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Improvements in global economic indicators reflect expectations that consumer demand contraction has
been discontinued in leading economies, with a low positive real growth likely to be expected in devel-
oped countries over the third quarter of 2009 compared with the second one. The reversal in the down-
ward trend in economic activity reflects mainly effects of the fiscal stimulus measures initiated by the G-7
countries and China. Over the fourth quarter of 2009 and in early 2010 the global economy will probably
retain its low growth underpinned mainly by the recovery of inventories. Owing to the weak demand and
spare production capacity, no rise in global inflation is expected in the short run.

In Bulgaria, the real GDP decline was 4.2 per cent in the first half of the year. Compared with the previ-
ous years, the structure of real economic growth changed, with net exports of goods and services having
a positive contribution to growth and the domestic demand contribution turning negative. This decline af-
fected most secors, especially manufacturing, which being an important export industry, was largely ex-
posed to changes in the external environment. The economic development of Bulgaria will benefit from the
speed and profile of the recovery cycle in our major trade partners' economies and improved export ca-
pacity of enterprises. The expected gradual increase in unemployment until the end of 2009 and in early
2010 along with limited labour income will push down consumer demand. Investment activity will further
decrease due to the high uncertainty which enterprises are facing. Based on these expectations, real GDP
growth will remain negative until end-2009, though the quarterly decline rate will start slowing on a chain
basis.

In the fourth quarter of 2009 and the first quarter of 2010 negative export and import growth rates are
expected to slow down, with imports falling faster than exports and trade deficit further improving. In the
context of the plunge in global trade and economic activity downturn observed in Bulgaria's major trade
partners, the market share of Bulgarian goods in total imports of EU Member States reached 0.58 per
cent in the January to July 2009 period against 0.59 per cent a year earlier. The market share of Bulgar-
ian goods is expected to be retained or even to slightly increase over the projection horizon.

According to the balance of payments and external debt data, the sustainability of Bulgaria's external
position was preserved. The positive net flow of financial resources into Bulgaria's economy is expected to
be sustained in the fourth quarter of 2009 and in the first quarter of 2010. Lower economic activity and
reduced domestic demand will contribute to the decrease in the balance of payments current account
deficit. According to preliminary balance of payments data for the January to August 2009 period, the
overall deficit on the current and capital accounts amounted to EUR 1.8 billion (compared to EUR 4.8 bil-
lion in the same period of 2008) with foreign direct investment covering 105.7 per cent of the deficit. By
the end of 2009 and in the beginning of 2010 the current and capital balance of payments deficit is ex-
pected to move within the band of 9 to 10 per cent of GDP on an annual basis.

The annual broad money growth continued to moderate impacted by the fall in economic activity, lower
inflation and moderate lending growth. Interest rates on time deposits remained relatively high. Step-by-
step stabilization in world financial markets and ample liquidity in Bulgaria's banking system give grounds
to expect that interest rates on time deposits will remain at the attained levels, likely to start falling gradu-
ally in the coming months.

The downward trend in credit growth was sustained, reflecting the weakening demand for loans and
tightened credit standards of banks. The decline in interest rates in the interbank money market in the
euro area and in Bulgaria has not yet spilled over into lending interest rates. The stabilisation and a pos-
sible gradual decrease in deposit rates are likely to help lower the cost of borrowed funds. However, the
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unfavourable macroeconomic environment may entail maintenance of high risk premium in interest rates on
loans, which will not allow a significant cut in their levels.

In the first half of 2009 the consolidated fiscal programme balance was positive but the monthly deficit
accumulation which started since April led to a negative balance of BGN 478.8 million between January
and August. The more conservative public expenditure policy pursued by the new government will reduce
the deficit to less than 1 per cent of GDP. Hence, achieving a balanced budget is a realistic goal.
Throughout 2009 and in early 2010 the fiscal discipline will remain a priority at the expense of an anti-
cyclical effect sought in managing government consumption.

The annual inflation rate is expected to remain at a low level in the fourth quarter of 2009 and first quar-
ter of 2010. Fuel prices will begin to exert a slight pro-inflationary pressure at the end of the current year
and the beginning of the next year. No inflationary pressure on the part of domestic demand is antici-
pated.



7 Economic Review • 3/2009

1. External Environment

Global economic activity indicators' dynamics shows that the process of consumer demand contraction in leading
economies was discontinued and a low positive real growth may be expected during the third quarter compared with
the second one. The reversal in the trend towards a slowdown in economic activity resulted from the effect of the
fiscal stimuli initiated by the G-7 countries and China. During the fourth quarter the global economy will probably re-
tain its low growth underpinned mainly by the recovery of inventories. In most developed countries a process of
shifting towards new sources of economic growth and restructuring of banking systems as a result of growing house-
hold savings and declining indeptedness is underway. The influence of the fiscal stimuli, however, is already subsid-
ing; therefore, the global economic recovery rates during the next year are likely to be low and unsteady. Owing to
weak demand and free production capacity, no rise in inflation is expected in the short run.

The central banks of euro area countries and the USA kept the interest rates on their main refinancing operations
unchanged and extended their extraordinary liquidity provision programmes. Due to the risk of inflation increases in
the medium term, including in financial assets, central banks started to discuss strategies and deadlines for discon-
tinuing the anti-crisis measures.

During the third quarter the business climate
started to gradually improve as a result of the
considerable fiscal stimuli. For the first time in a
year global economic indicators reported the
presence of optimistic expectations. The improve-
ment was most clearly expressed in industry,
while optimism in the services sector grew slower.
Following the dramatic decline between November
2008 and January 2009 (by some 17 per cent),
the volume of world trade stabilized during the
second quarter. In July it reported the highest
increase on an annual basis (3.5 per cent) for the
last five years.

Global PMI

Sources: NTC Research, JP Morgan.

In September the IMF and the ECB revised up-
wards their projections for world growth in 2009
and 2010. China and India, which are expected
to report an 8.5 per cent and 5.4 per cent growth
respectively, contributed most to the more opti-
mistic forecasts. According to projections, leading
economies will recover at low rates. CEEC coun-

tries are anticipated to register a 5 per cent de-
cline in 2009 and a moderate growth of 1.8 per
cent during the next year. The possibility of earlier
and faster discontinuation of monetary and fiscal
stimuli, which may act as a new shock to private
consumption, is considered to pose a major risk
to projections.

Major commodity markets reported a certain
recovery and price increases over the second
quarter compared with the first quarter of 2009,
although inflation remained low due to the base
effect of the previous year. Global inflation re-
tained its downward trend that started in Septem-
ber 2008, reaching its historical low of 0.9 in Au-
gust 2009. In some industrialized countries even
deflation was reported in July. The slow recovery
of private consumption in leading economies will
continue to put a downward pressure on prices
during the fourth quarter of 2009 and in the first
three months of the following year.

World Trade
(annual rate of volume growth, %)

Source: CPB Netherlands Bureau for Economic Policy Analysis.
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Euro Area

During the second quarter the European
economy reported a drop in GDP to 4.8 per cent
on an annual basis against 4.9 per cent in the
previous one. As a result of the impulse gener-
ated by the economic stimuli initiated by the larg-
est Member States, the decline in economy
slowed down on a quarterly basis. GDP de-
creased by 0.2 per cent on the previous quarter,
with public consumption reporting a positive con-
tribution, while investments and exports registered
a smaller negative contribution.

Contribution to Euro Area Growth by GDP Component
(Quarterly)
(%)

Source: Eurostat.

Euro Area Consumer Confidence Indices

Source: Eurostat.

Major euro area indicators show an improve-
ment in economic environment in the third quarter.
PMI indices in some of the monetary union large
economies already signalled a stage of initial ex-
pansion. These developments were influenced by
the process of recovery in production inventories
and the improvement in international trade envi-
ronment. At the same time, data on retail sales,
industrial production and construction are volatile
which led to a high degree of uncertainty about
the future economic situation.

Taking into account the present positive eco-
nomic signals, in September the ECB revised up-

wards its projections for GDP in the euro area
within the range of -4.8 per cent to -3.8 per cent
on an annual basis for 2009 and -0.5 per cent to
+0.9 per cent for 2010. According to the ECB, the
current economic cycle was strongly impacted by
the temporary fiscal and monetary measures, and
the discontinuation of these measures may result
in a reversal in the present positive trend towards
economic recovery.

Euro area inflation continued its downward
trend, with deflation being reported at the close of
the second quarter and the start of the third one.
The major factor behind this trend was the de-
cline in demand in the euro area and globally;
although the impact was also underpinned by the
negative base effect of energy prices. After
reaching the historical minimum of -0.6 per cent
on an annual basis in July, in August and Sep-
tember harmonized inflation came to -0.2 per cent
and -0.3 per cent on an annual basis respec-
tively. Meanwhile core inflation dropped to 1.3 per
cent on an annual basis.

Euro Area Inflation Rate
(percentage change on same period of previous year)

Source: Eurostat.

During the last quarter of the present year euro
area inflation will rise moderately due to the sub-
siding base effect of oil prices and will probably
stay below 1 per cent on an annual basis. The
considerable free production capacity in the
economy, combined with the outlook for slow do-
mestic demand recovery due to low credit activity
and retrospectively high unemployment, continued
to contribute negatively to inflation.

In accordance with ECB September projections,
euro area harmonized inflation will fluctuate within
the range of 0.2 per cent to 0.6 per cent on an
annual basis until the year end and 0.8 per cent
to 1.6 per cent on an annual basis in 2010.
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Euro Area Unemployment Rate and Employment Growth
(%) (%)

Source: Eurostat.

Euro Area Key Interest Rates
(%)

Source: Bloomberg.

In view of the economic developments outlined
above, in the third quarter the ECB kept its repo
interest rate (1.0 per cent) and refinancing and
asset purchase programmes unchanged. Follow-
ing the end-June one-year refinancing operation
amounting to EUR 442 billion, the euro area bank-
ing system continued to function amid excess
liquidity, the bulk of which was rechanneled di-
rectly to the central bank through the deposit fa-
cility. At the end of September the ECB launched
another operation with the same interest rate, but
in the context of lower market demand. The op-
eration amounted to EUR 75.2 billion, allocated to
589 banks that took part in the auction.

During the first three months of the secured
bond purchase programme implementation the
cumulative amount came to EUR 15 billion, or
some 25 per cent of the target volume (EUR 60
billion). So far the bulk of the purchases have
been made on the secondary market and just a
small portion on the primary one.

ECB Balance Sheet
(billion EUR) (billion EUR)

Source: ECB.

Liquidity Risk Premium (Spread between the Three-month
EURIBOR and EONIA)
(%) (basis points)

Source: Bloomberg.

The future strategy for withdrawing the non-con-
ventional monetary measures is already being
discussed by the ECB Governing Council. Jean-
Claude Trichet, the President of the Bank, an-
nounced the key points of the strategy whose
implementation will start upon the occurrence of
risks to price stability. Measures will comprise
automatic liquidity absorption after the end of the
extraordinary operations, flexible use of the inter-
est corridor and removal of the unlimited alloca-
tion and the reversal of the asset purchase
programme.

Short-term Euro Area Interest Rates
(%) (basis points)

Source: ECB.
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United States

The rate of decline in US economic growth
moderated dramatically in the second quarter re-
flecting the strong impact of the economic stimuli
launched by the federal government. Data show
that GDP contracted by 0.7 per cent (against -6.4
per cent in the previous quarter) on a quarterly
basis and by 3.8 per cent on an annual basis.

During the quarter net exports and government
consumption had a positive contribution to eco-
nomic activity (by 1.7 percentage points and 1.3
percentage points respectively), the latter acceler-
ating due to increased expenditure on the fiscal
programme for stimulating the economy. The con-
tribution of investment stayed negative for the
eighth consecutive quarter (-3.10 percentage
points), while household consumption dropped by
0.9 per cent on quarterly basis, having a contribu-
tion of -0.6 percentage points.

ЕС-8*
The GDP of non-euro area EU Member States declined further in the second quarter of 2009. EU 8 reported a de-

crease of 4.2 per cent on an annual basis, against 3.1 per cent in the previous quarter.

Poland (reporting GDP growth of 1.1 per cent) remains an exception as opposed to the sizable decrease marked
by the rest in this group: Lithuania (-20.2 per cent), Latvia (-18.7 per cent) and Estonia (-16.1 per cent). The slow-
down in GDP growth was mostly driven by investment, inventories and exports, with reduced private consumption
playing a key role to these developments in the Baltic countries and Romania. Government consumption had a slight
positive contribution to growth in all countries excluding Latvia and Poland. In the third quarter of 2009 inflation re-
tained its downward trend (down by 0.5 percentage points) and reached 3.5 per cent on an annual basis.

Growth and Inflation in EU-27 and EU-8
(%)

Sources: Eurostat, own calculations.

* ЕU-8 includes the states that joined the EU from 2004 until now (Slovenia, Malta, Cyprus and Slovakia excluded). As of 1 January 2007 Slovenia,
as of 1 January 2008 Malta and Cyprus and as of 1 January 2009 Slovakia have the status of full-fledged members of the Economic and Monetary
Union.

Real Goods and Services Trade Volume
in the First Six Months of 2009

(change on an annual basis, %)

Exports Imports

The Czech Republic -18.4 -18.1
Lithuania -18.3 -34.5
Latvia -17.2 -36.8
Bulgaria -16.5 -22.8
Romania -16.4 -30.4
Hungary -16.2 -22.3
Estonia -13.7 -29.2
Poland -6.9 -13.3

Source: Eurostat.

Contribution to US Growth by GDP Component (Quarterly)
(%)

Source: Bureau of Economic Analysis.

Since early July an improvement in macroeco-
nomic indicators, signalling a possible beginning
of economic recovery, has been observed. During
the third quarter of the current year consumer
expenditure growth, underpinned by government
stimuli for automobile purchases, is likely to have
a major contribution to the expansion in economic
activity. As a result of this measure, in August a
45.6 per cent growth in the sales of new automo-
biles was reported (for the last two months of the
programme implementation).
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Automobile Sales in the USA
(million)

Source: Bloomberg.

The enhanced industrial activity resulting from
the need for recovering the exhausted finished
output inventories in the business sector will prob-
ably be an important factor for GDP growth till the
year-end. The projection is also supported by the
upward dynamics of the economic indicators
which passed their crucial point of differentiation
between contraction and expansion of economic
activity.

US Consumer Confidence Indices
(2000 = 100)

Source: The Conference Board.

US PMI of Manufacturing and Services and GDP Growth
(%) (%)

Sources: Institute for Supply Management, Bureau of Economic Analysis
(BEA).

Despite the observed stabilization, the process
of US economic activity recovery is expected to
be weak and unstable. Private consumption will
stay low due to anticipated decrease in household
disposable incomes, the tighter terms of extend-

ing new loans and high indeptedness. The ex-
pected positive effect of the fiscal programme
investment section has mot materialized yet.

US Unemployment Rate and Changes in Payroll
Employment
(%) (payroll employment, thousand)

Source: Bureau of Labour Statistics.

