment among those aged 30 and under was largest,
while a smaller decline was registered among those aged 50 and over. Against the
background of a lack of professional choices for people over 50, young people dem-
onstrate a high degree of professional adaptability. Over 1994, unemployment in the
group of people aged 30 and under declined 26% versus a mere 5.6% decline
among those aged 50 and over.

ï The number of unemployed with higher professional qualification declined
faster against those with lower professional qualification. The demand for highly
qualified employees contributed substantially to the cut in unemployed specialists
(25.8%). This particularly refers to university graduates (a mere 4.6% of all unem-
ployed). At the same time, the number of jobless unskilled persons declined more
slowly (19.2%).

ï The difference in unemployment developments by sex sustained. Yet more
vacancies were offered to men and, disregarding age, women were preferred in lay-
offs. The reduction in the number of unemployed women compared to men lagged
by over 20%.

3. Income and Expenditures of Households

In 1994, gross income of the population9 (monetary and natural) grew 66%.
However, real income declined 15.3%, due to the faster rate of growth in the con-
sumer price index. Impoverishment would have been even stronger, if the growth of
113.4% in gross income from household production (25.9% in 1994 versus 5.2% in
1990) had stopped. For one year only (compared with 1993), these incomes in-
creased over 5 percentage points. Significant changes occurred in other types of
incomes. Income from wages demonstrated a twofold slower growth than the aver-
age growth rate of gross income. As a result, the share of wage in gross income
structure declined from 42.9% in 1993 to 38.2% in 1994. Social income grew at a
slower pace: pensions 50.7% and scholarships only 13.8%. Insufficient budgetary
funds to compensate for  this type of monetary income led to a significant drop in
their real amount and made doubtful the provision of social support for some social

Major Trends

Income

9 Data is obtained from the NSI household budget survey. As of mid-1994, publishing of household mo-
netary income and consumption balance sheets was discontinued.
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groups. The share of social benefits went down from 21.6% in 1993 to 19% in 1994.
During the period under review, income from entrepreneurship grew sizably,

by 10% in real terms. Coupled with the income received from household produc-
tion, it provided approximately 29% of the income of households.

On a year-earlier level, the population's nominal monetary income increased
by 51.5%. Dramatically increased consumer prices strongly affected the purchasing
power of the population, reducing it by 22.7% versus 1993.

STRUCTURE OF GROSS INCOME OF THE POPULATION

Source: NSI, BNB.

In 1994, the average monthly wage10 in the state and cooperative sector
reached 4,822, up 50.8% on 1993. High inflation dramatically eroded the real wage,
by 23%. This was the second drastic drop in real wages, the first being at the start
of 1991 economic reform. Reduced purchasing power of wages was attributable to
the inflation and ongoing recession in most economic sectors, hence incapability to
raise wages faster irrespective of 9.8% layoffs. In 1994, the wage bill fund in the
public sector grew by only 36.1% against a threefold faster rise in consumer prices.
This was due to constraint on wage bill funds, now in its fourth year, used by the
government as one of its major anti-inflationary measures.

Over 1994, all economic sectors reported a decline in the real average wage.
The largest drops were registered in oil processing (30.5%) and coal mining
(28.7%), while the smallest was in science (16.6%) and printing (17.7%). Within a
sectoral context, a substantial differentiation in the average wage was retained in
1994 as well, although signs of narrowing occurred. Branches under loose financial
constraints (budget subsidies and government regulated prices) were higher-paid
than the average. Wages in oil processing and gas industry exceeded by 74.3% the
average remuneration. High wages were also paid in the energy sector and coal
mining by 70.1% and 66% respectively above the country average. At the other ex-
treme were loss-making sectors due to dissolved foreign markets, lack of input ma-
terials and contraction in domestic consumer demand. Dramatic deterioration in
agriculture and forestry, sewing, textile and fur industries allowed for wages 25% ≠
40% below the country average. Recently, traditionally low wages were paid in
branches directly supported by the budget except for management, where wages
were 17.4% higher than the average wage. Despite the serious problems which oc-

10 According to preliminary data, excluding women on maternity leave.

Wages
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curred in the financial system, persons employed in this sector were paid the high-
est wages, 90% above the average wage.

AVERAGE WAGE IN THE PUBLIC SECTOR

Source: NSI, BNB.

In 1994, BGL 51 billion was disbursed in pensions, an increase of 56.1% versus
1993. Throughout the year, no essential changes occurred in the number of pensioners.
By the end of 1994, pensioners totaled 2,424,000, down 0.7% on end-1993. However,
their number stays too high for the capacities of currently existing social security system,
since pensions are paid from current contributions paid by those employed. Social se-
curity recipients totaled 2,529,000 according to a September 1994 survey. Inability to
provide additional funds from the state budget additionally contributed to the slower
growth of the pension fund relative to inflation rate. The average monthly pension in
1994 reached BGL 1,714 compared with BGL 1,089 in 1993. The real amount of the av-
erage pension fell 19.7%. The reduced purchasing power of the average pension after
1991 put pensioners permanently in the low-income segment of the population.

In 1994, gross expenditures (monetary and natural) by the population grew by
65.5%11. In real terms, expenditures declined 19.5% compared with the previous
year. The continuously deteriorating structure of gross expenditures was directly re-

Pensions

Expenditures

11 Data is obtained from the monthly survey of household budgets.

STRUCTURE OF GROSS HOUSEHOLD EXPENDITURES

(%)

Indicators 1993 1994

Total expenditures 100.0 100.0
Food 42.9 45.0
Drink 2.1 2.0
Tobacco products 2.2 2.4
Housing 4.2 4.1
Electricity for households 4.5 4.3
Home furniture 4.7 4.6
Clothing, footwear and haberdashery 8.1 7.4
Personal hygiene and health care 2.5 3.2
Education and leisure 3.5 3.0
Transport and communications 7.9 8.0
Household production 4.6 4.4
Other expenditures 12.6 11.6

Source: NSI.



