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S UMMARY

The downward trend in global economic activity persisted in the third quarter and the beginning of the
fourth quarter of 2022. The deterioration of the economic situation worldwide continued to be driven

by the negative effects of high inflation, and in particular that in energy commodities, and by the strin-
gent containment measures in China. The slowdown in global economic activity led to some decline

in annual growth of energy commodity prices, while global inflation stabilised at high levels. Geopoliti-
cal uncertainties and limited natural gas supply caused by Russia’s invasion of Ukraine continued to
have a negative impact on economic activity in the euro area. Taking into account the high inflation in
the USA and the euro area, the US Federal Reserve System and the ECB took additional measures to
tighten their monetary policies. Between August and early November 2022, both central banks raised
their key interest rates twice by 75 basis points or by a total of 150 basis points. The federal funds rate
corridor reached 3.75 — 4.00 per cent, while the ECB’s interest rates on main refinancing operations,
marginal lending facility and deposit facility stood at 2.00, 2.25 and 1.50 per cent, respectively. The two
central banks continued to signal that the upward interest rate cycle persist continue over 2023 as well.
These developments in the international environment imply a decline in the external demand for Bulgar-
ian goods and services, unfavourable price terms of trade for Bulgaria and a deterioration in financing
conditions for both the government and the private sector in the third and fourth quarters of 2022.

During the period January to August 2022, Bulgaria was a net creditor to the rest of the world, with the
financial account recording a positive balance of EUR 3.1 billion. The positive financial account balance
was formed as a result of a higher accumulation of Bulgarian residents’ foreign assets compared to that
of liabilities to non-residents. Concurrently, the combined current and capital account recorded a sur-
plus of EUR 1.3 billion in the period under review, against EUR 1.1 billion between January and August
2021. All items of the current account, excluding the trade balance, contributed to the increase in the
surplus. Reflecting these circumstances, Bulgaria’s gross international reserves accumulated from Janu-
ary to August 2022, according to the balance of payments, decreased by EUR 458,6 million.

An upward trend in annual growth of non-government sector’s deposits in the banking system was
observed in the first nine months of 2022. This dynamics was driven by the accelerated annual growth
of non-financial corporations’ deposits, reflecting weakening investment activity of corporations amid
heightened uncertainty in the economic environment and increased nominal gross operating surplus

in the sector of industry. The removal of the fee for cash above a certain amount in the third quarter
of the year, which was applied by large commercial banks, is a factor likely to reverse the downward
trend in annual growth of household deposits since the second half of 2022.

Annual growth of credit to the non-government sector accelerated further in the first eight months of
2022, which was stronger in corporate loans. The price increase in commodities and raw materials
coupled with the continuing bottlenecks in global supply chains encouraged corporations to seek bank
resources required for working capital and accumulation of inventories. The increase in nominal interest
rates on corporate loans which began in September and reflects the reversal of interest rate cycle in the
euro area, is likely to have contributed to the slowdown in annual growth of corporate loans at the end
of the third quarter of the year. Credit growth to households continued its gradual upward trend reflect-
ing still low interest rates and the ongoing acceleration in consumer price inflation, creating prerequisites
for higher demand for financial resources for purchases of real estate and durable goods as a store of
value.

In the second quarter of 2022, the economic activity in Bulgaria increased by 0.9 per cent quarter on
quarter according to seasonally adjusted data, but on an annual basis real GDP growth slowed further
to 3.9 per cent. The weaker domestic demand growth and contraction in the positive contribution of
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changes in inventories resulted in a lower annual growth of economic activity. Although net exports
continued to limit annual real GDP growth, their negative contribution declined over the quarter as a
result of the year-on-year acceleration in the growth of exports of goods and services. An increase in
economic activity on an annual basis was recorded in all major economic sectors and most signifi-
cantly in mining and manufacturing sub-sector. Employment rose by 1.3 per cent year on year mainly
driven by the increases in the number of employed persons in the services sector. Compensation per
employee accelerated significantly, supported by both consumer price increases amid limited labour
supply in the country and higher labour demand in the context of increased economic activity.