By end-September US inflation was negative,
but the price falls had already been slowing
down, impacted by base effects. The base price
indices went on posting an increase which, how-
ever, was gradually slowing down. Free produc-
tion capacity, coupled with low consumer activity,
is a prerequisite for retaining the price level in the
short run at levels below the Federal Reserve tar-
get interval (1.7–2.0 per cent). So far, inflationary
expectations – short- and long-term ones – have
remained stable.

US Inflation Rate
(percentage change on same period of previous year)

Sources: Bureau of Labour Statistics, Bureau of Economic Analysis.

Short-term US Interest Rates

Source: Bloomberg.
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Liquidity Premia (3-month and 6-month)
(basis points)

Source: Bloomberg.

Following the intervention of the Federal Reserve
money market conditions normalized gradually,
while risk premia within the three- to six-month
horizon fell. Banks maintained very high liquidity.
Declining interest in Federal Reserve programmes
was observed, forcing the Bank to cut repeatedly
the amount and frequency of some of the opera-
tions and to discontinue others from the end of
June. Most programmes' deadlines expire in the
January to March 2010 period; only TALF-opera-
tions are not with fixed deadlines. The TALF-
programme, whose ultimate end is unfreezing
securitization markets and reviving household and
business sector credit activity, was extended till
end-2010.

Federal Reserve Balance Sheet
(USD trillion)

Source: Bloomberg.

Bank Reserves and Federal Reserve Balance Sheet
(USD million) (USD million)

Source: Bloomberg.

Monetary policy transmission remained impeded
and loans to the private sector continued to con-
tract. The enormous excess reserves of banks for
the time being play mainly the role of a liquidity
buffer against the emergence of potential ob-
stacles. Like in the ECB, liquidity absorption pre-
conditions and strategies are being discussed in
the Federal Reserve as well. The Chairman of the
Federal Reserve Board explained in the 2009
semi-annual report delivered to the Congress that
more traditional monitory policy instruments, such
as raising the minimum required reserves, paying
interest on banks' deposits, reverse repo transac-
tions and sales of treasury bills from central
banks' portfolios, will be used for this purpose.

The USD/EUR Exchange Rate

During the third quarter of 2009 the US dollar
depreciated by 5 per cent on average against the
euro and by 4.3 per cent against the basket of
six currencies. In July it appreciated somewhat
against the euro to 1.38, but afterwards fluctuated
within the narrow interval of 1.40 to 1.42 till end-
July and throughout August. Since the beginning
of September it started depreciating against the
euro, reaching 1.48, the lowest value on an an-
nual basis, on 23 September.

USD/EUR Exchange Rate
(USD per EUR 1)

Source: ECB.

Rising investor risk appetite and lower demand
for US dollars as safe haven were the major fac-
tors behind this. Higher PMI-indicators and the
industrial sector positive signals pushed down the
demand for US currency. Investors' beliefs that
the business cycle has bottomed out and a per-
manent recession is likely to follow fed the interest
in the purchases of risk assets, denominated in
currencies different from the US dollar. Market
participants in this segment have so far ignored
the projections for a putative second wave of the
crisis.
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   Real Growth and Inflation in Balkan Countries (Quarterly)

  2007  2007  2007  2007  2007 20082008200820082008 20092009200920092009

TotalTotalTotalTotalTotal IIIII IIIIIIIIII IIIIIIIIIIIIIII IVIVIVIVIV TotalTotalTotalTotalTotal IIIII IIIIIIIIII IIIIIIIIIIIIIII

Growth (on the corresponding period of previous year, %)
Bulgaria
Greece
Macedonia
Romania
Turkey
Croatia
Serbia

Inflation (averaged for the period, %)
Bulgaria
Greece
Macedonia
Romania
Turkey
Croatia
Serbia

  Sources: Statistical institutes and central banks of respective countries.

able contribution to these developments. Macedonia reported deflation on an annual basis for a second consecutive
quarter.

Expectations point to recovery in the Balkan countries over the second half of the year, although this will mostly
depend on the rates at which euro area growth and imports will recover.

Foreign Direct Investment in the Balkan countries
(million EUR)

2008 2008 2008 2008 2008 2009 2009 2009 2009 2009 AnnualAnnualAnnualAnnualAnnual
   percentage   percentage   percentage   percentage   percentage

                                                                                                                                                                                           January ≠ July  January ≠ July  January ≠ July  January ≠ July  January ≠ July changeschangeschangeschangeschanges

Turkey 7546.0 3681.1 -51.2
Romania* 5076.0 2893.0 -43.0
Bulgaria 3954.1 1881.4 -52.4
Greece 2804.1 2414.3 -13.9
Croatia* 1969.1 913.0 -53.6
Serbia 1605.4 906.3 -43.5
Montenegro* 366.1 338.9 -7.4
Macedonia 265.7 74.8 -71.8
Bosnia and Herzegovina* 249.3 178.4 -28.4

* January to June period.
  Sources: Statistical institutes and central banks of respective coun-
tries.

6.2 7.0 7.1 6.8 3.5 6.0 -3.5 -4.9
4.0 3.4 3.3 2.9 2.2 2.9 0.3 -0.3
5.9 5.6 6.7 5.8 2.0 4.9 -0.9 -1.4
6.2 8.2 9.3 9.2 2.9 7.1 -6.2 -8.7
4.7 7.3 2.8 1.2 -6.2 0.9 -14.3 -7.0
5.5 4.3 3.4 1.6 0.2 2.4 -6.7 -6.3
6.9 8.8 6.4 4.6 3.0 5.5 -4.2 -4.0

7.6 12.4 14.0 12.6 9.1 12.0 5.1 3.1  1.1
3.0 4.3 4.8 4.8 3.1 4.2 1.8 0.8 0.8
2.3 9.5 9.9 8.4 5.5 8.3 0.9 -0.6 -1.4
4.9 8.0 8.6 8.2 6.9 7.9 6.8 6.1 5.0
8.8 8.8 10.3 11.7 10.9 10.4 8.4 5.7 5.4
2.9 5.9 6.5 7.4 4.5 6.1 3.8 2.8 1.3
6.4 13.4 15.8 12.3 10.2 12.9 9.7 8.1  7.7

The Balkan Region

The global economic crisis has severely affected the
economies in the region. All countries saw a GDP fall in the
second quarter of 2009. The most sizable decline was ob-
served in investment and private consumption. Romania
and Turkey reported the most pronounced decline in GDP
over this period. Lower investment reflected the moderate
flow of foreign investment to this region.  Between January
and July this flow was around 40 per cent lower as com-
pared to the same period a year earlier, with Macedonia re-
porting the most sizable decline. In the second quarter of
2009 the downward trend in industrial production was sus-
tained. In June and July 2009 Romania and Turkey saw an
increase in industrial production (on a monthly basis) which
might be seen as the first sign for the gradual improvement
in economic conditions. In the third quarter of 2009 inflation
moderated further with fuels and food having the most siz-

The euro area and US central banks' exchange
rate policy remained tight since most banks hold
the view that the risks to the economic recovery
are high and it might happen to be reversible.

Over the review period individual countries with
large exposures in US dollars were concerned
about the stability of the US dollar as a world
reserve currency. Such statements on the part of
China and Russia pushed down the US currency,
albeit for a short time. Following the Chinese-Rus-
sian bilateral talks in July, understanding on main-
taining the present reserve structure in exchange

for the US commitment on a stricter control over
growing current account and budget deficit was
achieved.

At the close of the quarter a fast decline in the
exchange rate of the euro against the US dollar
was observed owing to the expected retention of
the US accommodating monetary policy for a long
period of time. Banking system high liquidity low-
ered dramatically interbank interest rates, thus
enlarging the scope of arbitrage trading through
the US dollar to higher-yielding currencies.
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The exchange rate of the euro against the US
dollar in the fourth quarter of 2009 is expected to
fluctuate within the range of 1.45 to 1.55. The
shifts in investor risk appetite will probably con-
tinue to be the major factor behind exchange rate
adjustments. An unexpected policy change in the
policy of the central banks (the Federal Reserve
and the ECB) and, in particular, any putative sig-
nals of withdrawing the extraordinary monetary
policy measures may substantially impact the
market.

International Prices of Crude Oil, Major
Raw Materials, and Gold

Crude Oil

During the third quarter of 2009 the price of
Brent crude oil fluctuated between USD 65 and
USD 73, underpinned mainly by market sentiment
about the pace of world economic recovery.

In the second quarter oil supply continued to
exceed demand. Oil products inventories in
OECD countries went on increasing: according to
preliminary data in the second quarter they rose
by some 4.8 per cent on an annual basis, with
US inventories having a 3.7 percentage point con-
tribution.

Crude Oil Prices
(USD per barrel)

Source: World Bank.

International Energy Agency forecasts as of
September 2009 point to a global decline in
crude oil demand by 2.2 per cent in 2009: up 0.7
percentage points compared with June projections
due mainly to the anticipated higher consumption
of the USA and emerging Asian economies.

Market expectations of oil prices during the
fourth quarter of 2009 and the first quarter of
2010 remained almost unchanged: they will move
within the range of USD 60 to USD 80 per barrel.

World Crude Oil Demand and Supply (Quarterly)
(million barrels per day)

Source: IEA.

WTI Crude Oil Futures Prices
(Average Price of the Contract in the Corresponding
Month)
(USD per barrel)

Source: JP Morgan.

Major Raw Materials and Commodity Groups

Improved industrial sector's business situation
and output growth resulted in a rise in metal
prices in the third quarter of 2009 by about 15
per cent on a quarterly basis. Non-ferrous metals'
prices, as in the previous quarter, increased con-
siderably: copper by 26 per cent, lead by 28 per
cent, aluminum by 21 per cent and nickel by 36
per cent. Steel product prices grew by some 5
per cent compared with the second quarter due
to scrap appreciation. Steel production fell by
about 18 per cent between January and August
compared with the same period of 2008, with a
trend towards output growth being observed since
May. In August China produced 52 million metric
tons of steel: the highest monthly output reported
in the country for the time being. In line with the
anticipated industrial output growth during the
following months metal appreciation is projected
in the fourth quarter of 2009 and the first quarter
of 2010.

In the third quarter the food index fell by 1.7
per cent on a quarterly basis. The prices of cere-
als had a major contribution to this, with wheat
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and maze depreciating by about 31 per cent and
18 per cent respectively. According to the US
Department of Agriculture and the International
Grains Council, global wheat yields during the
2009−2010 season are expected to slow down by
approximately 2-–3 per cent: an improvement by
2 percentage points compared with July projec-
tions. Wheat inventories are expected to grow by
almost 12 per cent during the season. Wheat
yields in Bulgaria are expected to be lower com-
pared with 2008, albeit higher than the five-year
average (according to data of the EC Joint Re-
search Centre’s MARS Project).

Price expectations suggest an increase of
2–6 per cent on a quarterly basis in the fourth
quarter of the current year and the first three
months of 2010.

Gold

Over the third quarter of 2009 the average gold
price (one-month futures) went up to USD 961.3
per troy ounce (up +3.9 per cent on a quarterly
basis). The price of gold in euro went down
slightly (-0.9 per cent) owing to the appreciation
of the euro against the US currency. In July and
August fluctuations were weak, close to the aver-
age post-crisis level, only with a slight rise in

September. Within the period gold price was
strongly correlated with the US dollar exchange
rate and, more generally, with the risk appetite
dynamics.

According to GFMS data physical gold supply
picked up by 14 per cent on an annual basis
during the second quarter of 2009, while it fell by
22.5 per cent on a quarterly basis. The main fac-
tors behind the rise were the weaker gold scrap
supply (-41 per cent on a quarterly basis), the
enhanced demand related with the neutralization
of hedging operations by major producers and
the absence in practice of supply on the part of
central banks.

Spot Price of Gold
(USD per troy ounce)

Source: The London Bullion Market Association.

Price Indices of Major Commodities and Commodity Groups
(2007 = 100)

Steel Copper

Foods Wheat

Sources: World Bank, BNB.
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In the second quarter of the present year cen-
tral banks' net purchases of gold totaled 14 tons.
In August the Central Bank Gold Agreement was
renewed, with the only change being the reduced
sale quota from 500 to 400 tons per year. During
the fourth quarter the programme for sales of gold
from the IMF reserves (400.3 tons) is expected to
be launched.

Bulgarian External Debt Dynamics on
International Financial Markets

In the third quarter of 2009 the yield spread of
the government debt in the Central and Eastern
European countries continued to narrow, with the
JP Morgan Euro EMBI Global index falling by 106
basis points (-105 basis points during the second
quarter). The index fluctuated within a relatively
narrow range of 203–315 basis points and by the
end of the quarter it was 205 basis points.

Government Securities Yield Spreads in Bulgaria,
Romania, Poland, the Czech Republic and Hungary (Euro
EMBI Global index)
(basis points)

Source: JP Morgan.

During the first month of the period the index
followed a steady downward trend reaching val-
ues below 250 basis points by end-July and in
early August. Rising investor risk appetite and
strengthening optimism about bottoming out of the
world economy were the major factors behind
this. Despite this trend, investors remained sensi-
tive to the data on developed and developing
countries since they are not always convincing.
This ended up in a brief break in the interest rate
falls in mid-August. In September the downward
trend was restored.

Over the review period perceptions about the
Central and Eastern Europe reported improve-
ments compared to the second quarter. This re-
sulted from the increased overall confidence in
this market group, rather than from the improve-
ments in the short-term economic outlook for the
region. The last months of the year saw the in-
coming news about the anti-crisis measures and
the reforms necessary for stabilizing the fiscal
positions, as well as the implementation of the
IMF stabilization programmes in individual coun-
tries.

Bulgaria's government debt spreads, measured
by the JP Morgan index, exhibited a general
downward market trend throughout the period,
reporting a 100 basis point decline (from 344 ba-
sis points to 244 basis points).
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The balance of payments current account deficit
decreased since the beginning of 2009 reflecting
mainly trade deficit contraction. According to pre-
liminary balance of payments data for the January
to August 2009 period, the overall deficit on the
current and capital accounts amounted to EUR 1.8
billion (compared to EUR 4.8 billion deficit in the
same period of 2008) and foreign direct invest-
ment covered 105.7 per cent of the deficit.

The measures initiated in early 2009 by the cen-
tral bank and the government to increase liquidity
in the economy and counteract the effects of the
global crisis helped local economic agents to re-
duce their external obligations and to boost their
foreign assets.1 Net capital inflow remained posi-
tive for the first eight months of 2009 but lower
than the corresponding inflow in 2008. The bal-
ance of payments financial account for the Janu-
ary – August 2009 period recorded a surplus of
EUR 827.6 million.