28

flected in the impoverishment of the population. Food purchases grew in 1994, ac-
counting for the largest share in gross expenditure structure (45%). Notwithstand-
ing, expenditures on food decreased 15.6% in real terms from a year ago.

On a year-earlier level, all other expenditure groups showed a decline in their
real amounts, which caused serious concerns. The only exception were expenditures
on hygiene and health care, which slightly increased (2.7%) due to increases in prices
of medical services and drugs, the bulk of which were previously free of charge.

Monetary expenditures by the population repeated the structure and develop-
ments of gross expenditures. Food purchases accounted for 38.8%, and had the larg-
est share in gross monetary expenditures as well. Food purchases increased by 2
percentage points from the previous year. Divergent rates of decline were registered
in monetary expenditures on housing, furniture and electricity, clothing and foot-
wear, education and leisure, and household production. Payments for transport and
communications, hygiene and health care slightly increased by gross expenditure.
All the aforementioned structural changes adversely affected the amount and quality
of consumption of the population, which deteriorated further in 1994, and made
doubtful the intermediate success of economic reform.

4. Prices12

In 1994, the process of adjusting aggregate demand and supply through prices
continued, following a stagflation trend. However, the government price policy re-
lied heavily on direct price regulation rather than on the piecemeal price liberaliza-
tion of the last two years. Modification of price policy gradually distorted price sig-
nals sent from the real economy and impeded progress in allocation of scarce re-
sources to more efficient businesses. This delayed further structural reforms and ex-
acerbated demand and supply imbalances, particularly in the second half of the
year. Inflationary expectations in the economy heightened and the adjustment cycle
was needlessly extended. The volatility of the domestic market and lack of coordi-
nation between various components of macroeconomic policy precipitated higher in-
flation over the reporting period.

In December 1994, the price of the NSI consumer basket, assumed to be the
foremost formal measure of inflationary processes in the country, was 121.9%
higher than a year ago. The increase was double relative to preliminary estimates,
and 58% higher than in the corresponding period of 1993. Over 1994, the consumer
price index rose by 96% in average annual terms, an increase of 23.2 percentage
points over 1993. The range of monthly price movement of the general consumer
price index over the year widened. This was particularly evident in the two price
jumps of April and September.

Within the range of the general consumer price index food prices rose most
dramatically. In December 1994, they rose by 139.5% relative to 1993 year-end.
Over the same period, nonfood prices increased by 118%, and services by 60.6%.
The index of food prices was the primary reason for the rise in the general con-
sumer price index in 1994. This is attributable both to the high values of the index
and the large share of food (49.8%) in the structure of the consumer basket. Price
movements in this commodity group accounted for 67.7% of overall consumer price
increases during the year.

In 1994, the trend toward wider price divergence between movement within
the group price indices and within the general consumer price index13, the most pro-

Consumer
Prices

12 Inflation in Bulgaria is measured through consumer price changes. In 1994, the NSI did not modify
substantially the consumer basket of goods and services on which monitoring of price movement is based.
The weights used for the calculation of the consumer price index are 1992 household incomes.
13 In the first half of 1994, movements within the group indices of consumer prices came close to move-
ments in the general consumer price index as a result of the introduction of a uniform VAT. Over the
half-year, the government substantially raised the price of fuels, electricity and coal, transport and postal
services, to reflect the rate of inflation. This contributed to this effect.
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nounced of the last three years, continued. As in 1993, the index of service prices
deviated most, but in the opposite direction. Price movement in services in 1994 was
a reflection of the policy of price controls, because the consumer basket was com-
posed of mainly government-regulated services (transport, communications, electric-
ity and heating). In services where the private sector is leading, price adjustment in
relation to the general rate of inflation lags, which suggests that movement in these
prices may occur in 1995.

CONSUMER PRICE GROWTH

(%)

Source: NSI, BNB.

DEVIATION OF GROUP INDICES FROM GENERAL

CONSUMER PRICE INDEX

Index 1992 1993 1994

Food 3.0 -3.5 17.6
Nonfood -7.9 -8.0 -3.9
Services 6.2 29.8 -61.3

Average deviation 5.7 13.8 27.6
Coefficient of variation, % 7.9 23.1 35.6

Source: NSI, BNB.

Wide divergence in price movements across various commodity and services
groups (combined with greater divergence between individual price indices and
group price indices) indicated that the tight price control policy of the government,
which sought to reduce price effects, the result of the monopolistic position of some
state-owned companies (electricity, thermal power generation, transport and com-
munications) in relation to price-setting, did not stand to its task. The constraints on
price increases in certain consumer goods and services remained well below the in-
flation rate, which spelled losses to the producers of these goods and services,
coupled with upward pressure on the budget deficit. Moreover, inefficiency of con-
tinued price controls applied on particular consumer goods (mainly food) exacer-
bated their demand/supply imbalances, thus setting the scene for self-induced infla-
tion.

In addition, the volatility of the market influenced inflationary expectations,
which in turn accelerated the rate of inflation. Against the higher volatility in the
domestic forex market (after February 1994), consumer price dynamics closely re-
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flected (even without lag) that of the exchange rate, although the consumer basket
included tradable goods which are not directly affected by exchange rate changes.

CONSUMER PRICE INDICES IN 1994

(December 1993 = 100)

Source: NSI, BNB.

MONTHLY FLUCTUATIONS IN CONSUMER PRICES

AND CENTRAL EXCHANGE RATE

(%)

Source: NSI, BNB.

The key factor spurring inflationary expectations was inadequate coordination
between various components of macroeconomic policy, which prompted even
greater imbalances in market conditions. However, in the two months preceding the
introduction of the VAT on 1 April 1994 (February and March) and in the month
of its introduction (April) additional economic shocks occurred. The shocks in-
cluded a sizable disruption in the domestic forex market, combined with a signifi-
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14 In 1994, the NSI did not alter the methods for calculation of industrial output producer price indices.
The latter proved to be imprecise and unreliable for measuring processes in the real sector.
15 Comparing consumer price indices with commodity industrial producer price indices is more relevant
than comparing general indices, since the sample used for the computation of industrial output price
indices does not include services.