Economic indicators in the third quarter of 2022 suggest that the growth rate of economic activity on

a quarterly basis will be similar to that in the second quarter. Adverse developments in the external
environment in terms of global economic growth and tighter global financial conditions are expected to
lead to a more significant deterioration in the outlook for the Bulgarian economy in the fourth quarter of
2022 and the first quarter of 2023.

Annual inflation, measured by HICP, continued to accelerate reaching 15.6 per cent in September 2022.
Higher prices of energy and agricultural goods in international markets exerted the strongest upward
pressure on consumer prices. Euro depreciation against the US dollar was another factor behind higher
import prices in the trade with non-EU countries. As regards the internal macroeconomic environment,
strong consumer demand and rising unit labour costs continued to push up prices. Based on these
developments, on the assumptions about changes in international prices of commodities and their pass-
through to administratively regulated prices, inflation is expected to gradually slow down in the fourth
quarter of 2022 and the first quarter of 2023. Factors with a pro-inflationary effect are expected to be
the projected strong increase in unit labour costs, private consumption growth and the suspension of
certain fiscal measures.
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1. EXTEM\IAL ENVIRONMENT

1.1. Current Business Situation

Global Environment

In the second quarter of 2022, global GDP
growth slowed to 0.1 per cent on a quarterly
basis compared to 0.6 per cent in the first quar-
ter, while the dynamics of global economic indi-
cator (global PMI) points to a further worsening
of global economic situation in the third quarter
of 2022 and the beginning of the fourth quarter.
Both manufacturing and services PMIs recorded
a decline in economic activity. A decrease in
new orders and lower expectations of future
production and activity were observed in both
sectors. The trend towards normalisation of sup-
ply chains was maintained in the period July —
October 2022. Across regions, the deterioration
in economic activity is broad-based, affecting
both developed and developing market econo-
mies. The global downward trend was probably
driven by the tightening of central banks’ mon-
etary policies, which resulted in worsening of
financing conditions.

Growth rates of the volumes of global indus-
trial output and global trade were similar on

an annual basis between July and August with
those recorded in the second quarter of 2022.
Most major regions reported a moderate growth
in industrial output and foreign trade.

Annual global inflation in the third quarter of
2020 tended to stabilise at high levels. Septem-
ber 2022 data show that global inflation rose

to 9.2 per cent on an annual basis compared
to 8.8 per cent in June 2022. The slowdown

in global inflation growth is likely due to falling
oil prices coupled with the effects of monetary
policy tightening of major central banks.

International Commodity Prices

Energy commodity prices declined in the third
quarter of 2022 compared to the previous quar-
ter, but their prices remained significantly above
the levels of the same period of the previous

Manufacturing and Services PMIs and Change
in World Real GDP

(per cent)

/A

40

2008 20092010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
—— PMI of manufacturing (left scale)

PMI of services (left scale)
—— Real GDP rate of change on a quarterly basis (right scale)

Sources: JP Morgan, the World Bank.

World Trade in Goods

(annual rate of volume change and contribution by region,
per cent, percentage points)

20 20
200820002010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

World trade

USA

Euro area

Other developed economies
Other emerging markets
China

Source: CPB Netherlands Bureau for Economic Policy Analysis.
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year. The average Brent price over the period
reached 99.2" dollars per barrel (EUR 98.5 per
barrel), with a significant growth year on year in
both US dollars (35.9 per cent ) and euro (59.0
per cent ). Annual growth in natural gas prices
in the third quarter was again most pronounced
in the European market (255.4 per cent in US
dollars, 316.0 per cent in euro), with a strong
increase also in the Japanese market (95.8 per
cent in US dollars), while restrictions on liquefied
natural gas exerted downward pressure on price
rises in the USA.

The slowdown in global economic activity was

a key factor behind the oil price decline on a
quarterly basis. Concurrently, the ongoing rela-
tively strong global demand for energy commod-
ities from alternative suppliers to Russia limited
the decline in oil and natural gas prices.

Since the beginning of October an upward trend
in crude oil prices started, reflecting OPEC+?
decision to cut production by 2 million barrels
per day.