2. Financial Flows, Money and Credit

The Issue Department balance sheet figure
reached BGN 24.24 billion (EUR 12.39 billion) by
end-September 2009: a decrease in assets of
BGN 0.63 billion (EUR 0.32 billion) since early
2009. The average monthly coverage of imported
goods and services by BNB international reserves
reached 6.5 months as of August 2009 against
6.1 months a year earlier.2

Cash Flows Which Prompted Significant Changes in
Gross International Reserves

(million EUR)

  External flows                                                    
                July – September

 2009 2008 

Total for the period 412 1 232
Purchases and sales of euro -146 1 028
at tills -6 -7
banks, incl. -140 1 035
     bank’s purchases 28 387 33 016
     bank’s sales -28 528 -31 981
Flows on accounts of banks, the MF, etc. 558 205
Minimum required reserves 16 91
Government and other depositors* 542 113

* The two tranches of special drawing rights (a total of EUR 665.37 million)
received upon the last allocation of IMF quotas have been included in the
government and other depositors item.

Source: BNB.

Financial Flows and External Position
Sustainability

For the January to August 2009 period the bal-
ance of payments financial account surplus was
EUR 827.6 million, resulting mainly from: 1) at-
tracted foreign direct investment worth
EUR 1952.3 million; 2) an increase of EUR 213.7
million in net financial obligations of the general
government sector; and 3) an increase of EUR
281.9 million in other sectors' net credit obliga-
tions. Domestic banks repaid external loans total-
ling EUR 481.8 million and non-resident deposits
in them went down by EUR 566.7 million over the
first eight months of the year.

According to the balance of payments and external debt data and the sustainability of the external position was
preserved. The positive net flow of financial resources into Bulgaria’s economy is expected to be sustained in the
fourth quarter of 2009 and in the first quarter of 2010. Lower economic activity and reduced domestic demand will
result in a decrease in the balance of payments current account deficit.

The decrease in BNB international reserves of
around EUR 1 billion for the January – July 2009
period3 was partly offset over the next two
months. Between August and September 2009
BNB foreign exchange reserves saw an increase
of EUR 681.5 million reflecting the general SDR
allocation made by the IMF to its members in pro-

1 For further details see also Economic Review, 2009, issues 1 and 2.

2 The average imports of goods for the last 12 months and BNB re-
serves as of end-July 2009 are used for calculating this item. See also
the box entitled Analytical Indicators for Assessing the Level of Interna-
tional Reserves, Economic Review, issue 2, 2009.
3 The decrease reflects the repayment of external obligations of domes-
tic economic agents supported by the increase of liquidity in the
economy resulting from the measures initiated by the government and
the central bank.
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portion their existing quotas, that of Bulgaria
amounting to BGN 1.3 billion.4 In addition, the
increase in banks' deposits of EUR 98.7 million
over the August – September period limited the
overall decrease in BNB gross international re-
serves over the first nine months of 2009 which
came to EUR 320.4 million.

The balance of payments flows dynamics by the
end of 2009 and in the first quarter of 2010 will
depend mainly on euro area and global economic
developments. On the basis of the analysis of
existing economic factors and trends our baseline
scenario foresees sustained positive net capital
inflow to Bulgaria. The pursuit of economic policy
intended to maintain macroeconomic stability is a
key factor behind the sustained investment inter-
est in Bulgarian economy and the attraction of
capital inflows mostly in the form of foreign direct
investment.

The sustainability of the external position of the
economy is based on the structure of financial
and capital inflow which posted significant growth
in recent years. Capital inflows were mainly in the
form of foreign direct investment and external bor-
rowing of intercompany or long-term nature. As a
result Bulgaria's economy is characterised by low
risk of potential speculative capital withdrawal.
The share of portfolio investments in Bulgaria's
gross international liabilities continued to decrease
falling from 3.3 per cent by the end of 2008 to 3
per cent by end-June 2009. The short-term exter-
nal debt saw a downward trend posting a de-
crease of EUR 672 million over the January – July
2009 period. Its share in Bulgaria's gross external
debt fell to 34.2 per cent as of July 2009 com-
pared to 35.5 per cent as of December 2008.
International reserves insured a 94.1 per cent
coverage of the short-term external debt as of
July 2009.5

According to preliminary data, foreign direct
investment in Bulgaria came to EUR 1952.3 million
between January and August 2009.6 Over the
same period of 2008 foreign direct investment
data were revised upwards and currently they
amount to EUR 4605.3 million. The comparison
between the data for January – August 2009 pe-
riod and initially reported data for the correspond-
ing period of 2008 point to a decrease in foreign
direct investment inflow of 34.5 per cent.

By August 2009 foreign direct investment ac-
counted for 11.4 per cent of annual GDP for the
last four quarters. By the end of 2009 and in the
first quarter of 2010 the net foreign investment
flow is expected to remain positive with its share
to GDP ratio fluctuating around 10 per cent.

Investments attracted in the first eight months of
2009 are mostly in the form of an equity share:
EUR 1518.1 million (77.8 per cent of the total in-
flow). Between January and August 2009 no
funds were received from privatization transactions
and the equity share investment decreased by
EUR 806.4 million on the corresponding period of
2008. Between January and August non-residents'
investment in real property came to EUR 389.7
million (EUR 972.2 million in the same period of
2008). The trend toward lower non-resident invest-
ment in acquiring real estate in Bulgaria was sus-
tained. Regardless of the decrease in these in-
vestments on an annual basis, they remain at
higher than average levels observed over the
years up to 2006 when the non-residents' interest
in acquiring real estate in Bulgaria sharply intensi-
fied.

Between January and August 2009 EUR 183.5
million were attracted in the form of other equity
(9.4 per cent of total inflow). Initial estimates of
reinvested earnings point to a decrease of EUR
130.8 million on an annual basis to EUR 251 mil-
lion over the review period.

By end-2008 real estate operations and busi-
ness services (22.8 per cent), manufacturing
(18 per cent), financial intermediation (17.5 per
cent), and trade and repairs (14.3 per cent) occu-
pied the largest shares in cumulative foreign di-

4 At its meeting on 2 April 2009 the G20 Heads of State or Government
decided on the allocation of SDRs to the amount of USD 250 billion to
all IMF member countries as a measure designed to address the ef-
fects of the global financial and economic crisis. This entitles each of
the IMF member countries to acquire SDRs of up to 75 per cent of its
quota in the IMF.
On 7 August 2009 in line with the aforementioned decision the IMF
Board of Governors approved a resolution for the general allocation of
SDRs by a majority of 85 per cent of its member countries. The Gover-
nor of the Bulgarian National Bank in his capacity of a Governor for
Bulgaria in the IMF voted in favour of the resolution expressing the joint
position of the government and the central bank.
5 The coverage of the short-term external debt reported as of July 2009
together with the international reserves as of end-September was 99.6
per cent.

6 Data subject to regular revisions upon receiving additional information
from corporations. Recent years have witnessed systematic upward
revision of original data on foreign direct investment flows; therefore the
comparison of original 2009 data with the 2008 data that have been
revised is not correct. With the revision of the total volume of foreign
direct investments their original composition by type and industry has
changed.
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rect investment structure by industry. These in-
dustries retained to a great extent their major sig-
nificance in the first half of 2009, with the largest
shares in foreign investment inflow recorded by
financial intermediation (31.9 per cent), real estate
and business services (19.8 per cent) and trade
and repairs (14.9 per cent).

The composition of FDI by country in the Janu-
ary to August 2009 period suggests that the for-
eign direct investments attracted from the Nether-
lands (26.2 per cent), Romania (12.9 per cent),
and Austria (12.1 per cent) accounted for the
largest shares.

Bulgaria's gross external debt went down by
EUR 652.5 million between January and July
2009. Net repayment of borrowed funds amounted
to EUR 404.6 million (revaluations and the net
change in trade and revolving loans excluded).
Over the seven months loans and deposits of
EUR 3051.6 million were received, and principal
payments of EUR 3456.2 million serviced. As a
result by end-July 2009 Bulgaria's gross external
debt reached EUR 36.32 billion or 105.1 per cent
of the reported GDP over the last four quarters.

In the first seven months of 2009 general gov-
ernment external debt increased by EUR 179.7
million mainly due to the loan received by the
World Bank in June. The total amount of public
and publicly guaranteed debt rose by
EUR 170.4 million and came to 11.4 per cent of
Bulgaria's total debt.

Private non-guaranteed external debt declined
by EUR 822.9 million between January and July
2009, with long-term loans repaid by domestic
banks (EUR 490.7 million) and closed non-resi-
dents' deposits (EUR 322.5 million) contributing
most significantly. Banks’ debt to foreign parent
banks incurred in connection with their activity in
Bulgaria occupies a large share in banks' external
debt (79.3 per cent as of June 2009). Reduced
minimum required reserves allowed banks to de-
crease the amount of their gross external debt by
EUR 1.37 billion between December 2008 and
July 2009 and thus banks' share in Bulgaria's
gross external debt fell to 22.8 per cent.

In the first four months of 2009 intercompany
loans increased by EUR 375.2 million and their
share in total debt rose to 37.7 per cent. This
dynamics points to a long-lasting interest of for-
eign owners of local companies in Bulgarian

economy. Actual intercompany loans for the Janu-
ary – July 2009 period amounted to EUR 1.34
billion.7

Gross External Debt
(million EUR)

Source: BNB.

Gross external debt servicing in January − July
2009 reached EUR 3.9 billion compared to EUR
4.5 billion in the corresponding period of the prior
year. Over the first seven months of 2009 the
largest share in actual borrowings was occupied
by loans related to direct investment (44.1 per
cent) and loans to the non-bank sector (23.6 per
cent). These data show that local economic
agents still have access to international financial
markets, but the demand for new debt financing
is probably weaker in the context of worsened
economic situation.

The average weighted interest rates on new
loans declared between January and July 2009
suggest a decrease (on an annual basis) in the
cost of external borrowed funds: in euro by 2 per-
centage points to 3.1 per cent 8 and in US dollars
by 0.1 percentage point to 6.2 per cent respec-
tively. The differential between interest rates on
long-term loans to corporations, extended by local
banks and interest rates on external long-term
loans remained positive. The interest rate differen-
tial on euro-denominated loans was 5.2 percent-
age points and that on US dollar-denominated
loans was 3.1 percentage points respectively.
Interest rates on domestic and external loans are
not directly comparable due to the different char-
acteristics of corporations with access to both
markets. Nevertheless, lower interest rates on ex-
ternal loans preserve the incentives for external
borrowing by Bulgarian companies.

7 Based on the previously observed revisions it may be expected that
the registered volume of intercompany loans will increase in the future.
8 Euro-denominated loans account for 97.2 per cent of the total amount
of declared new loans received by non-residents between January –
July 2009.
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broadly unchanged (EUR 19.37 billion) and by
end-2009 reached 56.1 per cent of the GDP on
an annual basis.

In recent years capital inflow on the balance of
payments financial account determined to a great
extent the current account flows dynamics. This
dependence was sustained in the first eight
months of 2009. Given the lower volume of for-
eign capital inflow in the January – August 2009
period the total current and capital account deficit
contracted to EUR 1846.3 million against EUR
4823.2 million in the corresponding period of the
prior year. As of August 2009 current and capital
account deficit (on an annual basis) accounted for
15.8 per cent of GDP reported for the last four
quarters against 26.7 per cent of the annual GDP
a year earlier.

The trade in goods balance recorded the most
significant improvement, with the trade deficit de-
creasing by EUR 2463.6 million and coming to
EUR 3095.3 million in the first eight months of the
current year. Between January and August 2009
imports marked a decrease of 34.9 per cent on
an annual basis and exports fell by 29.9 per cent.
The fast declining imports pertained to reduced
domestic demand (namely of durable goods, in-
vestment goods, commodities, materials and en-
ergy resources).

In the January to August 2009 period the bal-
ance on services, the capital account and bal-
ance on income improved by EUR 339.7 million,
EUR 128 million and EUR 212.4 million respec-
tively on the corresponding period of 2008. Net
transfers are the only current account component
which worsened in the first eight months of the
year (by EUR 166.9 million).

The balance on trade in services recorded a
surplus of EUR 1121.8 million over the January to
August 2009 period, while the surplus in the cor-
responding period of the prior year was EUR
782.1 million. This improvement was mostly attrib-
utable to the lower external transport and tourist
services costs (a total of EUR 492 million), rather
than to higher receipts. On the credit side only
exports of other services improved by EUR 5.7
million mainly due to the exports of construction
services, while income from transport and tourist
services saw a decline of EUR 167 million on an
annual basis.

As of June 2009 no notable changes in the
structure of private non-bank external debt by
industry9 were seen. Real estate operations, les-
sors activities and business services retained their
relatively large share in the external debt of other
sectors (18.3 per cent) and in intercompany loans
(20.8 per cent). Within the structure of other sec-
tors’ debt, the electricity, gas and water supply
(19.8 per cent) and financial intermediation (14.6
per cent) had more significant shares, while in
intercompany loans financial intermediation (21.8
per cent) occupied the largest share.

In the maturity structure of gross external debt
short-term external debt saw a downward trend
posting a decrease of EUR 671.7 million and its
share fell to 34.2 per cent. This dynamics ob-
served between January and July 2009 was un-
derpinned by the decrease in other sectors’ trade
credits of EUR 408.8 million and in non-residents’
deposits with local banks of EUR 322.5 million.

Dynamics of Long-term and Short-term Gross External
Debt
(million EUR)

Source: BNB.

By June 2009 the euro retained its leading posi-
tion (86.4 per cent) in the gross external debt
currency structure. The euro occupied the largest
share (92.8 per cent) in intercompany loans and
the smallest share in the general government sec-
tor (73.7 per cent). This foreign currency structure
significantly reduces risks associated with ex-
change rate fluctuations in the international mar-
kets.

Bugaria's gross external assets went down by
EUR 668 million between January and July 2009
reflecting mainly the decline in BNB international
reserves of EUR 1 billion, while external assets of
local banks increased by EUR 256.5 million. As a
result of gross external assets and gross external
debt dynamics, net external debt remained

9 Excluding trade and bond loan liabilities.



21 Economic Review • 3/2009

The improvement in capital transfers was en-
tirely attributable to the EU funds inflow. Net capi-
tal transfers to the general government sector
came to EUR 356.2 million, posting an increase of
EUR 130.7 million on an annual basis.

Over the first eight months of 2009 the balance
on income improved by EUR 212.4 million on an
annual basis to a deficit of EUR 591.6 million, with
the reported improvement being ascribable mostly
to the lower income paid on foreign direct invest-
ment in Bulgaria (by EUR 289.6 million) and the
increased income on realised portfolio investments
abroad (by EUR 68.5 million).

Net current transfers reported for the January to
July 2009 period amounted to EUR 362.1 million:
down EUR 166.9 million on an annual basis. This
was attributable to the largest extent to the lower
EU funds inflow. The transfers received from the
EU exceeded the payments on Bulgaria's contri-
bution to the Community budget and contributed
to the positive net transfers of EUR 78.4 million to
the general government. The receipts in the form
of private current transfers fell by EUR 105.8 mil-
lion on an annual basis. Transfers abroad also
posted a decline of EUR 74.1 million. As a result,
net transfers to the private sector decreased
by EUR 32 million.

Taking into account the available data on the
balance of payments flows and changes in exter-
nal debt, we may confirm that there are no signs
of serious risks to the sustainability of Bulgaria's
external position amid the global economic crisis.