Producer
Prices14

cant depreciation of the national currency and high inflationary expectations, in-
creases in fixed prices for electricity and coal, increased target prices on fuel, more
comprehensive government regulation through the introduction of fixed prices on
internal and external postal services and tobacco products, as well as a more exten-
sive list of goods monitored by the government. Thus, the economic situation in
April turned the VAT into an additional pro-inflationary factor, which resulted in
even more dramatic price jumps. Adjustments in monetary policy, consistent with
tight restriction and low inflationary expectations (July ≠ September), moved in line
with changes in the SBL (September), which exerted an additional pressure on the
budget deficit.

During the period under review, monthly industrial producer price indices (for
the first time in three years) approached the level of consumer price indices15. Since
early 1994, industrial producer prices rose 91.5%, i.e. 30.4 percentage points less
than the increase in consumer prices (versus 50 percentage points in 1993). The gap
between the two indices narrowed during the first eight months of 1994, reflecting
a relatively fast rate of devaluation of the national currency. A more stable forex
market and a decelerating pace of lev devaluation in the last quarter of 1994 were
essential reasons for the industrial producer price index to lag far behind the con-
sumer price index. This suggests that movements in the exchange rate may help to
channel financial resources to more viable enterprises. Adequate structural adjust-
ments, including a definite statement of title to property, are required, however, if
economic competitiveness is to continue. The slow progress in structural reforms
was coupled with temporary, benign effects of the lev devaluation, which generated
higher inflationary expectations in producers. The latter put the national economy
under severe strain.

INDICES OF INDUSTRIAL OUTPUT PRODUCER PRICES

AND INDICES OF CONSUMER PRICES IN 1993

(December 1992 = 100)

Source: NSI, BNB.
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INDICES OF INDUSTRIAL OUTPUT PRODUCER PRICES

AND INDICES OF CONSUMER PRICES IN 1994

(December 1993 = 100)

Source: NSI, BNB.

INDICES OF INDUSTRIAL OUTPUT PRODUCER PRICES IN 1993

Source: NSI, BNB.

The various industrial producer price indices moved within ranges higher than
the average monthly indices compared with one year ago. The primary reason for
the wider aberrations is comprehensive government price regulation across indus-
tries, rather than difference in the levels of their relative efficiency. Producer prices
for the following industries rose faster than the average industrial producer price
index: nonferrous metallurgy; cellulose and paper; electrical and electronic; textile
and knitted goods; chemical and oil processing; and ferrous metallurgy where no di-
rect government price regulation occurred. Industrial producer prices in some basic
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industries lagged far behind the general producer price index, including food and
electricity and thermal power generation. This was due to extensive government
regulation of pricing (mainly for food) and a delay in expected gradual price adjust-
ment for electricity and energy resources, to match international prices. In general,
as a result of continuing and comprehensive government price regulation the indus-
trial producer price indices cannot be deemed precise indicators with which to
record the efficient allocation of the country's scarce resources.

INDICES OF INDUSTRIAL OUTPUT PRODUCER PRICES IN 1994

Source: NSI, BNB.

5. Foreign Trade

In 1994, Bulgariaís foreign trade turnover was influenced by two major groups
of factors. The positive effects may be seen in growing foreign demand, reflecting
economic recovery among Bulgariaís major trade partners from western Europe.
Additional factors behind economic recovery in this group of countries include shift
of emphasis in implementation of the priorities set in terms of the countryís foreign
trade goals ≠ the enforcement of trade agreements with EU and EFTA member
countries since early 1994. A partial concession to enlarging access of Bulgarian ex-
porters to their major markets as a result of introduction, as per a UN resolution, of
a land transportation “corridor” through Serbia and Montenegro, and a consider-
able depreciation of the lev in the first and the beginning of the second quarters of
1994 boosted Bulgarian exports. The depressive factors which affected net exports
were the delay in structural reforms, uncertainty implied by often and inconsistent
adjustments in the countryís foreign trade regulations, inadequate coordination of
macroeconomic policy and loss of Bulgariaís traditional markets (notably those in
the former Soviet republics).

According to preliminary NSI data, foreign trade volume in lev terms in 1994
totaled BGL 459.6 billion16, an increase of BGL 217.1 billion (89.5%) compared
with one year ago. Unlike the previous year, the growth in foreign trade is due pri-
marily to dramatically increased exports (119.2% in nominal terms) rather than to

Developments
in Exports

and Imports

16 Based on NSI methods, exports were reported at FOB prices, and imports at CIF prices.
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growth in imports (67.7%). As a result of this, the significant trade deficit reported
in 199317 (BGL 36.8 billion, or 12.3% of GDP) was cut to BGL 8.7 billion, or 1.6%
of GDP in 199418.

Comparing the turnover volumes, exports and imports in US dollar terms in
1994 with those in 1993, obtained indirectly by applying the average central exchange
rate, is a useful means of assessing actual developments in the countryís trade flows.19

During 1994, the dollar volumes of foreign trade turnover accounted for
USD 8,472.1 million versus USD 9,224 million in 1993. The decrease of 8.2% was
attributable to the dramatic contraction in dollar imports, from USD 5,311 million
to USD 4,315.8 million (18.7%). The growth in US dollar exports from USD 3,913
million to USD 4,156.3 million (6.2%) could not fully offset the drop in imports.
The dollar values and other indirect indicators reflecting real developments in ex-
ports and imports suggest that, during the period under review, exports posted a real
growth of 5% ≠ 6%, while imports declined threefold in real terms. A positive trend
has developed toward improvement in the countryís trade balance. Forthcoming
external debt payments require this trend to continue. Export-oriented growth has
no alternative in Bulgariaís open and heavily indebted economy. Therefore, foreign
trade and macroeconomic policies in the following years should be focused on at-
taining and maintaining positive trade balance by providing market incentives and
arrangements, as well as by promoting nondebt and noninflationary stimuli for the
competitiveness of export-oriented Bulgarian output.