An important factor for the natural gas price in
the third quarter was the higher demand for lig-
uefied natural gas in Europe, due to the suspen-
sion of supplies from Russia and the accelerated
filling of gas storage facilities before the winter
season in the region. The need to offset the
reduced electricity generation from hydropower
and nuclear power plants during the period

(due to droughts and maintenance difficulties)
increased further the demand for natural gas in
certain European countries. As a result of these
developments, the price of natural gas in August
reached its historically highest monthly average
of 70.0 USD/MMBtu® (235.97 EUR/MVh). Price
dynamics on commodity exchanges prompted
the redirection to Europe of large quantities of
liquefied natural gas which are intended for oth-
er markets. This development coupled with lower
exports of liquefied natural gas from the USA?,
led to international commodity price hikes. The

! Hereinafter referred to as the US dollar.

20n 5 October 2022, OPEC+ countries agreed to cut pro-
duction by 2 million barrels per day compared to August
2022 effective from November 2022.

% Based on World Bank data and Intercontinental Exchange.
Natural gas price is reported in US dollars per million British
thermal unit (MMBtu).

*On 8 June an incident was registered in one of the plants
of Freeport LNG, which is the second largest exporter of
liquefied natural gas in the USA, with a share of 20 per cent
of total US exports of LNG.

Inflation Measured through CPI

(per cent, on an annual basis; seasonally adjusted data)

12 12
10 10
8 8
6 6
4 4
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0 v WV 0

T T T T T T T T T T T T T T 2
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—— Inflation in developed economies
Inflation in emerging market economies
—— Global inflation

Source: the World Bank.

Prices and Futures of Brent Crude Qil
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—— USD per barrel
— EUR per barrel
Futures prices in USD per barrel
Note: Futures prices are average prices of the first week of November
2022 contracts, USD per barrel.
Sources: the World Bank, the ECB, JP Morgan and BNB calculations.
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early implementation of the plans for filling gas
storage facilities in most of the major European
countries and lower consumption resulted in a
substantial price fall at the end of the third quar-
ter. In October 2022, natural gas prices (except
for the price in Europe) remained close to the
average level in the third quarter. In Europe nat-
ural gas price continued to fall in October driven
by higher than normal seasonal temperatures in
the region.

In the third quarter of 2022, the average metal
price index declined significantly by 20.1 per
cent in US dollars on an annual basis (-6.5

per cent in euro). This decrease reflected lower
demand as a result of increasing concerns
among market participants about a further dete-
rioration in global activity in the manufacturing
and construction sectors. Iron ore and iron scrap
made the largest negative contribution to the
annual change in metal index. The fall in the
price of copper, which is essential for Bulgarian
exports, was driven by the significant deteriora-
tion in economic activity in China, which is the
largest user of the metal.

From July to September 2022, the food price
index recorded an annual growth of 12.5 per
cent in US dollars and 31.7 per cent in euro,
with growth rate slowing from the previous quar-
ter. Most index sub-components continued to
increase on an annual basis. The price of wheat,
which is essential for Bulgarian food exports, fell
by 23.7 per cent in US dollars on a quarterly
basis, after Russia and Ukraine each signed an
agreement for exports of grain through the Black
Sea® with the UN and Turkey. Subsequently to the
agreement, a large quantity of Ukrainian wheat
was exported at an accelerated rate. Wheat
price was further pushed down by the seasonal
increase in supply from the current harvest®.

The United States

In the third quarter of 2022, the US real GDP
posted a growth of 0.6 per cent quarter on
quarter from a registered decline in the previous

*The agreement Initiative on the Safe Transportation of Grain
and Foodstuffs from Ukrainian Ports, also known as Black Sea
Grain Initiative, was signed on 22 July 2022 and expires on 19
November 2022.

® For details, see the regular publication of the Food and

Agriculture Organization of the United Nations, September
2022. FPMA Bulletin

Metal Price Indices
(per cent; percentage points)
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20 20
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Lead Other metals

—— Global metal index (per cent)

Note: Annual rate of change (per cent) and contribution by subcompo-
nent (percentage points) of relevant price indices measured in US dollars.

Sources: the ECB and BNB calculations.
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two quarters. The recovery in real GDP growth
was mainly driven by higher net exports, lower
decline in inventories and recovery of non-
residential private investment and government
consumption. Household consumption growth
decelerated quarter on quarter and housing
investment declined strongly.