Dynamics of Current Account, Financial Account and
International Reserves (on an Annual Basis)
(million BGN)

Source: BNB.

Expectations for the fourth quarter of 2009 and
the first quarter of 2010 are characterized by un-
certainty due to the unclear horizon and the
speed of overcoming the recession which affected
most of Bulgaria's major partner-countries. Lower
capital inflow and slower economic activity in Bul-
garia contributed to the improvement of the bal-
ance of payments current and capital account
deficit which is expected to range within 9–10 per
cent of GDP on an annual basis by the first quar-
ter of 2010.

The annual broad money growth continued to moderate impacted by the fall in economic activity, lower inflation
and moderate lending growth. Interest rates on time deposits remained relatively high.

Monetary Aggregates

Over the third quarter of 2009 reserve money
went on exhibiting a negative growth on an an-
nual basis and by end-September 2009 recorded
a decline of 16.6 per cent on the corresponding
month of the prior year. By end-September 2009
banks' deposits with the BNB saw a decline of
25.8 per cent reflecting the lower amount of re-
quired reserves after the rate of minimum required
reserves to be maintained by banks in the BNB
had been decreased at the close of 2008 and in
early 2009. Meanwhile, currency in circulation
continued to decline posting a decrease of 9.9

per cent by end-September 2009. The dynamics
of currency in circulation reflects weaker eco-
nomic activity and sustained high interest rates on
time deposits which discourage economic agents
to hold cash. In the fourth quarter of 2009 the
decline in currency in circulation is expected to
deepen while that of banks' deposits with the
BNB on an annual basis to moderate as the base
effect related to the higher rate of minimum re-
quired reserves existing until November 2008
wore off.
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Reserve Money
(annual rate of growth, %) (volumes, million BGN)

Source: BNB.

Bank Deposits with the BNB
(million BGN)

Source: BNB.

Currency in Circulation
(annual rate of growth, %) (volumes, million BGN)

Source: BNB.

The second quarter of 2009 saw a more pro-
nounced transfer of liquidity between the consoli-
dated budget and other economic sectors com-
pared to that in the previous quarter. The external
sector was the main source of liquidity to the
budget (4.1 per cent of GDP) mainly due to the
inflow of capital and current grants from abroad
and to external loans. The budget was the net
receiver of liquidity to the amount of 0.8 per cent
of GDP from the financial sector (excluding BNB)
mainly in the form of corporate tax and income
from interest on time deposits. Despite the in-
crease in government and other budget
organisations’ deposits with the BNB of

BGN 255 million in the second quarter of 2009 the
budget withdrew net liquidity of 0.9 per cent of
GDP  from the central bank due to the excess of
the Bank's revenue over expenditure transferred
to the budget. In turn, the consolidated budget
injected liquidity, accounting for 5.8 per cent of
GDP, in the non-government non-bank sector
mostly in the form of maintenance costs, social
benefits and health insurance payments, and
capital expenditure.

Influence of Consolidated Budget on Other Sectors
Liquidity (Quarterly)
(share of GDP, %)

Sources: MF, BNB.

The annual broad money growth continued to
moderate impacted by the economic activity slow-
down and lower rate of lending growth. As a re-
sult of these factors, broad money annual growth
rate slowed down to 1 per cent by end-August
2009. The annual growth of M3 is expected to be
sustained by the end of 2009, before gradually
accelerating thereafter.

М3 Growth Rate and М1 and Quasi-money Contribution
(Quarterly)
(percentage points)

Source: BNB.

M1 monetary aggregate posted an annual de-
cline of 14.2 per cent by end-August. The major
reason behind this fall was the decline in over-
night deposits which went down by 17.5 per cent
on August 2008. Overnight deposits of non-finan-
cial corporations in levs and in foreign currency
decreased by 16.6 per cent and 29.9 per cent by
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used currency trade with the BNB as a liquidity
management instrument. Trade volumes remained
high, with banks' net sales of foreign currency
bought amounting to EUR 61.5 million between
July and September 2009.

LEONIA/EONIA
(%)

Source: BNB.

Trade Volume and Interbank Money Market Interest Rates
(million BGN) (%)

Source: BNB.

Currency Sales or Purchases between Banks and the BNB
(on a monthly basis)
(million EUR) (million EUR)

Source: BNB.

Interest rates on time deposits remained high.
The average interest rate on time deposits de-
nominated in levs sustained its upward trend
reaching 7.45 per cent in August and the average
interest rate on time deposits denominated in euro
came to 5.57 per cent. In the following months
interest rates on time deposits are expected to
stabilise and probably to gradually fall. These ex-

end-August on an annual basis respectively, while
overnight deposits of households in levs de-
creased by 13 per cent and those denominated
in foreign currency declined by 42.3 per cent.
This decline was largely attributable to moderate
credit operations of banks, ongoing repayment of
obligations and shifts from overnight to time de-
posits driven by high interest rates on time de-
posits.

The annual growth rate of quasi-money moder-
ated to 13.8 per cent by end-August. Deposits
with agreed maturity of up to two years still con-
tributed most to quasi-money growth, with house-
hold deposits in levs going up by 35 per cent on
an annual basis by the end of August and those
in foreign currency by 19.4 per cent respectively.
Non-financial corporations’ lev-denominated de-
posits with agreed maturity of up to two years
saw a decrease of 8.8 per cent on an annual
basis, while the annual growth of foreign currency
deposits came to 14.5 per cent.

Contribution of Quasi-money and Their Components to М3
Growth (Quarterly)
(percentage points)

Source: BNB.

Interbank money market rates posted a de-
crease from the levels reported in the second
quarter of 2009. The average interest rate on
transactions on the interbank money market went
down from 2.46 per cent in June to 1.58 per cent
in September. Following a similar trend, LEONIA
decreased from 2.24 per cent in June to 1.46 per
cent in September, with the spread vis-`a-vis in-
terest rates on interbank overnight deposits in the
euro area falling to 110 basis points in Septem-
ber.

Interbank money market trade remained rela-
tively active although between July and Septem-
ber 2009 the average daily volume of transactions
decreased to BGN 297.4 million from BGN 348.3
million in the second quarter of 2009. Apart from
the transactions on the money market, banks also
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The downward trend in credit growth was sustained due to the slump in demand for loans and to banks’ tightened
credit standards. The decline in interest rates on the interbank money market in the euro area and in Bulgaria has
not yet been passed through to lending interest rates.

pectations are supported by the gradual
stabilisation of international financial markets un-
derpinned by the one-year liquidity to the amount
of EUR 442 billion provided by the ECB in July
2009. The high level of liquidity in the banking
system in Bulgaria and lower lending activity (a
factor behind weaker demand for resources for
financing credit operations) will follow the same
trend.

Interest Rates on New Time Deposits
(%)

Source: BNB.

As regards the distribution of interest rates on
household deposits with maturity of up to one
month by bank, the number of banks offering
rates within the 3 to 4 per cent and 5 to 6 per
cent band increased at the expense of those of-
fering rates within the other bands. August saw a
new increase in the average interest rate level
compared with May 2009 accompanied by slightly
rising dispersion.

Distribution of Interest Rates on Household Deposits with
Maturity of up to One Month

as of May 2009
frequency (number of banks)

Credit Aggregates

Uncertainty of the macroeconomic environment
continued to adversely affect lending, reducing
credit demand and acting as a factor for tighten-
ing banks' lending policies.

Between January and August 2009 claims on
the non-government sector fell by BGN 19.1 mil-
lion against an increase of BGN 4130.2 million in
the same period of 2008. As a result of the mod-
erate credit demand and banks' tightened lending
policies the rate of credit growth slowed down
further and by end-August the annual growth of

claims on the non-government sector fell to 5.6
per cent. By the end of 2009 the growth rate of
non-government sector claims is expected to fur-
ther moderate and to start accelerating in the be-
ginning of 2010.

The slowdown in lending growth impacted the
dynamics in the claims on the non-government
sector to GDP ratio. By the end of June 2009 this
ratio reached 74.7 per cent against 74.5 per cent
in March 2009.

as of August 2009
frequency (number of banks)

Source: BNB.
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Claims on Non-government Sector
(million BGN) (%)

Source: BNB.

Domestic Credit
(share of GDP, %)

Source: BNB.

Foreign Assets and Liabilities of Banks
(million BGN)

Source: BNB.

Claims on Non-financial Corporations
(million BGN) (%)

Source: BNB.

Between January and August 2009 banks' funds
attracted from non-residents decreased by BGN
1249.6 million, while their foreign assets grew by
BGN 247.8 million.

Tightened lending policy and weaker credit de-
mand continued to limit growth in claims on non-
financial corporations. In the June to August 2009
period claims on non-financial corporations rose
by BGN 48.9 million (up BGN 2839.7 million in
the same period of 2008). The annual growth rate
of these claims moderated further reaching 3.9
per cent by the end of August.

Limited activity was observed also in lending to
households. This trend was underpinned by the
tightening of banks' lending policies and the
weaker demand for loans reflecting the significant
uncertainty related to employment and income
developments. Between June and August 2009
claims on households rose by BGN 75.1 million
against an increase of BGN 1319.8 million in the
same period of 2008. Their annual growth rate
continued to moderate reaching 7.2 per cent by
the end of August. The annual growth rate of resi-
dential loans fell to 12.1 per cent by end-August
2009.

Claims on Households
(million BGN) (%)

Source: BNB.

Residential Mortgage Loans
(%)

Source: BNB.
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Changes in Major Balance Sheet Items of Banks (Quarterly)
(million BGN)

                   2008                   2008                   2008                   2008                   2008           2009          2009          2009          2009          2009

IIIII I II II II II I I I II I II I II I II I I I VI VI VI VI V IIIII I II II II II I Ju ly ≠ AugustJuly ≠ AugustJuly ≠ AugustJuly ≠ AugustJuly ≠ August

Claims on non-financial corporations 1670.7 3190.4 2047.4 408.1 166.1 41.5 24.8

Deposits of non-financial corporations -422.9 297.5 62.5 23.1 -1182.6 -33.1 -173.3

Claims on households 867.7 1634.8 1306.7 505.7 167.7 136.8 -22.9

Deposits of households 811.9 954.3 1204.4 122.7 411.6 153.2 428.0

Foreign assets -1681.4 1099.2 -8.9 361.6 -199.2 181.7 309.0

Foreign liabilities 63.5 4304.6 1361.5 680.6 -1260.7 -28.2 -969.2

Claims on the general government sector -103.6 -34.0 21.6 3.8 4.0 -101.6 -36.5

Deposits of the general government sector -200.3 322.8 -31.0 -188.7 -220.6 8.8 -122.3

Claims on central government -106.2 -34.1 22.1 -17.6 7.3 -115.4 -39.3

Liabilities to central government -310.1 145.2 -36.8 199.3 -356.4 -4.2 -43.5

Source: BNB.

Claims on Non-government Sector (Quarterly)

                                                       Annual growth rate, %Annual growth rate, %Annual growth rate, %Annual growth rate, %Annual growth rate, %                               Structure, %Structure, %Structure, %Structure, %Structure, %

      2008       2008       2008       2008       2008  2009 2009 2009 2009 2009 20082008200820082008 20092009200920092009

IIIII I II II II II I I I II I II I II I II I I I VI VI VI VI V IIIII I II II II II I AugustAugustAugustAugustAugust AugustAugustAugustAugustAugust AugustAugustAugustAugustAugust

Claims on non-government sector, incl.: 55.5 52.0 46.6 31.6 24.0 11.2 5.6

  on non-financial corporations 59.2 53.3 48.8 31.4 23.2 9.4 3.9 62.4 61.4

  on households and NPISHs 49.7 49.0 43.7 31.3 24.7 13.0 7.2 36.0 36.5

  on financial corporations 56.3 64.7 28.6 44.2 38.8 35.7 36.8 1.6 2.1

Source: BNB.

The fall in the cost of financing in the intebank
money market has not yet been transmitted to
lending rates in Bulgaria. The significant uncer-
tainty in macroeconomic environment in recent
months contributed to the increase in the credit
risk premium, which offset the effect of the de-
cline in money market rates on lending rates.

Interest Rates on Newly Extended Household Loans
in Levs
(%)

Source: BNB.

Interest Rates on Newly Extended Long-term Loans in
Levs and Euro
(%)

Source: BNB.

Interest rate dynamics in the following months
will be characterized by a significant uncertainty.
The stabilisation and the possible gradual de-
crease in deposit rates are likely to help lower the
cost of borrowed funds. However, the
unfavourable macroeconomic environment may
entail maintenance of high risk premium in interest
rates on loans, which will not allow a significant
cut in the cost of borrowed funds.
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In the first half of 2009 real GDP decreased by 4.2 per cent on an annual basis. The decline in real terms hit most
economic sectors. The structure of real economic growth changed, with domestic demand contribution turning negative
and the contribution of net exports of goods and services turning positive.

At the end of 2009 and in the first quarter of 2010 the real GDP decline is expected to continue, although the rate will
begin to slow down. Unemployment will continue to increase moderately.

3. Economic Activity

Domestic demand and investment activity con-
traction led to a decrease in GDP by 4.2 per cent
in real terms over the first half of 2009 compared
with the same period of 2008. In the first half of
2009 fixed capital investment which had the most
significant contribution to value added growth in
economy over the recent years fell by 15.4 per
cent in real terms on an annual basis, with its
negative contribution to GDP reaching 5 percent-
age points. The change in the dynamics was due
to the sharp decline in external and domestic de-
mand, as well as to the more conservative credit
policy of banks and weaker foreign investment
inflows.

In the first and second quarters of 2009 the
nominal decrease in expenditure on acquiring
fixed assets was 1.4 per cent and 6.7 per cent
respectively. In the structure of growth in expendi-
ture on acquiring fixed assets in both periods, an
increase was reported in the positive contribution
of the dominant state owned sectors, whereas the
second quarter's worsening was due to falls in
trade and construction. Growth rates of investment
in the real estate sector remained high, albeit
slowing in the second quarter.

Already since the end of 2008 domestic and
external demand worsening led to declines in im-
ports and exports of goods and services both at
constant and current prices. Over the first half of
2009 exports and imports dropped in real terms:
16.5 per cent and 22.8 per cent on an annual
basis. Import falls were more pronounced than
export declines due also to relatively high import
component of fixed assets investment and some
consumer expenditure. As a result, net exports
having contributed negatively to economic growth
over the recent years had a considerable positive

contribution of 10.2 percentage points to GDP in
the first half of 2009.

In response to the subdued demand, firms dra-
matically reduced their intermediate consumption
and the level of their inventories which prompted
decreases in imports of commodities, materials
and energy resources. In the first half of 2009
volume change of inventories had a large nega-
tive contribution of 5.5 percentage points to real
GDP. Decreases in industry’s raw material inven-
tories and trade goods inventories had the major
contribution.

In the first six months of 2009 final consumption
fell by 4.5 per cent on an annual basis. Despite
the positive growth in current incomes of house-
holds, their consumption decreased by 6 per
cent. The increased uncertainty about future in-
comes, lower employment and tightened con-
sumer lending conditions affected most signifi-
cantly consumer demand. Government expendi-
ture rose by 4.1 per cent in the second quarter
on an annual basis, though its contribution to
GDP remained low at 0.3 percentage points in the
first half of the year.