EXPORTS AND IMPORTS DYNAMICS ON A QUARTERLY BASIS

(customs data)

(million BGL at current prices)

I II III IV
Indicators

1993

Trade balance -4,145.8 -10,037.8 2,921.5 -11,207.2
  Exports, FOB 23,575.8 26,246.0 14,646.0 32,127.5
  Imports, CIF 27,721.6 36,283.8 11,724.5 43,334.7

1994*

Trade balance -1,571.1 9,866.7 -8,300.5 -8,647.1
  Exports, FOB 28,774.3 46,506.9 61,806.2 88,380.6
  Imports, CIF 30,345.4 36,640.2 70,106.7 97,027.7

* Preliminary data.
Source: NSI, BNB.

Quarterly developments in trade balance did not improve from one year ago.
Similar to the previous year, customs statistics registered trade deficits on three oc-
casions (less in the first quarter and greater in the third and fourth quarters), and a
foreign trade surplus in the second quarter (mostly the result of a dramatic lev de-
valuation in real terms during this period). Quarterly developments in the trade
balance deteriorated relative to 1992 and notably to 1991 (when the customs statis-

17According to customs statistics data.
18 If imports ≠ for the purpose of comparing them with exports ≠ are reported at FOB prices (used by
national accounts statistics to measure net exports as a component of GDP), its volume would be re-
duced to USD 216 million, and the trade balance would be an approximation of the above values but
with a negative sign. Bank statistics data reported even greater positive trade balance (see note 3 below
the table on the balance of payments in the Appendix).
19 Given the lack of physical volume index in NSI foreign trade statistics, the dollar volume ≠ despite
being a nominal indicator ≠ may serve as an indicator on actually developing trends in Bulgarian exports
and imports. This indicator is relatively unbiased to the extent that the estimates of real growth in exports
and imports obtained through it range between estimates obtained by deflating the volumes in levs with
the average annual values of the national statistics indices of consumer and producer prices.
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tics reported a deficit in the first quarter alone). At the same time, bank statistics20

reported four surpluses in the trade balance over the 1994 quarters (like in 1992).
Their total value in US dollars exceeded slightly that of 1992.

The Bulgarian economy remained open. Measured through the ratio of foreign
trade turnover to GDP, this marks an increase of over 3 percentage points from
1993, but 13 percentage points below the historical high of 97.5% registered in
1992 ≠ the year of transition. The share of exports in GDP grew by more than 7 per-
centage points, and imports declined by almost 4 percentage points compared with
the previous year. The values of these three indicators measuring the scale of open-
ness of Bulgarian economy in 1994 are more than double historical lows (1990),
which bottomed since the transition to market reforms has been in operation. In
1994, similar to recent years, the Bulgarian economy exhibited an increasing depen-
dence on imports and exports.

FOREIGN TRADE SHARE IN GDP

(%)

Indicators 1989 1990 1991 1992 1993 1994*

Exports 34.5 23.3 42.3 45.6 34.4 41.5
Imports 32.3 22.7 33.3 51.9 46.8 43.1
Turnover 66.9 46.0 75.5 97.5 81.2 84.6

* Preliminary data.

Source: NSI, BNB.

Following a relative stabilization in 1993, the structure of exports, particularly
of imports by commodity group22 signaled inadequate adjustment rate.

The recent tendency in exports for a gradual transition to improved balance
between the relative shares within commodity groups sustained. A major trend de-
veloped since the start of economic reforms was renewed ≠ that for the share of the
group of machines, the key industry in the 1980s, to contract further, to 12.8%. This
group ranked fifth in Bulgarian exports, outstripped by the footwear and textile in-
dustry (whose share made up 14% in total exports). The three leading groups ≠
food, base metals and chemicals ≠ have retained the typical positions and shares of
the last two years.

In 1994, imports displayed a tendency toward a more balanced commodity
structure (more pronounced than in exports). Similar to exports, a shift of places
within the commodity groups with regard to their importance occurred. The group
of minerals and fuels, the traditional leader of Bulgarian imports before and after
1989, retained its largest share, albeit temporarily lost position in the first and sec-
ond quarters of 1994. However, its share declined by 7.5 percentage points (to
30.1%) from one year ago. The share of imported machines followed next with a
modest increase (23.6%). The share of imported chemicals remained third, though
it was rather small (nearly halved). In 1994, the textile and footwear industry and
the  food industry changed places (the former coming already fourth, with a share
of 11.6%, and the latter fifth, with a share of 10.8%).

20 Accounting entries for foreign trade payments made through banks (see note 3 below the table on the
balance of payments in the Appendix) still depart from customs statistics data (mostly because of more
than double volumes) in exports and imports alike. The reason behind this understatement of customs
statistics data was an effort to evade or reduce income or any other taxation, while bank statistics may
appear overstated because of violations of exchange rate regulations and reporting of fictitious exports
and imports, other than those related to the cross-border transfer of goods.
21 According to NSI preliminary data for 1994.
22 For convenience and for the purposes of macroeconomic analysis, the BNB continued employing the
classification made by the Ministry of Trade and International Cooperation, according to which the har-
monized system of foreign trade classification (introduced by the NSI in 1992), including 21 sections, is
enlarged to 7 commodity groups.

Commodity
Structure of
Exports and

Imports21
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COMMODITY STRUCTURE OF EXPORTS

Source: MTIC, NSI, BNB.

COMMODITY STRUCTURE OF IMPORTS

Source: MTIC, NSI, BNB.

No dramatic changes occurred in export/import ratios by commodity group.
The metallurgy and the chemical and textile industries retained their position of net
exporters, while Bulgaria remained a net importer of minerals and fuels as well as
of machines and appliances.

Recent quarterly developments exhibited signs of a gradual stabilization in the
geographic structure of imports and exports (less pronounced in the former).