Contribution to GDP Growth by Component
of Final Consumption (Quarterly)
(%, percentage points on the corresponding period of previous year)

Source: NSI.
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GDP by Component of Final Consumption (Real Rate)
(%, on corresponding period of previous year)

2 0 0 72 0 0 72 0 0 72 0 0 72 0 0 7 2 0 0 82 0 0 82 0 0 82 0 0 82 0 0 8 2 0 0 92 0 0 92 0 0 92 0 0 92 0 0 9

IIIII I II II II II I I I II I II I II I II I I I VI VI VI VI V IIIII I II II II II I I I II I II I II I II I I I VI VI VI VI V IIIII I II II II II I

Consumption, 6.0 5.0 4.2 4.5 4.7 4.8 5.4 1.4 -5.4 -3.7
incl.
Household consumption 7.8 6.1 5.1 2.7 6.5 5.4 6.5 1.5 -6.3 -5.6
Final government consumption expenditure -1.2 -1.0 2.3 8.5 -2.9 4.1 -0.3 4.6 -2.1 -0.4
Collective consumption -2.7 0.7 -2.5 13.3 -5.8 0.3 0.9 -1.5 1.2 8.1
Gross fixed capital formation 35.9 24.7 19.7 14.0 15.5 28.6 22.3 15.8 -14.1 -16.3
Exports of goods and non-factor services 3.7 5.3 5.4 6.0 9.2 5.1 3.8 -6.0 -17.4 -15.8
Imports of goods and non-factor services 14.7 11.1 9.3 5.7 5.8 13.7 4.2 -3.2 -21.1 -24.3
Real GDP growthReal GDP growthReal GDP growthReal GDP growthReal GDP growth 5.55.55.55.55.5 7.37.37.37.37.3 4.94.94.94.94.9 6.96.96.96.96.9 7.07.07.07.07.0 7.17.17.17.17.1 6.86.86.86.86.8 3.53.53.53.53.5 -3.5-3.5-3.5-3.5-3.5 -4.9-4.9-4.9-4.9-4.9

Sources: NSI, BNB.

Over the first half of 2009 value added in
economy fell by 2.3 per cent at constant prices on
the same period of the previous year. Value added
in manufacturing experiencing difficulties since the
middle of 2008 decreased by 17.8 per cent annu-
ally in the first quarter, followed by a slowdown to
8.4 per cent in the second quarter.

In the first half of 2009 value added in services
rose at constant prices by 1.9 per cent on an an-
nual basis. Dynamics by sector was divergent.
Real estate operations, lessors activities and busi-
ness services, and finance, credit and insurance
had the most sizable contribution to value added
growth at 1.1 and 1 percentage points respec-
tively. A significant drop in real terms was ob-
served in trade (-6 per cent) and hotels and res-
taurants (-2.1 per cent). In transportation, the high
value added growth of 5 per cent was sustained in
the last quarter of 2008 and first quarter of 2009,
followed by a dramatic fall of 9.3 per cent annually
in the second quarter.

Value Added Growth and Contribution by Sector
(%, percentage points on the corresponding period of previous year)

Source: NSI.

The annual GDP decrease is expected to slow
down in real terms at the end of 2009 and in the
first quarter of 2010, while the foreign trade bal-
ance contribution will remain positive. The eco-
nomic development of Bulgaria will benefit from
the process of recovery in the economies of our
major trade partners and improved export capac-
ity of enterprises. The gradual increase in unem-
ployment and limited labour income will push
down consumer demand. High uncertainty faced
by enterprises will subdue demand for investment
goods over the projected period.

Household Behaviour

Unfavourable economic conditions in 2009 and
worsened expectations of economy's development
subdued consumer demand of households. The
real drop in final consumer expenditure over the
first half of 2009 was 6 per cent on an annual
basis. Most expenditure components contributed
to this decline save for the expenses on food and
catering, electricity and communications. Non-food
purchases had the most significant negative con-
tribution over the first half of the year.

The reason behind negative consumption growth
is to be found mostly in the increased rate of sav-
ings by households. The rate of savings was at
very high levels compared to previous years. The
increased propensity to savings is also evidenced
by household budgets survey data. In real terms,
incomes for the first eight months of the current
year rose by 5.5 per cent. On the other hand,
real expenditure over the same period broadly
matched the previous year’s levels of +0.9 per
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cent. Since early 2009 wage incomes have had
progressively less contribution to real growth in
total income (2.6 percentage points for the Janu-
ary to August period vis-à-vis 4.5 percentage
points for 2008). This trend reflects enterprises’
efforts to reduce their labour expenditure during
the economic crisis through limiting employment
and labour costs per employee.

Consumers postponed purchases of durables.
According to the data on trade sales receipts,
expenditure on household appliances, furniture
and computer equipment decreased by around
15 per cent in the first eight months of the year,
while automobile sales fell by 38 per cent on the
January to August 2008 period. Clothes and foot-
wear expenditure also had a negative contribu-
tion. Dynamics observed during the first eight
months of 2009 suggests further deepening de-
clines in these groups.

Lower demand resulted mainly from the in-
creased uncertainty, reflecting higher risk of un-
employment. Since early 2009 consumer concerns
about the increase in unemployment have height-
ened. Consumer survey data show that consum-
ers postponed some purchases of durable goods
and revised their plans for major expenses (furni-
ture, household devices, etc.).

Tightened consumer lending conditions and
higher interest rates also had a limiting effect on
non-food expenditure. Since 2003 the ratio be-
tween the amount of newly extended consumer
loans and purchased non-food goods have gradu-
ally increased to reach around 40 per cent in the
recent years. At the end of 2008 and in the first
two quarters of 2009 this trend was reversed and
newly extended consumer loans financed less
than 20 per cent of non-food expenditure.

Current economic data show that the decrease
in consumer demand over the third quarter is
likely to be less than in the first half of the year.
Data on Bulgaria in the harmonized survey of EU
consumers show that consumer confidence par-
tially recovered after reaching the lowest values in
April 2009. Expectations of the economic situation
and financial state of consumers improved. Cur-
rent inflation assessments and expectations of the
price dynamics in the coming twelve months have
also a positive effect. Negative forecasts in the
first half of the year were likely based on more
unfavourable expected development compared
with the actual situation. Thus, the positive change

in perceptions over the third quarter reflects
mainly adjustments in expectations vis-à-vis the
current economic development.

Unemployment Expectations (Quarterly)
(balance of assessments)

Source: NSI − Consumer Survey.

Households Confidence Indicator
(balance of assessments)

Source: NSI − Consumer Survey.

Net expenditure on tourism abroad is expected
to have a positive contribution to household con-
sumption over the third quarter. Bulgarian citizens’
trips abroad between July and August 2009 rose
by 2 per cent on the same period of 2008, while
visits of foreigners fell by 8 per cent over the
same period.

Consumer expenditure dynamics at the end of
2009 and in early 2010 will reflect several major
factors. Labour market developments and particu-
larly the level and duration of unemployment will
be of key significance. Provided the level of un-
employment does not increase significantly in the
coming periods, the disposable real income will
not decrease essentially and exert strong damp-
ening effect on consumption and the precaution-
ary motive of savings will gradually lessen.

The real economic slowdown affected adversely
the labour market. The trend to an accelerated
increase in employment along with rises in the
economic activity rate was reversed in early 2009.
In the first six months labour force survey data
show that the number of employed decreased by
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Employment and Income Dynamics (Quarterly)
(% on corresponding period of previous year, unless otherwise indicated)

2 0 0 72 0 0 72 0 0 72 0 0 72 0 0 7 2 0 0 82 0 0 82 0 0 82 0 0 82 0 0 8 2 0 0 92 0 0 92 0 0 92 0 0 92 0 0 9

IIIII I II II II II I I I II I II I II I II I I I VI VI VI VI V IIIII I II II II II I I I II I II I II I II I I I VI VI VI VI V IIIII I II II II II I

Employed 4.1 3.2 4.0 3.5 5.4 3.9 3.0 2.4 -0.5 -2.4
Real wage 10.3 10.6 8.2 7.8 8.2 10.5 7.3 10.5 9.6 8.1
Wage fund 14.8 14.1 12.4 11.5 14.1 14.8 10.6 13.2 9.0 5.5
Unemployment at the end of the period, % of the labour force 8.9 7.4 6.8 6.9 6.8 6.0 5.8 6.3 6.9 7.3

Sources: NSI – SNA, Employment Agency.

10 A ratio between the number of vacancies which were occupied in a
given month and the number of offered job vacancies in the same
period.

1.5 per cent on an annual basis and the eco-
nomic activity rate of the 15−64 age group fell
insignificantly to 67.3 per cent (67.4 per cent a
year earlier). A decrease in employment was ob-
served both in agriculture and industry. As re-
gards the educational level, people with vocational
training dominated the structure of redundancy in
the first quarter of 2009. Over the recent years
unemployed persons with vocational training have
easily found jobs, as evidenced by the compara-
tively low length of unemployment in this group.
This suggests that if labour demand recovers, the
probability for these people to find jobs is com-
paratively high.

In the context of lower labour demand, unem-
ployment rose insignificantly on an annual basis to
6.3 per cent in the first six months of 2009, from
6.1 per cent a year earlier. Part of the persons
dismissed due to the economic crisis did not start
to actively look for a job, hence they were not
registered as unemployed. Demand for additional
labour resources by enterprises also dropped as
a result of reduced production activity. This is an
additional reason for working-age persons to post-
pone their participation in the labour market in
expectation of better conditions.

Another factor behind comparatively slow
changes in the level of unemployment is the de-
creased number of first-time job seekers. In the
first half of 2009 they were 27,000 less than in the
previous year. Lower flows of unemployed seeking
first-time employment partially offset the effect of
redundancy due to the economic crisis. The net
effect was an increase in the total number of un-
employed by 8.8 thousand on an annual basis
(unemployed with previous work experience rose
by 35 thousand people).

The downward trend in first-time jobseekers was
a feature of the last three years. The main reason
behind this is the change in the demographic
structure (ageing population) and the resulting
decrease in working-age persons. The 15−24 age
group contributed most to the decrease in work-
ing-age persons. For instance, at the end of 2008
their number decreased by 30,000 on the end of
2007. At the same time, this group comprised the
most significant part of first-time jobseekers
(around 60 per cent).

The Employment Agency data on the number of
registered unemployed persons show a significant
worsening in labour market conditions compared
with the Labour Force Survey data. Since the be-
ginning of 2008 unemployment has increased
steadily to reach 7.88 per cent in August. Higher
unemployment in the first eight months of 2009 is
due to the newly registered unemployed. This flow
increased by over 64 per cent on the January to
August 2008 period. The vacancy ratio10 rose by
approximately 5.3 percentage points in the first
eight months of 2009 which indicates no serious
difficulties in filling vacancies.

Sources of Employment Growth
(%, percentage points on the corresponding period of previous year)

Source: NSI − Labour Force Survey.
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In the first half of 2009 the consolidated fiscal programme balance was positive but the monthly deficit accumulation
which started since April led to a negative balance of BGN 478.8 million between January and August. More conserva-
tive public expenditure policy announced by the new government will limit the deficit to less than 1 per cent of GDP.
Hence, achieving a balanced budget is a realistic goal. Throughout 2009 and in early 2010 this will be the fiscal policy
priority.

Real Consumer Demand Dynamics (Quarterly)
(percentage growth in real terms on corresponding period of previous year)

2 0 0 72 0 0 72 0 0 72 0 0 72 0 0 7 2 0 0 82 0 0 82 0 0 82 0 0 82 0 0 8 2 0 0 92 0 0 92 0 0 92 0 0 92 0 0 9

IIIII I II II II II I I I II I II I II I II I I I VI VI VI VI V IIIII I II II II II I I I II I II I II I II I I I VI VI VI VI V IIIII I II II II II I

Consumer spending per household member 10.6 12.0 8.9 6.5 6.7 1.8 1.7 -0.7 0.1 -0.1
Retail sales 18.4 18.8 13.8 14.5 11.2 7.8 4.4 -1.7 -9.4 -14.6
Income from retail trade 23.4 21.1 17.2 15.7 7.8 5.3 2.2 -1.2 -5.6 -10.1
incl.
   Food, drink, tobacco 17.8 18.2 11.9 10.0 4.6 0.0 2.4 4.6 3.3 2.5
   Universal stores offering varied goods 38.9 34.2 32.2 35.7 11.9 13.6 8.1 3.8 -4.4 -11.5
   Automobile fuels and lubricants 17.7 14.1 6.8 2.8 3.4 4.0 0.8 -5.9 -8.3 -13.3
   Pharmaceutical and medical goods, cosmetics and toiletries 10.2 8.7 12.7 10.6 11.8 7.8 5.0 5.6 1.4 -1.1
   Textile, clothing, footwear and leather 22.1 15.0 23.7 23.7 22.9 13.1 2.3 0.1 -5.0 -8.4
   Household goods and home appliances 40.3 38.6 34.0 31.5 10.2 5.8 1.3 -1.7 -8.1 -16.9
   Computers and communication equipment 32.6 23.8 21.4 24.2 13.2 12.2 3.8 -4.5 -15.0 -17.6
   Out of stores 12.0 12.8 11.2 11.4 0.0 -1.6 0.7 -1.5 -4.6 -4.4
Trade in automobiles and repairs 37.7 36.1 34.6 34.4 22.6 13.5 10.5 -4.6 -31.1 -38.1

Source: NSI Household Budgets and Domestic Trade Survey.

Government Finance and Consumption

Between January and June 2009 the cash bal-
ance on the consolidated fiscal programme re-
mained positive and came to BGN 177.9 million
(0.3 per cent of the year’s projected GDP).
Compared with the same period of the prior
year, the surplus dropped by BGN 3599.6 mil-
lion (or 95.3 per cent). This significant decline
was due to decreases in total revenue and
grants (by 7.7 per cent) coupled with the total
expenditure growth (24.6 per cent).

The revenue side of the consolidated budget
reacted to the slowing economic activity, with
tax revenue falling on an annual basis by 9.3
per cent. Decreases in corporate tax (by 20.8
per cent) and in value added tax (by 21.3 per
cent) had the most significant contribution to the
drop. In individual quarters, the annual decrease
in revenue deepened both in corporate tax (from
13.5 per cent in the first quarter to 31.5 per
cent in the second quarter) and in value added
tax (from 13.3 per cent in the first quarter to
28.5 per cent in the second quarter).

Consolidated budget expenditure dynamics
reflected mostly discretionary economic policy
decisions, rather than the business cycle.
Growth in wages and compensation (17.9 per

cent), maintenance (11.6 per cent), social and
health insurance payments (20.9 per cent) and
capital expenditure (72.6 per cent) had the most
significant contribution to non-interest expenditure
growth. In individual quarters, the annual growth
in expenditure accelerated, particularly in social
and health insurance payments (from 15.6 per
cent in the first quarter to 26.1 per cent in the
second quarter) and in capital expenditure (from
32.8 per cent in the first quarter to 100.2 per cent
in the second quarter).