Bulgarian foreign trade statistics reported once again increased shares of ex-
ports to the OECD countries, which made up nearly half of total exports. The
greater importance of this region was prompted by growth (in terms of comparison)
in the relative share of EU countries, to 33.5% of total exports. Enforcement of the

Geographic
Structure of

Exports
and Imports
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trade agreement with the union, use of the transportation corridor through Yugosla-
via, enhanced foreign demand consistent with recovery in western Europe, favorable
effects of the spring lev devaluation on exporters and halt in the decline of domes-
tic output did much to expand exports to this group of countries. The share of
EFTA contracted slightly (as in 1993), up to 2.6% of total exports, despite enforce-
ment of the free trade agreement with these countries and existing incentives for
Bulgarian exporters as stated above. For the first time since the transition, the ever-
increasing share of OECD countries (nonmembers of EU and EFTA) has decreased
(to 10.6% in 1994 from 12% in 1993). In 1994, the share of central and eastern Eu-
ropean countries witnessed a slight modification, including former USSR (a
growth of 0.5 percentage points compared with 1993, at approximately 36% of total
exports); and the same holds true for the Arab region (a decrease of 2 percentage
points, accounting for approximately 5%). Within the east European region the
share of the republics from former USSR contracted slowly (by 2 percentage points)
while the share of the republics from former Yugoslavia grew further (by more than
3 percentage points); the share of the remainder of eastern European countries (the
Visegrad Four, Romania and Albania) registered a fall of nearly 1 percentage point
(as in 1993), declining to 4.6%.

GEOGRAPHIC STRUCTURE OF EXPORTS

Source: NSI, BNB.

The geographic structure of imports over the past several years is character-
ized by a stability in the shares of those regions which remain Bulgariaís major trade
partners. Following a dramatic increase of more than 20 percentage points between
1990 and 1991, the growth in the share of OECD countries gradually waned there-
after. By the end of 1994, the share of OECD countries grew by almost 2 percent-
age points compared with 1993 year-end, reaching 46.5%. This is attributable to the
larger share of EU countries (increasing slightly above 4 percentage points), exceed-
ing 1/3 of total imports. The shares of EU and OECD countries which are not mem-
bers of EU and EFTA registered a decline. The share of central and eastern Eu-
rope, including republics from the former USSR, added up to more than 4.5 per-
centage points. Despite this growth, it remained still below 1/3 of total imports. The
essential factor for this growth included the three groups of countries in the east Eu-
ropean region ≠ the republics from former USSR, those from former Yugoslavia
(most notable) and the other countries (imports from each of the latter countries
grew more than one percentage point). The share of imports from developed coun-
tries and transition economies increased while shares from the Arab region declined
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for the second year in succession, to 1.7% of total imports, and to 11.5% for the
other (not classified in the above groups) countries.

GEOGRAPHIC STRUCTURE OF IMPORTS

Source: NSI, BNB.

The export/import ratios by region exhibited a trend of balanced turnover and
remained within the same ranges of the last two years, characteristic for most of the
OECD countries (slightly below 1) as of the countries from central and eastern Eu-
rope, including former USSR (approximately 1). Bulgaria continued to be a strongly
pronounced net exporter to former Yugoslav states and the Arab region, being a net
importer from EFTA countries and former USSR.

6. Balance of Payments

In 1994, for the first time since the start of economic reforms (1991), the cur-
rent account ran a surplus of USD 145.7 million (1.5% of GDP). By way of com-
parison, the current account deficit in 1993 accounted for USD 1,098 million
(-10.2% of GDP).

The dramatic improvement in the current account was mostly a result of the
positive trade balance of USD 151.6 million, an increase of USD 1,037 million from
one year ago. The surplus accounted for 1.5% of GDP versus a negative ratio
of -8.2% in 1993. The positive trade balance is largely the result of the sharp lev de-
preciation in the first quarter of the year and hence increased competitiveness of
Bulgarian exports and decreased imports owing to its appreciation.

The reason for this modest export growth23 in 1994 (USD 432.7 million, or
11.6%) relative to the rate of lev devaluation during the first quarter is considered
to be the relative real overstatement of the value of national currency due to high
inflation (measured both through consumer and producer prices) and the relative
stability of the lev's nominal exchange rate during the rest of the year. The sizable
decline in imports during the period under review (USD 604.3 million, or 13.1%)
compared with 1993 was attributable to the less favorable exchange rate, tight fiscal
policy of the government and cuts in real wages. As a result, domestic demand for
imported goods considerably declined.

Current
Account

23 See footnotes 18 and 20.
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In 1994, the deficit in so-called “invisible trade” fell by USD 79.5 million from
one year ago. Improvement in the balance is mostly due to increased earnings from
tourism (by USD 51 million), and reduced costs of Bulgarians on tourism (by
USD 15.1 million). The prime factor for greater earnings from tourism is the lev,
plunge, which made Bulgaria an attractive place for tourists. At the same time, the
relatively large share of interest payments within overall services payments stood
high (18.3%).

BALANCE OF PAYMENTS CURRENT ACCOUNT

(%)

Source: BNB.

In 1994, the capital account ran a deficit of USD 143.7 million, versus a sur-
plus of USD 786.5 million in 1993. One-off expenditures of USD 716 million on ex-
ternal debt payment to the London Club creditor banks was the prime factor re-
sponsible for this outcome.

During the period under review, the inflow of foreign medium- and long-term
loans extended to the government and BNB (without IMF loans) increased
USD 264.2 million. In GDP terms, the inflow on this type of capital rose to 4% in
1994 from 1.2% in 1993. Including loans received from the IMF, overall medium-
and long-term loans totaled USD 727.2 million (7.3% of GDP) throughout the year.

The increase of USD 336.1 million (versus 1993) in reserves of commercial
banks in convertible currencies resulted in a deficit on the capital account. The most
sizable increase, USD 233.2 million, occurred in the second quarter, prompted by
the forex crisis in March 1994 and a follow-up process of forex substitution.

In 1994, repayments on medium- and long-term loans drawn from abroad, in-
cluding those to the IMF, accounted for USD 150.9 million (1.5% of GDP). An
essential component of the capital account (as in previous years) were repayments
in natural gas to Russia, reported under the Yambourg pipeline agreement, which
totaled USD 245.5 million in 1994.