After the middle of 2009 downward trends in
revenue and upward trends in expenditure contin-
ued which led to an accumulated deficit of BGN
478.8 million (0.7 per cent of projected 2009
GDP) by the end of August. Also of note is the
acceleration in the decline rate of total revenue
and grants to 11 per cent on an annual basis in
the first eight months, while the growth rate in
total expenditure slowed down a little to 21.9 per
cent compared with the first half of the year.

Expectations until the end of 2009 are associated
with implementation of the more conservative policy
of public expenditure announced by the new gov-
ernment, particularly as regard capital expenses
and those related to the government administration,
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along with the measures for improving tax
collectibility, strengthening customs control and
preventing VAT fraud. As a result, the annual
growth rate of expenditure will slow down to reach
between 3 per cent and 4 per cent for 2009 and
the decline in revenue will be no more than 7 per
cent on an annual basis by end-December. After
six consecutive years in which a surplus was re-
ported, the consolidated fiscal programme may
end the year with a deficit which will not exceed 1
per cent of GDP according to the most conserva-
tive projection. Actually, balancing of the budget is
realistically to be expected. The forecast for 2010
supports the possibility of a balanced consolidated
budget on a cash basis which is also the
government’s goal for the coming year.

In the first half of 2009 government final con-
sumption expenditure had an insignificant contri-
bution (-0.09 percentage points) to GDP declines
on an annual basis and collective consumption
reported a positive contribution (0.41 percentage
points). In 2009 total government consumption is
expected to undergo a real annual decline be-
tween 4 per cent and 5 per cent as a result of
the restrictive fiscal policy in the second half of
the year. Thus, its contribution to the projected
negative growth in real GDP will be below -1 per-
centage point. Therefore, despite the fact that this
contribution in absolute terms will be significantly
lower than the contribution of declines in private
consumption, gross fixed capital formation and
changes in inventories, the government expendi-
ture dynamics in 2009 will not successfully com-
pensate the reduced domestic private demand. In
the first months of the coming year government
consumption will continue to decrease in real
terms on an annual basis, but its contribution to
2010 real GDP growth will be close to zero.

Contribution of the Growth in Government Final
Consumption Expenditure and Collective Consumption
to Economic Growth (Quarterly)
(%)

Sources: NSI, BNB.

Primary Balance (Quarterly)
(share of GDP for the quarter, %)

Sources: MF, BNB.

Contribution of Major Tax Groups Growth to Tax Revenue
Growth under the Consolidated Fiscal Programme
(Quarterly)
(%)

Sources: MF, BNB.

Contribution of the Growth in Major Groups of Current
Non-interest Expenditure to Total Growth (Quarterly)
(%)

Sources: MF, BNB.
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Economic Cycle and Budget Revenue

Over the January to August period the consolidated fiscal programme registered a BGN 479 million deficit against a
BGN 4632 million surplus for the respective period of the previous year. The negative balance for the first eight months
of 2009 resulted both from the decline in total revenue and grants on an annual basis by 11 per cent and from the annual
growth of total expenditure (including the contribution to the EU budget) by 21.9 per cent.

With a view to assessing the fiscal policy developments properly, the analysis of government revenue and expendi-
ture should take into account the role of the economic cycle. Three groups of factors affecting budget revenue and
expenditure may be outlined. They are related with: the automatic effects of the economic cycle, the measures with a
one-off or temporary effect on the budget and the economic developments reflecting the potential of the economy. The
current analysis aims to evaluate the cyclical component of tax revenue and social and health insurance contributions
which are influenced by the business cycle to a larger extent than non-tax revenue and budget expenditure. In 2008 tax
revenue and social and health insurance contributions comprised over 80 per cent of total revenue and grants in the
consolidated budget and the purpose of the presented assessment is to show the constraints that the economic cycle
might place on public finance management.

The business cycle impacts four revenue categories: indirect taxes, profit taxes, income tax for individuals and social
and health insurance contributions. For a more precise reporting of these revenue items' cyclical component, that part of
them which is paid by the government should be subtracted from their total sum.

The cyclical component of the budget nominal revenue has been derived from the above-outlined four categories by
the use of the leading principle in the ESCB methodology,* computing the deviations from the trend in the respective for
each revenue category tax basis. The following general formula describes this:

                              Bc
j = B j . εεεεε       . νννννc

j ,

where B j is the respective budget category with a cyclical component Bc
j, εεεεε        is the elasticity against the base, while

νννννc
j  is the percentage deviation of the base V j from its trend V j* in real terms (νννννc

j = (V j - V j*)/V j*).

Private consumption serves as a base for indirect taxation, gross operating surplus is the base for calculating profit
taxes, while compensation of employees in the private sector is taken as a base for the income tax for individuals and
social and health insurance contributions. Profit taxes are assumed to be dependent on the base both in the past
period (for which taxes are paid in the present year) and in the current period (for which advance payments are made).
The elasticity vis-à-vis the respective tax bases, including the overall elasticity of profit taxes, is taken for a unit. Tax
base trends are calculated by means of a HP bandpass filter (λ λ λ λ λ = 30, annual data), using BNB forecasts till 2012 and
subsequent additional forecasts till 2015 with a view to minimizing the end-of-sample bias.

The main advantage of the method used for revenue cyclical component assessment is that it records the deviation
of the major tax bases from the trend; their dynamics may differ substantially from the potential GDP dynamics. This is
of great importance for an economy characterized by long-term changes in the GDP structure, and is crucial in times
of declines in economic growth when contractions in consumption, compensations of employees, net exports and
investment are very uneven.

Under these conditions, the 2009 projections point to lower receipts from tax revenues and social and health insur-
ance contributions in the consolidated budget (by over BGN 1.2 billion) compared with 2008 due only to the reversal
in the economic cycle. This comprises 1.9 per cent of the projected GDP for the present year. According to the esti-
mation, in 2010 as a result of the business cycle's impact the receipts in the consolidated budget will be lower by over
BGN 500 million compared with 2009: 0.8 per cent of the projected GDP for 2010.

The presented analysis gives grounds to conclude that the economic recession puts constraints on the rises in bud-
get revenue. Therefore, the downward economic cycle entails additional optimization of budget expenditure with a view
to preserving the strict fiscal discipline.

(continued)

* Bouthevillain, C., Cour-Thimann, P., Van den Dool, G., De Cos, P.H., Langenus, G., Mohr, M., Momigliano, S. и Tujula, M. (2001) “Cyclically Ad-
justed Budget Balances: An Alternative Approach”, ECB Working Paper No 77.
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External demand continued to be weak also in the first six months of 2009 but Bulgarian exporters’ capacity slightly
improved on a chain basis. The services sector remained less affected by the external negative shock. Enterprises
reduced their expenditure with a view to minimize the negative effect of the crisis on their financial performance.

Behaviour of Firms and Competitiveness

Since the beginning of 2009 the enterprises of all
economic sectors in Bulgaria have experienced
difficulties due to the contracted external and do-
mestic demand. Goods exports dramatically de-
clined already in the second half of 2008 which
affected directly export-oriented industrial enter-
prises. For the eight months since the beginning of
the year industrial export sales fell nominally by 30
per cent on an annual basis. Negative declines
gradually slowed down from -36.5 per cent in the
first quarter to -26.2 per cent on average in the
following five months. Over the review period a
gradual recovery was reported on a chain basis
compared with the end of 2008. Between April and
August the chain change in industrial exports out-
stripped the usual dynamics over the recent years
(see data on page 35). In the second quarter con-
sumer goods exports had the major contribution to
the gradual recovery in industrial exports on a
chain basis. Notwithstanding the moderate im-
provement in export sales, the total industrial turn-
over continued to worsen on an annual basis due
to declines in domestic market sales. Over the first
eight months of 2009 the industrial turnover in Bul-
garia fell by 17.1 per cent on an annual basis. By
contrast to export sales, declines in domestic de-
mand further deepened, with domestic market turn-

Cyclical Deviations in Tax Revenue*
(million BGN)

Sources: MF, BNB and own calculations.

(continued)

* BNB projections for 2009 and 2010.

over falling from -3.8 per cent in January to -26.4
per cent in August.

Industrial Sales Growth
(% on corresponding quarter of previous year)

Sources: NSI, BNB.

Business Climate in Industry
(balance of opinions)

Source: NSI.

In line with expectations, at least during the first
three years following the economic growth recovery
net exports will have a greater contribution to growth
than domestic demand. The growth structure,
changed vis-à-vis the period till 2009, would also im-
ply relatively lower receipts from indirect taxes. This
makes it necessary for the efforts to be channelled to
improving the collection of the consolidated govern-
ment budget revenue and enhancing the efficiency
and quality of its expenditure.
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Market Concentration Index (HHI)
(%, chain increases, 3-month moving average)

Sources: NSI, BNB.

The gradual spread of the negative external
shock in all industrial sectors was expected. Al-
most one-fourth of the goods produced by manu-
facturing are used for intermediate consumption
within this sector. This intra-industry linkage further
intensified and prolonged the initial negative
shock in manufacturing. In addition to this, the
overall economic environment deterioration led to
lower demand for raw materials, consumer and
investment goods in the domestic market. Domes-
tic market sales of intermediate industrial and in-
vestment goods registered the most sizeable de-
clines on an annual basis. Consumer goods en-
terprises were affected less hard.

Value added in manufacturing decreased by
12.7 per cent in the first half of 2009, while the
real drop slowed down in the second quarter to
8.4 per cent on an annual basis. Limited negative
growth was mainly due to the increased cost effi-
ciency rather than the improved demand for final
production of this industry which fell by 18.4 per
cent and 24.3 per cent respectively over the first
and second quarters. Lower intermediate goods
prices also contributed to cost competitiveness.
The intermediate consumption deflator was nega-
tive in the first half of the year, while the gross
output deflator was retained at its average 2008
levels. As a result, the value added deflator in-
creased, contributing to nominal value added
growth of 4.1 per cent in the first half of the year.

The 6 per cent employment decline and re-
tained compensation per employee at previous
year’s levels allow for the real unit labour costs to
decrease by 8.9 per cent and the gross operating
surplus to rise in nominal terms by around 20 per
cent. These indicators show that the lower de-
mand effect is limited by lower material and
labour expenditure.

Industrial managers’ assessments matched the
above trends in industry’s development. A partial
recovery in assessments on the current produc-
tion activity and new orders inflows was reported.
Managers’ expectations of the future production
activity and business situation, as well as of ex-
port developments remained at comparatively low
levels. The prevailing pessimistic expectations in
industry are likely to be affected by higher uncer-
tainty around the future economic development.
Since early 2009 over half of the enterprises have
pointed to the uncertain economic environment as
a main impediment to their business development.
This factor will negatively affect demand for in-
vestment and intermediate consumption goods
over the following months.

The increased uncertainty and lower utilization
of available production capacities limited the in-
vestment activity in industry. In the first six
months expenditure on acquiring fixed assets fell
nominally by 11.7 per cent on an annual basis.
Second quarter’s investment posted a much lower
annual decrease of -6.6 per cent vis-à-vis a 17.1
per cent decline in the first quarter.

The sectors outside manufacturing were affected
by the reduced domestic demand. The main
channels of impact include the more conservative
credit policy pursued by the banks, weaker for-
eign investment inflows and heightened uncer-
tainty.

Construction activity in the first half of 2009
posted lower annual growth, with value added
decreasing by 4.4 per cent in real terms. Con-
struction output demand was limited by lower fi-
nancing flows and economic agents’ cautiousness
in investing during the uncertain conditions around
their future performance.

New housing loans extended over the review
period accounted for one-third of the new loans a
year earlier. By month, the volume of extended
loans has remained relatively unchanged since
the beginning of the year, which suggests no fur-
ther deepening in the decline. Trends observed in
foreign direct investment to the real estate sector
were similar to those in housing lending.

Construction value added declines moderated
on an annual basis: from 6.1 per cent in the first
quarter to 3 per cent in the second quarter of
2009. The moderate decrease between April and
June was mostly due to the improved cost effi-
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ciency in this industry, rather than to revival in
demand. The gross output volume continued to
decrease: -5.1 per cent and -6.9 per cent for the
first and second quarters respectively. Preliminary
data on construction output in July and August
reveal an annual fall in construction activity by
14.5 per cent and 17 per cent respectively.

Entrepreneurs’ sentiment in construction re-
mained pessimistic, supporting the expectations of
lower construction activity in the following periods.
Expectations of enterprises’ business situation and
financial performance have continued to worsen
since the beginning of the year along with dete-
riorated assessments of the level of orders after
the significant drop at the end of 2008.

Financial intermediation slowed down signifi-
cantly in the first half of the year, driven by higher
uncertainty and more conservative credit policy of
the banks. The annual value added growth in the
first six months was 11.6 per cent against an av-
erage of 30 per cent in the previous years. Over
the second quarter growth on an annual basis
decreased significantly to 1.4 per cent (22.2 per
cent in the first quarter).

Financing flows into this sector also decreased.
In the first seven months of the year the banking
sector which is the dominant part of the financial
sector made net repayments on external debt.
Over the review period external indebtedness fell
by EUR 812.9 million (in the same period of 2008
external debt increased by EUR 2061 million).
Foreign direct investment flows to the sector de-
creased by almost one-third, still remaining posi-
tive at EUR 490 million.

Gross operating surplus in the sector fell nomi-
nally by 5.1 per cent in the first half of 2009 after
rising at accelerated rates in seven consecutive
years. Lower profitability of the financial sector
resulted from higher prices of the available financ-
ing since the end of 2008 due to the global finan-
cial crisis. As a result, growth in the intermediate
consumption deflator exceeded final output defla-
tor dynamics in this sector which led to a 1.2 per
cent decline in the nominal value added over the
first half of 2009.

In the first six months of 2009 value added
growth in the real estate operations and business
services sector remained high at 7.1 per cent in
real terms. According to the data in the Supply
and Use, 2005 table, value added in the real es-

tate operations sector exceeded four times that in
other business services sector, hence it was the
key factor for the overall dynamics of the real
estate operations and business services sector.
Positive growth retention suggests that the nega-
tive effect of lower demand in the real estate mar-
ket was largely seen in construction rather than in
the real estate operations’ firms which continued
to develop their intermediation activity. Data about
expenditure on acquiring fixed assets in real es-
tate suggest that positive trends were retained
until the middle of the current year.

Reflecting lower demand in trade, real value
added growth in this sector became negative (-6
per cent in the first half of 2009). However, value
added continued to rise nominally by 2 per cent
for the first half of the year. Faster growth in the
gross output deflator vis-à-vis the price index of
intermediate consumption costs suggests that
firms in this sector retained and even increased
the margin over the cost of sold goods.

Similar to construction, value added in trade
over the second quarter decreased less signifi-
cantly on an annual basis thanks to the improved
cost efficiency. However, gross output decline
further deepened matching the trends in eco-
nomic data on trade sales receipts.

Trade managers’ assessments and expectations
have remained on the downside since early 2009.
In September an improvement in sales was re-
ported along with optimism over future sales. This
initial positive signal supports expectations of a
partial recovery of consumer demand at the end
of 2009 and in the beginning of 2010.

The overall decline in economic activity in Bul-
garia affected unfavourably the industries provid-
ing resources for the other economic sectors. This
applies most significantly to the transportation and
communications and energy sectors.

In the first quarter transportation enterprises
were forced to cut the prices of services in re-
sponse to the lower demand. In the next three
months value added decreased by 9.3 per cent
due to the same reason.

Value added in the electricity, gas and water
sector fell by 1.3 per cent in the first half of the
year and by 2.8 per cent in the second quarter.
This decline is largely a result of the worsened
cost efficiency since intermediate consumption
outstripped gross output dynamics. Probably, this
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reflects a certain fixed component in expenditure
which contributed to decrease efficiency amid
lower utilization of production capacities.

The above trends in individual economic sectors
show that the primary shock on the economy is
mainly in terms of lower external demand. This
decline affected most significantly export oriented
industries where the recovery has been compara-
tively slow so far. The other economic sectors
reacted with a certain lag. Weaker domestic de-
mand is mainly explained by the increased uncer-
tainty, lower financing flows and existent inter-
industry links.

Non-financial corporations reacted to lower de-
mand and deteriorated expectations by flexibly
reducing expenditure. Lower expenditure on raw
materials, commodities and energy sources im-
proved cost competitiveness and allowed for main-
taining positive growth of the value added deflator
at almost unchanged prices of gross output. In
addition to the price effect, corporations managed
to improve gradually the efficiency of other expen-
diture. The value added to gross output ratio in-
creased from 35 per cent at the end of 2008 to
38 per cent in the second quarter of 2009. Higher
efficiency is probably due to closing of ineffective
operations in enterprises or to terminating the activ-
ity of low efficiency enterprises. These trends are
most clearly seen in manufacturing, with most sub-
industries being affected. Value added in this sec-
tor fell in real terms by 12.7 per cent in first six
months, while the volume of gross output con-
tracted by 21.6 per cent. In addition, value added
of industrial enterprises rose nominally by 4.1 per
cent in the first six months of the year.

An important factor behind the retention of en-
terprises’ competitiveness is the possibility for
reducing labour costs through limiting labour re-
muneration and reducing employed persons.

The nominal growth rate of wages in economy
slowed down to 13 per cent in the first half of
2009, still remaining comparatively high. The 9
per cent rise in the minimum wage and over 20
per cent increase in minimum social security
thresholds since early 2009 contributed to rela-
tively slight adjustments in wages. In addition,
gross operating surplus in economy increased by
3.2 per cent on the first six months of 2008 which
suggests that overall financial performance of en-
terprises remains relatively good and no dramatic
cuts in labour costs are required.

The structure of changes in employment by oc-
cupational class in the first quarter shows that
adjustments are primarily made by dismissing
lower class employees and retaining more experi-
enced personnel. On the one hand, this helps
preserve the firm-specific human capital. On the
other hand, professional classes are closely re-
lated to the levels of the minimum insurance
thresholds. Thus, preserving more experienced
employees probably contributes to increasing the
average wage in enterprises.

Average wage dynamics by sector was diver-
gent. In mining and quarring and in manufacturing
which were most severely affected by the eco-
nomic crisis, labour productivity decreased by 7
per cent and 21 per cent respectively. Declines in
total labour costs in these industries were
achieved by lay-offs, and compensation per em-
ployee remained unchanged in the first six
months of 2009 compared with the levels of the
same period of 2008. Lower expenditure on com-
modities and materials supports cost competitive-
ness. As a result, nominal unit labour costs rose
by 8.7 per cent in the first half of 2009, whereas
real unit labour costs fell by 8.9 per cent on an
annual basis.

Although slowing on the previous year, trends in
employment and labour productivity in services
remained positive, with employed increasing by
0.2 per cent and labour productivity picking up
1.6 per cent. This allows for retaining high annual
growth in wages in this industry. The moderation
over the first half of the year suggests that in the
coming quarters an additional adjustment in
wages is quite possible.

Due to maintaining positive dynamics in wages
in the context of lower economic activity, unit
labour costs in economy for the first six months
rose by 15.1 per cent in nominal terms and by
7.2 per cent in real terms. By sector, the most
significant positive contribution was reported by
the dominant state owned sectors and trade, re-
flecting higher growth rates in wages. In the first
half of 2009 wage costs per employee in public
services and trade rose by 23 per cent and 12
per cent respectively. Manufacturing contributed
most significantly to limiting real unit labour costs.
Given the relatively low share of labour costs in
value added and comparatively stable financial
performance of firms, wage adjustments due to
the economic crisis were less pronounced over
the review period.
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Unit Labour Cost (Quarterly)
(2000 = 100)

Total for the Economy Manufacturing

Construction Electricity, Gas and Water Supply

Trade Transport and Communications

Financial Intermediation Real Estate Operations

Hotels and Restorants Public Services

Note: The methodology of computing unit labour costs has been changed and complies with ECB methodology. Nominal unit labour costs are computed as a ratio of compensation per
employee and labour productivity (real value) per employee. Real unit labour costs are computed using the same formula but labour productivity per employee is based on nominal value
added.

Sources: NSI, BNB.
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In the fourth quarter of 2009 and first quarter of 2010 the negative growth sales of exports and imports are expected to
slow down. Imports will continue to decline faster than exports, hence the trade deficit will further improve.

11 The analysis presented in this section employs data on exports and
imports in nominal terms in euro.

Exports and Imports of Goods

Due to the ongoing global economic crisis in
EU countries, our major trade partner, a dramatic
slowdown in foreign trade flows to Bulgaria was
registered in the first seven months of 2009.11

Export growth was negative at -30.6 per cent on
the first seven months of 2008, while imports reg-
istered a 35.1 per cent decrease.

This trend was sustained in August and, ac-
cording to preliminary data, exports fell by 29.9
per cent and imports by 34.9 per cent.

With a view to the current improvement of the
international environment and the expected slow
recovery of world and EU economy, exports and
imports will sustain their negative growth over the
projection horizon, before starting to gradually
recover as a result of the slight reduction in exter-
nal and domestic demand and of international
prices which are even expected to start moving
up in the first quarter of 2010.

In the first seven months of 2009 exports and
imports of mineral products and fuels, and raw
materials reported the strongest decrease. The
mineral product and fuel group traditionally shows
a procyclical pattern. In the raw material group,
exports fell due to external demand contraction
and price decreases, while the import fall was
driven by both lower prices and reduced domes-
tic demand and exports of investment and con-
sumer goods.

Over the January to July 2009 period energy
resources and investment goods contributed most
(by -16.6 and -13.2 percentage points respectively)
to trade deficit growth (by EUR 2.18 billion). Im-
ports of the first group went down, with the overall
decline exceeding that of exports. In the group of
energy resources, imports also contracted, but the
overall decline was 4 percentage points lower than
that of exports. The most pronounced drop in the
imports and exports of both groups was recorded
by machines, vehicles and appliances, spare parts
and fuel and natural gas due to the simultaneous
reduction of output and investment activity in Bul-
garia and in EU Member States.

Dynamics of Exports and Imports
(million EUR)

Source: BNB.

Between January and July 2009 all groups ex-
cluding animal and plant products, foods, drink
and tobacco contributed to the negative growth
of exports, with the dynamics of base metals
(-11.4 percentage points), mineral products and
fuels (-7.6 percentage points), machines, trans-
portation vehicles and appliances (-3.2 percent-
age points) and textile, clothing and footwear
(-2.3 percentage points) contributing most to this.

Between January and July 2009 base metal ex-
port revenues amounted to EUR 1112.7 million,
down 51.9 per cent on the corresponding period of
2008. The group’s major negative contribution to
the total export dynamics was registered by cop-
per (-5.7 percentage points) and iron and steel
(-3.5 percentage points) due to lower international
prices and weaker external demand. Base metal
exports over the projection horizon are expected to
sustain their downward trend, although at a slower
pace, reflecting the lower drop in external demand
and the stabilisation or even rise in international
prices in the first quarter of 2010.

Exports of Base Metals
(million EUR)

Source: BNB.
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Revenue from exports of mineral products and
fuels went down by EUR 778.4 million (47.3 per
cent). Negative developments were reported under
all major items in the group, with fuels contributing
most significantly to these developments (-7.2 per-
centage points) owing to lower prices and external
demand contraction. Due to the strong procyclical
dynamics of mineral product and fuel exports, our
expectations for the four quarter of 2009 and the
first quarter of 2010 are for retaining the downward
trend, albeit at lower rates, due to the improved
international environment.

Exports of Mineral Products and Fuels
(million EUR)

Source: BNB.

Receipts from exports of machines, transporta-
tion vehicles and appliances went down by EUR
349.3 million (20.9 per cent). All items in this
group, excluding transportation vehicles, had a
negative contribution, with that of nuclear reactors,
boilers, machines, appliances and machinery (-2.1
percentage points) being the most sizable. Over
the projection horizon the negative growth of this
group is expected to be retained, albeit moderat-
ing, due to the expected quick recovery of output
activity in the EU Member States.

Exports of Machines, Transportation Vehicles
and Appliances
(million EUR)

Source: BNB.

Between January and July 2009 revenue from
textile exports decreased by EUR 242.1 million
(16.8 per cent) compared with the same period of
2008, with the decrease in clothing exports (a
contribution of -1.0 percentage points) having the
strongest impact. Over the projected period the
downward trend which had started since early
2007 and continued throughout 2008 and in the
first seven months of 2009 is expected to be sus-
tained due to restructuring in this industry and the
worsened external environment.

Exports of Textile, Clothing and Footwear
(million EUR)

Source: BNB.

The group of animal and plant products, food,
drink and tobacco is the only group reporting a
positive contribution to overall exports between
January and July 2009. Their revenue rose by
EUR 59.7 million (6.2 per cent), with tobacco (0.4
percentage points) and sugar (0.2 percentage
points) contributing most significantly, driven by
good harvest and strong competitive positions.
This trend is expected to continue over the pro-
jection horizon, with the risks on the downside
stemming from the uncertainty in agricultural yield
projections.

Exports of Animal and Plant Products, Food,
Drinks and Tobacco
(million EUR)

Source: BNB.
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Contribution of Commodity Groups to Trade Growth,
January − June 2009

            Exports          Imports

growth, contribution, growth, contribution,
% p.p. % p.p.

Consumer goods -7.2 -1.6 -17.9 -2.9
Raw materials -36.2 -16.4 -38.3 -13.2
Investment goods -28.7 -4.8 -34.5 -9.3
Energy resources -48.1 -7.8 -43.8 -9.9
Growth, total -30.6-30.6-30.6-30.6-30.6 -35.1-35.1-35.1-35.1-35.1

Source: BNB.

Imports (CIF) reached EUR 9759.9 million in the
January to July 2009 period: a nominal decrease
of EUR 5289.8 million (35.1 per cent) on the re-
spective period of the prior year. In the structure
of imports by use, raw materials registered the
highest negative contribution (-13.2 percentage
points), followed by mineral products and fuels
(-9.9 percentage points) and investment goods
(-9.3 percentage points), reflecting the lower pro-
duction and investment activity in Bulgaria.

In the first seven months of 2009 payments on
imports of raw materials came to EUR 3205.8 mil-
lion, down 38.3 per cent. All items in this group
reported declines, with iron and steel (-3.6 per-
centage points) and ores (-1.9 percentage points)
having the major negative contributions due to
lower prices and output activity contraction.

Imports of Raw Materials
(million EUR)

Source: BNB.

Investment goods imports fell by 34.5 per cent
between January and July 2009; these products
ranked second in imports (after raw materials) with
a share of 27 per cent. Their value reached EUR
2657.2 million. As a result of the lower investment
activity in Bulgaria, all items in this group saw
negative growth, with transportation vehicles con-
tributing most significantly to these developments
(-3.9 percentage points) followed by machines and
equipment (-3.0 percentage points).

 In the fourth quarter of 2009 and in the first
quarter of 2010 the downward trend observed in
raw materials and investment goods is expected
to be sustained but to slightly moderate due to
the lower decline in investment and consumer
demand and to the expected rise in the prices of
raw materials in the first quarter of 2010.

Imports of Investment Goods
(million EUR)

Source: BNB.

Between January and July 2009 payments on
imports of mineral products and fuels came to
EUR 1905.7 million, down 43.8 per cent. All items
reported negative growth, with fuels (-8.7 percent-
age points) and natural gas (-8.1 percentage
points) registering major negative contributions. As
regards mineral products and fuels imports, the
decline in their nominal growth rates recorded over
the first seven months of 2009 is expected to con-
tinue, albeit at a lower pace, reflecting reduced
domestic demand and higher oil prices.

Imports of Energy Resources
(million EUR)

Source: BNB.

Between January and July 2009 imports of con-
sumer goods went down by EUR 430 million (17.9
per cent) on the same period of the prior year,
with their value reaching EUR 1986.6 million. All
items in this group, excluding food, drink and
tobacco products and medicines and cosmetics,
reported negative growth. Automobiles and furni-
ture had the most significant negative contribu-
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tions (-1.5 and -1.0 percentage points respec-
tively) which is consistent with our expectations of
declines in demand for durables and postpone-
ment of such purchases. The downward trend in
consumer goods imports is expected to be sus-
tained in the projection horizon, although moderat-
ing as a result of the lower contraction in final
consumer demand.

Imports of Consumer Goods
(million EUR)

Source: BNB.

According to preliminary data, Bulgaria’s exports
to other EU Member States between January and
July 2009 dropped by 24.3 per cent, while ex-
ports to non-EU countries decreased by 39.9 per
cent. Goods imported from the Community went
down by 30.3 per cent, while those from third
countries by 40 per cent.

In the context of the plunge in global trade and
economic activity observed in Bulgaria’s major
partner-countries, the market share of Bulgarian
goods in total imports of Community Member
States reached 0.58 per cent in the January to
July 2009 period (on an annual basis) against
0.59 per cent a year earlier. This market share is
expected to be retained or even to increase
slightly over the projection horizon.
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4. Inflation

The annual inflation rate is expected to remain at a low level in the fourth quarter of 2009 and first quarter of 2010.
Fuel prices will begin to exert a slight pro-inflationary pressure at the end of the current year and the beginning of the
next year. No inflationary pressure on the part of domestic demand is anticipated.

The clearly outlined downward inflation trend
that occurred during the second half of 2008 was
sustained in the first nine months of 2009, with
the harmonized consumer price index posting a
0.2 per cent increase in September on the same
period of the prior year.

The main factors behind inflation dynamics
since the year start were the falls in international
prices of major food commodities and energy re-
sources reflecting the dramatic slowdown in eco-
nomic activity worldwide. Good harvests in Bul-
garia during 2008 also underpinned the down-
ward trend in food prices. These developments
reflected in the decline in the deflator of goods
and services imports by 13 per cent on an annual
basis during the second quarter (during the last
quarter of 2008 its level was close to that of end-
2007), as well as in the downward dynamics of
producer prices on the domestic market which in
August were lower by 9.8 per cent on the same
month of the previous year. A base effect trig-
gered by the strong consumer price rises in 2008
also added to the general moderation in inflation
during the current year.