Foreign direct investments in Bulgaria rose USD 50 million from a year ago,
with the most significant increase of USD 61.1 million being registered in the fourth
quarter.

In 1994, the overall balance ran a surplus of USD 87 million, in contrast to
1993 when a deficit occurred (USD -290.8 million). As a result of this, BNB net
foreign reserves increased USD 87 million, and gross foreign exchange reserves by
approximately USD 350 million.

Overall
Balance

Capital
Account



40

7. Foreign Debt

By the end of 1994, Bulgariaís official foreign debt totaled USD 10.363 billion.
Developments in foreign debt were consistent with the agreement achieved between
Bulgaria and the private creditor banks from the London Club, the protocol on re-
scheduling the debts to official creditors from the Paris Club, and newly received
net borrowing.

OFFICIAL FOREIGN DEBT OF BULGARIA IN CONVERTIBLE CURRENCIES

(million USD)

Indicators 1992 1993 1994

Official foreign debt (total) 12,087 12,472 10,363
   International financial institutions1 1,099 1,157 1,825
   Official creditors2 1,358 1,368 1,408
   Commercial banks3 8,666 8,934 5,137
   Former COMECON creditors4 562 611 1,591
   Other private creditors5 402 402 402

Foreign debt/GDP, % 144.6 115.4 103.4
Foreign debt/Exports of goods and services, % 234.6 249.9 188.2

1 IMF, World Bank, European Union, EIB and EBRD.
2 On bilateral basis. Includes Paris Club creditors and other new official creditors.
3 For 1994 ≠ Brady bonds only.
4 Debt in convertible currency to IBEC, IIB, the National Bank of Poland and Russian commercial banks. Prior to the foreign debt agree-
ment the debt to Russian banks was included in the debt to London Club creditors.
5 Bonds.

Source: BNB, Bulbank.

In accordance with the agreement on Bulgariaís foreign debt to the private
creditor banks from the London Club, signed on 29 June 1994, Brady bonds of
USD 5.137 billion were issued; of these 36.3% were discount bonds, 32.3% ≠ front-
loaded interest reduction bonds, and 31.4% ≠ interest arrears bonds.

OFFICIAL FOREIGN DEBT OF BULGARIA

(billion USD)

Source: BNB, Bulbank.
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Discount bonds mature in 30 years. Principal will be repaid one-off. Interest is
repaid in semiannual installments, equal to the 6-month deposits LIBOR plus
13/16%. The principal is secured by treasury bills of the US government.

The front-loaded interest reduction bonds mature in 18 years. Their redemption
begins eight years after the conclusion of the agreement. Interest is repaid in semi-
annual installments, equal to 2% in the first two years, 2.25% in the third and fourth
years, growing steadily thereafter by the eighth year; and from years 8 ≠ 18 it pays
the LIBOR plus 13/16%.

Interest arrears bonds mature in 17 years. Their redemption begins seven years
after the conclusion of the agreement (2001). Interest is repaid in semiannual in-
stallments, and pays the LIBOR plus 13/16%.

As part of the deal, Bulgaria repurchased USD 1.027 billion of its debt at a

price of 25 3

16
 cents per US dollar.

On 13 April 1994, the third protocol on rescheduling the debts to the official
creditors from the Paris Club was signed. It provided for the settlement of principal
maturities and interest payments in the period between 31 March 1993 and 30 April
1995.

In 1994, Bulgaria received new medium- and long-term loans of USD 727.2
million (7.3% of GDP). Funds extended by the IMF totaled USD 334 million. Of
these USD 101 million went to cover a portion of the initial expenditures related to
the agreement with the London Club creditor banks. The stand-by agreement with
the IMF, effective throughout 1994, did much to ensure medium- and long-term
borrowing.

Despite the foreign debt deal reduction agreed upon with the private creditor
banks, its value stood high relative to GDP and export earnings. In 1992, the foreign
debt to GDP ratio accounted for 144.6%; in 1994 it was 103.4%. The foreign debt
to exports of goods and services receipts ratio declined from 249.9% in 1993 to
188.2% in 1994.

Changes occurred in the foreign debt structure. After the conclusion of the
agreement Bulgariaís debt to commercial banks was significantly reduced on Brady
bonds, from 71.6% in 1993 to 49.6% in 1994. As a result of overall debt reduction
and new net financing from international financial institutions, the share of the latter
expanded to 17.6% in 1994 from 9.3% in 1993.





III. Fiscal Policy
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Complex and contradictory social and economic processes occurring inside
and outside the country in 1994 required a restrictive fiscal policy. The fiscal policy
pursued strongly depended on governmentís goals and priorities, as well as on inter-
national commitments. Signs of economic recovery which appeared in 1994 were
insufficient to set sustainable macroeconomic equilibrium and to overcome financial
instability in the transition from a centrally-planned to market-oriented economy.
Dramatic swings in the exchange rate and growing inflation prompted tight con-
straints in the financial sector. Measures undertaken by the government did not al-
low pro-inflationary growth of the cash deficit and state budget results were better
than those projected by the 1994 SBL. Consequently, the fiscal policy had no direct
effect on easing monetary constraints. At the same time, the BNB had to finance
substantial quasi-fiscal deficits in the banking and real sectors, which in turn limited
its ability to stabilize the national currency.

1. Consolidated State Budget

The SBL adopted portions of the consolidated budget, including the central
government budget (CGB) and transfers to cover the deficits of the other budgets;
the social security budget; and the legal system budget.

As of 31 December 1994, revenue on the consolidated state budget, obtained
after deducting of intrabudgetary transfers and funds for budget deficit financing,
totaled BGL 219,777.8 million, or 40.4% of GDP24

. Expenditure amounted to
BGL 249,930.2 million, or 45.9% of GDP. Compared with 1993 levels, revenue in
reported GDP25 was less (36.1%), and expenditure was greater (47.1%). Changes in
the amount and structure of revenue and expenditure reflected the income policy
constraints restored in 1994. Revenue and expenditure in the government budget26

were largest in the consolidated state budget (60.6% and 55.7% respectively). By
way of comparison, in 1993 revenue was 46.9% and expenditure 45.3%. At the same
time, revenue in the social security budget declined from 27.3% to 22.7% of total
revenue, and expenditure from 25.9% to 23.9% of total expenditures.