Harmonized Index of Consumer Prices
(inflation on corresponding month of previous year, %)

Source: NSI.

The considerable reduction in the inflationary
pressure in Bulgaria can be seen in the data on
accumulated inflation which has come to 1 per
cent since early 2009 (September 2009 on De-
cember 2008), averaging 0.1 per cent on a
monthly basis.  Over the first nine months of the
year inflation reached 0.3 per cent, excluding the
contribution of tobacco prices which rose by 24
per cent due to the higher excise duty in 2009.
Services and fuels prices contributed positively to
it, while foods and industrial goods had a nega-
tive contribution.

Inflation Rate on the Corresponding Month of Previous
Year and Contribution of Main Goods and Services
Groups*
(on corresponding month of previous year, %)

* This structure corresponds to the Eurostat classification; tobacco
products and goods and services with administratively controlled prices
are presented separately.

Sources: NSI, BNB.

Between December 2008 and September 2009
the diffusion index12 displayed a trend towards an
increase in the share of those groups of repre-
sentative goods whose prices were falling. A
more detailed analysis shows that during the
same period deflation was observed mainly in

12 The diffusion index is the relative share of the classes with monthly
deflation in the harmonized index of consumer prices structure accord-
ing to COICOP. The COICOP, the Classification of Individual Consump-
tion by Purpose, is hierarchic and comprises three levels: division,
group and class. The HICP includes all classes with a weight over one-
thousandth of the overall weight; their total number is 97.
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Diffusion Indices
(%)

20042004200420042004 20052005200520052005 20062006200620062006 20072007200720072007 20082008200820082008
2 0 0 82 0 0 82 0 0 82 0 0 82 0 0 8 20092009200920092009

IIIII I II II II II I I I II I II I II I II I I I VI VI VI VI V IIIII I II II II II I I I II I II I II I II I I

Relative share of the groups
with monthly inflation higher than 0.1 per cent 35 47 47 61 65 70 64 67 58 53 39 39
Relative share of the groups
with monthly deflation 31 21 21 14 13 11 13 13 16 23 31 32
Relative share of the groups
with unchanged prices 34 32 32 25 22 19 23 20 26 24 30 29

Note: The diffusion index is calculated on the level of classes in the structure of the Harmonized Index of Consumer Prices according to COICOP.

Sources: NSI, BNB.

fuels, foods and administratively controlled prices.
In part, these deflation processes in individual
groups of goods and services were prompted by
a base effect − extremely high prices of foods
and fuels in the first half of 2008. This base effect
is gradually subsiding and a break in the deflation
trend of food and fuel prices may be expected till
the year’s end. The data of the September 2009
business situation survey confirmed the assess-
ment that from the fourth quarter of the current
year a slight rise in the prices may be expected.

The trend in the expectations related to retail
trade selling prices of end-2008 points to a de-
crease in the share of enterprises planning price
falls; in September a certain shift of expectations
towards price rises was observed.  At present,
due to the relatively high correlation between the
expectations of retail trade selling prices and the
reported overall inflation, these data support the
assessment that the reduction in the prices of

goods in the consumer basket has stopped. In
their assessments of the selling prices for the fol-
lowing three months the managers of the enter-
prises foresee mostly rises in industry. Only in
construction and services expectations of price
falls prevail.

Expectations of Retail Trade Selling Prices
and Reported Inflation
(balance of assessments, %) (%)

Sources: NSI, BNB.

Growth Rate of Major Goods and Services Groups Prices and Their Contribution to Accumulated Inflation

                 January − September                 January − September                 September 2008 −
                 2008                  2009                 September 2009

Inflation (%)                 8.0                1.0              0.2

Inflation rate Contribution, Inflation rate Contribution, Inflation rate Contribution,
by group, % p.p. by group, % p.p. by group, % p.p.

FoodsFoodsFoodsFoodsFoods 4.44.44.44.44.4 1.101.101.101.101.10 -4.0-4.0-4.0-4.0-4.0 -0.97-0.97-0.97-0.97-0.97 -2.7-2.7-2.7-2.7-2.7 -0.62-0.62-0.62-0.62-0.62

  Processed foods 6.4 1.01 -2.8 -0.42 -3.9 -0.58

  Unprocessed foods 0.9 0.09 -5.9 -0.55 -0.4 -0.04

ServicesServicesServicesServicesServices 9.39.39.39.39.3 2.712.712.712.712.71 1.91.91.91.91.9 0.570.570.570.570.57 4.24.24.24.24.2 1.181.181.181.181.18

  Catering services 12.2 1.30 3.5 0.42 6.0 0.66

  Transportation services 16.0 0.81 -1.2 -0.06 -1.3 -0.06

  Telecommunication services -1.0 -0.04 -0.8 -0.03 -1.0 -0.04

  Other services 7.2 0.64 2.7 0.25 7.3 0.62

Energy productsEnergy productsEnergy productsEnergy productsEnergy products 14.514.514.514.514.5 1.251.251.251.251.25 6.16.16.16.16.1 0.460.460.460.460.46 -16.0-16.0-16.0-16.0-16.0 -1.39-1.39-1.39-1.39-1.39

  Transportation fuels 13.8 1.07 7.8 0.44 -17.6 -1.17

Industrial goods 3.83.83.83.83.8 0.660.660.660.660.66 -0.4-0.4-0.4-0.4-0.4 -0.07-0.07-0.07-0.07-0.07 1.21.21.21.21.2 0.190.190.190.190.19

Goods and services with administratively controlled prices 10.910.910.910.910.9 1.781.781.781.781.78 1.81.81.81.81.8 0.290.290.290.290.29 1.11.11.11.11.1 0.170.170.170.170.17

Tobacco products 14.914.914.914.914.9 0.510.510.510.510.51 23.923.923.923.923.9 0.690.690.690.690.69 24.124.124.124.124.1 0.670.670.670.670.67

Sources: BNB, NSI.
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According to the most recent consumer survey
of July 2009 only 1.5 per cent of consumers ex-
pect price reductions during the next twelve
months; hence, there is a relatively low probability
of postponing certain purchases for a future pe-
riod.

The annual inflation rate is expected to remain
at a low positive level in the fourth quarter of
2009 and first quarter of 2010. Due to a base
effect, a decrease in the annual negative fuel
price growth will be observed; this may occur in
food prices as well.  Meanwhile, moderating eco-
nomic activity and lower domestic demand will
continue to push down inflation, especially of non-
foods and certain services.

Food Prices

During the first nine months of 2009 the down-
ward trend in food price dynamics that shaped in
mid-2008 was sustained, with deflation being reg-
istered in the third quarter. The main driver of
these developments was the decline in processed
foods prices resulting from the drop in food com-
modities and products international and domestic
prices, underpinned by a strong base effect as
well. As of September processed foods prices
posted a 3.9 decline on the corresponding month
of the prior year, with plant oils and bread and
cereals having the strongest negative contribution
to this.

Harmonized Price Indices of Foods
(inflation on corresponding month of previous year, %)

Sources: NSI, BNB.

Despite its overall downward trend, unproc-
essed foods price dynamics was characterized by
higher fluctuations affected mainly by fruit and
vegetable price dynamics. In September the
prices of unprocessed foods fell by 0.4 per cent
on an annual basis, with the slowdown in inflation
of meat and meat products playing a key role.

Contribution of Major Groups of Processed Foods
to Annual Inflation
(p.p.)

Sources: NSI, BNB.

Contribution of Major Groups of Unprocessed Foods
to Annual Inflation
(p.p.)

Sources: NSI, BNB.

The annual drop in food prices is expected to
be sustained till the end of the present year and
the start of 2010, and the decline rates are likely
to moderate due to a base effect. Two major fac-
tors will affect food prices: international price dy-
namics and the pricing policy of firms in food
industry and trade.

The most recent data on international price de-
velopments indicate that the overall decline on an
annual basis was retained, although price decline
rates were lower than those in the first months of
the year. Sugar appreciated considerably, while
the substantial depreciation of cereals, meat and
sunflower oil on an annual basis was sustained by
the end of the third quarter (41 per cent, 21 per
cent and 51 per cent respectively).

Concurrently, the present pricing policy of the
firms in trade gives no grounds a full transfer of
the lower prices to consumers to be expected.
For instance, in some foods, such as sunflower oil
and meat, during the last few years, including
2009, a faster increase in end-use prices com-
pared with producer prices was observed. The
analysis by main foods for the 2008 to 2009 pe-
riod shows that the markups between retail and
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wholesale prices were retained or raised. These
developments probably reflect retail trade restruc-
turing stemming from the increased market share
of certain chains and their greater market power
in end-use pricing. The volatile dynamics of fruit
and vegetable prices also brings in some uncer-
tainty concerning food price projections.

Energy Products Prices

The sizable rise in oil prices compared with the
start of the year impacted inflation directly through
energy products prices. Between December 2008
and September 2009 oil spot price went up by
some 70 per cent on average. As a result of the
euro appreciation during the period, the increase
in the price expressed in euro terms was smaller
(some 56 per cent). On an annual basis the fall in
the oil price started to slow down in the third
quarter.

Over the nine months since the beginning of
2009 fuel prices increased by around 8 per cent.
As in the price developments in the other Euro-
pean countries, the price of petrol (which has the
largest weight in the group of fuels in the con-
sumer basket) picked up by some 12 per cent,
while diesel price decreased by 2 per cent.

Harmonized Price Indices of Energy Products
and Transportation Services
(inflation on corresponding month of previous year, %)

Note: Energy products excluding those with controlled prices include
fuels and lubricants for personal transportation vehicles, and solid, fluid
and gaseous fuels for households.

Sources: NSI, BNB.

Diesel depreciation pushed down inflation indi-
rectly: through the prices of transportation ser-
vices for the households and the transportation
costs of the firms. The prices of transportation
services (excluding those with administratively
controlled prices) have been falling since early
2009; in addition, deflation on an annual basis
was reported by this group. The behaviour of the
firms in the sector reflects their efforts to retain

their competitive positions amid weak demand in
tandem with the measures to cut labour costs.

The annual growth in fuel prices is expected to
follow oil price dynamics and to become positive
during the last quarter of 2009 and the first quar-
ter of 2010. This feature will underlie the gradual
rise in the contribution of fuels to overall inflation.

Administratively Controlled Prices
and Tobacco Products Prices

The annual growth rate of administratively con-
trolled prices moderated considerably, reaching
1.1 per cent in September (against 10.2 per cent
in December 2008). The decrease in electricity
prices for households, the slowdown in inflation of
urban public transport and the decreased prices
of heating had a major contribution to this.

Contribution of Major Groups of Goods and Services
with Administratively Controlled Prices to Annual Inflation
(p.p.)

Sources: NSI, BNB.

Moderating inflation in goods and services with
administratively controlled prices took place at
lower than the expected rates. The main reason
for this was the substantial increase in legal ser-
vices which was not included in the projections.

Harmonized Indices of Goods and Services
with Controlled and Non-controlled Prices
(inflation on corresponding month of previous year, %)

Note: Given the relation between tobacco product prices and adminis-
tratively set excise rates, tobacco products are excluded from the group
of goods and services with non-controlled prices despite the liberaliza-
tion of the tobacco market in early 2007.

Sources: NSI, BNB.
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We expect the depreciation of heating during
the first half of the year and the raised higher
education fees to be partially reflected in adminis-
tratively controlled prices in the last quarter of the
present year. At present information about two
forthcoming changes in the first quarter of 2010 −
the increase in administrative fees for issuing
identity documents and the putative rise in the
heating prices due to the expected increase in
the price of natural gas in line with the petrol
price upward dynamics since the year start − is
available. Given these adjustments, annual infla-
tion in administratively controlled prices will retain
its low positive rate.

The higher excise duty of cigarettes in 2009
entailed rises in their prices by 24 per cent since
the year start; hence, this group had a major con-
tribution to accumulated inflation. Tobacco prod-
ucts, together with energy products, are likely to
add most to inflation at the close of 2009. An in-
crease in the excise duty of cigarettes by some
22 per cent has been planned for the next year.
The effect of the higher prices will probably be
reflected in the consumer prices at the start of
the second quarter of the next year provided the
three-month grace period for prior year selling
prices is preserved. In this case the contribution
of tobacco products to annual inflation till the end
of the first quarter of 2010 will be about 0.7 per-
centage points.

Contribution of Tobacco Products to Annual Inflation
(p.p.)

Sources: NSI, BNB.

Industrial Goods Prices

Non-food inflation in September dropped to 1.2
per cent on an annual basis (5.4 per cent in De-
cember 2008). Depreciation of automobiles and
clothing and footwear since early 2009 was of
major importance for this dynamics.

Harmonized Price Indices of Industrial Goods
Excluding Energy Products and Those
with Administratively Controlled Prices
(inflation on corresponding month of previous year, %)

Sources: NSI, BNB.

Contribution of Major Groups of Non-foods
(Excluding Energy Products and Goods with
Administratively Controlled Prices) to Annual Inflation
(p.p.)

Sources: NSI, BNB.

Non-food inflation is expected to slow down
gradually. There might be no further considerable
falls in the prices of automobiles since the most
recent data do not support similar developments.
The other non-foods are likely to continue display-
ing a trend towards a slowdown in the rates of
their price rises.

Prices of Services

The developments in fuel prices impacted the
prices of transportation services while the falls in
food prices eased the pressure on inflation in
public catering.  Annual inflation in transportation
services and public catering decreased dramati-
cally due to a base effect stemming from the ac-
celeration in the rises in their prices during the
previous year; this was a main driver of the fast
drop in overall inflation of services. In September
services prices posted a 4.2 per cent increase on
an annual basis (against an 11.8 per cent annual
rise at the close of 2008).
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Harmonized Indices of Services Excluding Those
with Controlled Prices
(inflation on corresponding month of previous year, %)

Sources: NSI, BNB.

In the group of services only transportation ser-
vices registered deflation since early 2009. The
remaining groups reported positive rates of price
rises.

The decline in the house prices by 24 per cent
between the last quarter of 2008 and mid-2009 is
unlikely to have a significant effect on overall infla-
tion due to the small share of rent prices in the
consumer basket (about 1 per cent) and the rela-
tively slow decrease in their annual inflation.13

13 House price falls may have an indirect effect on inflation through
cutting expenditure on various goods and services related with house
purchases; however this effect can hardly be quantified.

The expected decrease in the prices of tele-
communication services as a result of the re-
duced wholesale prices in mobile networks as of
1 July 2009 did not materialize. Package holidays
did not register the expected more sizable mod-
eration in their price rises either.

Contribution of Major Groups of Services (Excluding
Those with Administratively Controlled Prices) to Annual
Inflation
(p.p.)

Sources: NSI, BNB.

Overall inflation in services is expected to retain
its trend towards a gradual slowdown in the fourth
quarter of 2009 and first quarter of 2010.