2. Budget Deficit

The 1994 SBL established the amount of deficit on the CGB, including expen-
ditures required to cover the deficits of other budgets.

The faster rate of growth in CGB revenue relative to expenditure, which re-
flected a restrictive fiscal policy under conditions of high inflation and suspended
incomes in 1994, led to a primary surplus both in the CGB and the consolidated
state budget, which persisted through the whole reporting period. As of 31 Decem-

Primary
Deficit/Surplus

24 Estimated GDP totaled BGL 543.5 billion.
25 GDP reported totaled BGL 298.9 billion.
26 The government budget includes the central government budget, budgets of ministries and government
agencies, and regional municipal budgets.
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ber 1994, the primary surplus in the CGB totaled BGL 36,630.7 million versus a
surplus of BGL 9,065 million in the SBL projections. By the end of 1993, a primary
deficit totaling BGL 5,217.4 million was registered, versus the CGB deficit of
BGL† 216 million projected in the 1993 revised SBL.

The primary surplus on the CGB in 1994 was insufficient to cover debt service
expenses. After relationships between the budget and domestic creditors are consid-
ered, an internal deficit of BGL 27,481.6 million, 5% of GDP, was chalked up by
the end of 1994. Compared with the 1993 level, internal deficit declined by
BGL† 2,412.3 million in absolute terms, or 8.9%.

As of 31 December 1994, the cash deficit of the CGB had reached
BGL† 34,043.7 million, or 101.1% of the 1994 SBL projections and 6.3% of GDP
projections. At the end of the previous year, the cash deficit was 11% of GDP.

By the end of 1994, the Social Security budget and Social security contribu-
tions of crafts' cooperatives reported a surplus of BGL 279.6 million, municipalities
a deficit of BGL 598.2 million, and extrabudgetary accounts a deficit of BGL 726.7
million. Thus, the cash deficit in the consolidated state budget totaled BGL 30,152.4
million, or 5.5% of GDP. Compared with 1993, it declined BGL 2,384.5 million in
absolute terms, or 5.4 percentage points in terms of GDP.

Increased government borrowing from domestic creditors significantly en-
hanced overall demand for credit resources27 and led to significant changes in the
structure of indebtedness relative to 1993. As of 31 December 1994, credit indebt-
edness of the CGB totaled BGL 107,233.2 million: the cash deficit accounted for
28.1% of the total; financial obligations of the budget to domestic and foreign credi-
tors were 57.5%; and the budget deposit was 7.2%. In 1993, overall demand for
credit resources totaled BGL 68,832.8 million, with the cash deficit composing 48%
of the total.

CASH DEFICIT FINANCING OF THE CENTRAL GOVERNMENT BUDGET

(billion BGL)

Source: BNB.

Internal
Deficit

Cash
Deficit

27 Overall budget demand for credit resources includes the cash deficit plus decline in liabilities to do-
mestic and foreign creditors.
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3. Budget Deficit Financing

As of 31 December 1994, the reported net amount of foreign transactions was
negative totaling BGL -2,749.8 million, or 73% of the SBL projections (in 1993 net
foreign financing amounted to 91.9% of the SBL projections). Economized expenses
on foreign debt service were used to cover other budgetary expenses, so this did not
lead to a reduction in the cash deficit reported at year-end. In 1994, BGL 1,370.1
million (111.8% of the SBL projections) from the CGB were repaid on external
loans drawn. Clearing agreement balances were fully repaid, at BGL 870.1 million.

As of 31 December 1994, net domestic financing totaled BGL 36,793.5 million,
including BGL 37,143.6 million in government securities operations, BGL 7,404.8
million in net bank financing, and BGL -7,754.8 million in budget deposits.

Government securities financing (net). In 1994, 104 book-entry government
securities issues with aggregate nominal value of BGL 95,108 million were sold
through the BNB, including 25 issues of treasury bills sold at a discount, 47 interest-
bearing treasury bills, and 32 issues of treasury bonds. As of 31 December 1994, 81
issues were circulated, including 40 issues of treasury bills and 41 issues of treasury
bonds, with a total nominal value of BGL 71,851.3 million.

Minimum government securities financing (net) accounted for 122.3% of SBL
projections. The sale of government securities brought BGL 91,482.3 million into
the state budget in 1994, an increase of 1.7 times over 1993. Repayment on govern-
ment securities maturing in 1994 totaled BGL 54,338.7 million, including
BGL† 28,340.8 million from repayment of government securities issued in 1993.

During the first ten months of 1994, government securities auctions were held
in compliance with the terms of Regulations No. 5 of 1993 of the BNB and MF on
the issuance of book-entry government securities and the procedure for their acqui-
sition and redemption. In November, the MF made changes in its issuing policy and
did not set in advance minimum acceptable auction prices. Financial institutionsí
bids were approved when the price set by the MF at the auction date was attained.
A financial institution was permitted to acquire up to 100% of projected government
securities with competitive bids.

The aggregate nominal value of government securities offered by the MF in
1994 totaled BGL 117,791 million. The MF did not announce in advance the price
of six of the issues.

Throughout 1994, financial institutionsí bids amounted to BGL 103,516.2 mil-
lion. In the primary market, they preferred to invest in treasury bills sold at a dis-
count, with a coverage coefficient of 0.92. Most treasury bonds issues were only
partly sold (average coverage coefficient of 0.75). The average annual yield on most
issues was equal to, or higher than, the effective basic interest rate.

Over the period under review, government securities operations in the second-
ary interbank market significantly increased. In contrast to 1993, when government
securities operations in the secondary market numbered 807, worth BGL 69,289.4
million, in 1994 financial institutions concluded 4,444 government securities trans-
actions totaling BGL 523,180.4 million. The BNB was the main participant in this
market, making 4,047 transactions totaling BGL 501,486.5 million.

Direct bank financing (net). Direct bank financing (net) reached 104.7% of
SBL projections, with BGL 7,877.8 million (net) from BNB funding, and BGL 473
million for debt repayment to the State Savings Bank (SSB) and the State Insurance
Institute (SII).

According to the 1994 SBL, the central bank may extend long-term credits to
the budget of up to BGL 10,754.8 million (net). The revised 1994 SBL provided for
an additional extension of BNB credits to the MF of up to BGL 10 billion; conse-
quently, the maximum amount of direct bank credit permitted reached
BGL† 20,754.8 million.

As of 31 December 1994, the BNB had granted long-term loans totaling
BGL† 14,700 million to fund the budget deficit. At the same time, repayments on

Foreign
Transactions

Domestic
Financing
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long-term loans totaled BGL 6,822.2 million. With a view to providing normal terms
for budget deficit financing in the first quarter of 1995 (within fiscal policy guide-
lines), the MF used the sources as provided for in the 1994 SBL to establish a bud-
get deposit, which was later spent on sizable payments in early 1995.

Reported sources of budget deficit financing for 1994 included 83.4% from
government securities (net), and 16.6% from direct financing from financial institu-
tions (net). In the SBL, government securities operations are estimated to be at least
81.1%, and direct funding from financial institutions up to 18.9% (the revised 1993
SBL set minimums of 57.4% and 42.6% respectively, while the ratio reported at
year-end 1993 was 77.1% to 22.9%). The larger than projected share of government
securities in budget deficit financing could be considered a positive trend not only
because they are a form of government debt, but because they are an important
monetary- and capital-market instrument and a necessary liquid asset in the portfo-
lio of financial and economic organizations. On the other hand, the advantage of
using securities was reduced when the bulk of them were purchased by financial
institutions and the SSB, a trend that has developed over the past several years.

GOVERNMENT SECURITIES TRANSACTIONS

IN THE SECONDARY MARKET IN 1993 AND 1994

(billion BGL)

Source: BNB.

As of 31 December 1994, financial institutions sold government securities with
a total nominal value of BGL 8,369 million to nonfinancial enterprises and individu-
als, an increase of 61.2% from one year ago. With a view to encouraging nonbank
financing of the budget deficit, the MF introduced target issues earmarked for sale
to firms and individuals through selected financial agents. Between May and De-
cember, 98 target issues of government securities with a total nominal value of
BGL† 833.7 million were sold. In October, the BNB launched a direct sale of BNB
outstanding government securities to individuals. From October through 31 Decem-
ber, treasury bills totaling BGL 45.6 million (net) in nominal value were sold to in-
dividuals. Despite these efforts, the amount of nonbank financing was still insuffi-
cient and the budget deficit directly affects monetary policy implementation.
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4. Domestic Government Debt

The major factors influencing domestic government debt over 1994 were in-
creased general borrowing needs, the dramatic change in the exchange rate, and
relatively high interest rates. Government efforts to settle the bad loan problem
combined with market influence on the maturity of government securities to have a
specific effect on the period under review.

Significant changes occurred in the volume and structure of domestic govern-
ment debt as a result of new sources for budget deficit financing. As of 31 Decem-
ber 1994, domestic government debt had reached BGL 273,683 million, including a
debt of BGL 74,802.8 million in government securities issued to fund the budget
deficit, BGL 42,297.8 million in direct debt to financial institutions, and
BGL† 156,582.3 million in long-term government bonds issued in exchange for
nonperforming credits (pursuant to CM Decree No. 234 of 1992, LSNC, and CM
Decree No. 3 of 1994). As of 31 December 1994, domestic government debt grew by
146.1% (debt was BGL 11,197.4 million in early 1994) over 31 December 1993.

In late 1994, MF debt to the BNB totaled BGL 40,086.8 million, 19.9% more
than at the end of 1993. Total direct debt to financial institutions rose by
BGL† 6,167.3 million (17.1%). The debt on government securities issued to fund the
budget deficit increased by BGL 38,381 million, more than double the 1993 total.
The debt on government securities issued to assume bad loans grew the most, by
BGL 117,831.9 million, more than a fourfold increase over last year. This was a
result of the inclusion of the lev equivalent of bonds denominated in US dollars,
worth USD 1,807.3 million at the current exchange rate, and comprising 42.1% of
total debt.

In structural terms, direct debt to financial institutions declined, from 32.5% of
total government debt in early 1994 to 15.5% on 31 December 1994. Debt on gov-
ernment securities issued to finance the budget deficit decreased from 32.8% to
27.3%, while the share of the debt on government securities issued to cover bad
loans went up from 34.7% to 57.2%.

STRUCTURE OF DOMESTIC GOVERNMENT DEBT

(billion BGL)

Source: BNB.

The volatile domestic economy made sale of long-term government securities
difficult. This limited opportunities for debt rescheduling and impeded effective
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management and equal distribution of debt servicing. As the share of these long-
term government securities, which fall due in one or more years, comprised a mere
23.2% of all circulated issues as of 31 December 1994, the MF and BNB continued
to implement a joint policy to restructure domestic government debt. During the
period under review, at the initiative of the MF, 12 extra auctions were held for the
reverse repurchase of government securities. Government securities of BGL 12,200
million aggregate nominal value were repurchased in advance. Financial institutions
bought government securities worth BGL 13,050.6 million in the reverse repurchase
auctions.

In order to create more favorable conditions and prerequisites for improved
management of domestic government debt and because of the need to make such
debt more mobile in 1994, a portion of the direct MF debt to the BNB, totaling
BGL 1,237.5 million was securitized through government treasury bonds issued on
a mutually agreed basis. This transformation did not impact the cash basis report-
ing of the 1994 budget, but helped restructure the old debt. It favored market orien-
tation of the debt and supported implementation of BNB monetary policy through
open market operations.