In the third quarter and the beginning of the
fourth quarter of 2022, the leading economic
indicators showed a downward trend in eco-
nomic activity. In October, the ISM Manufacturing
PMI fell close to the neutral limit of 50 points,
while the relevant indicator for the services
sector declined to a lesser extent, remaining
above this limit. Consumer confidence indicators
showed mostly positive movements in the third
quarter of 2022, remaining, however, significantly
below their level of the beginning of the year.
Overall, data available as of end-October 2022
indicate that real GDP growth will be sustained
in the fourth quarter of 2022.

Between July and October 2022, US labour
market conditions did not change significantly,
remaining favourable. Employment in the non-
agricultural sector continued to grow, exceeding
in August the pre-COVID-19 crisis level. The
ratio of offered new jobs to the number of unem-
ployed remained high from a retrospective point
of view, despite the slight decrease in indicator
average value to 1.8 in the third quarter, from
1.9 on average in the second quarter. At the
end of the third quarter of 2022, the unemploy-
ment rate went down to 3.5 percent, from 3.6
per cent at the end of the previous quarter, but
increased in October to 3.7 per cent.

Annual consumer price inflation slowed in the
third quarter, continuing, however, to exceed sig-
nificantly the 2 per cent target level set by the
US Federal Reserve System. In September 2022,
the annual change of the price index of personal
consumption expenditure (PCE) dropped to 6.2
per cent, from 6.6 per cent on average in the
second quarter. The decline in inflation was
mainly due to the fall in transport fuel prices
and, to a lesser extent, to the lower annual infla-
tion in car prices. The annual growth rate of

the core PCE price index (excluding food and
energy products) accelerated to 5.1 per cent in
September, from 5.0 per cent on average in the
second quarter. Core inflation growth reflected

Manufacturing and Services PMIs and Change
in US Real GDP
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the higher annual inflation in housing, medical
services and car maintenance costs.

Between August and November 2022 the Feder-
al Reserve System continued to tighten at accel-
erated pace its monetary policy in response to
the high inflation levels recorded in the US. At
its two meetings held in this period the Federal
Open Market Committee (FOMC) raised the fed-
eral funds rate corridor by a total of 150 basis
points, to a range of 3.75-4.00 per cent, with
an increase of 75 basis points in September
and November. At its November meeting FOMC
signalled an impeding slowdown in the pace of
monetary policy tightening.

In September 2022, the median of FOMC mem-
bers’ individual forecasts about the federal funds
rate showed expectations of its increase by
additional 50 basis points until the end of 2022,
corresponding to a corridor of 4.25-4.50 per
cent of the federal funds rate.

China

In the third quarter of 2022, China’s real GDP
increased by 3.9 per cent on a quarterly basis,
from a decline of 2.7 per cent in the second
quarter. The recovery of economic activity growth
reflected mainly the easing of strict contain-
ment measures. Increased government invest-
ment expenditure on infrastructure and industrial
production was another driver of the economic
growth over the period’.

Between July and October 2022, average manu-
facturing and services PMIs in China declined,
probably driven by the stringent containment
measures periodically introduced and the sig-
nificant deterioration in the activity in real estate
sector.

Annual inflation in China accelerated in the third
quarter, standing at 2.8 per cent by September,
from 2.5 per cent in June. Inflation develop-
ments continued to be driven mainly by rising
food prices. Core inflation in the country fell to
0.6 per cent on an annual basis in September,
against 1.0 per cent in June 2022. The decline
in core inflation probably reflects the subdued

" At the end of August China’s State Council announced a
fiscal stimulus package worth CNY 1 trillion (0.8 per cent of
GDP), that includes additional expenditure on infrastructure
investment and support to manufacturing enterprises involv-
ing a four-month tax payment deferral of CNY 440 billion and
CNY 32 billion of VAT credit refund.

US Inflation Rate
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private consumption as a result of the still ongo-
ing containment measures, albeit less stringent
in the country.

Between July and October 2022, the People’s
Bank of China lowered two of the key interest
rates by 10 basis points with the interest rate on
the medium-term lending facility with a maturity
of one year decreasing to 2.75 per cent and
that on seven-day repo agreements to 2.00 per
cent respectively.

Euro Area

According to Eurostat preliminary data, euro area
real GDP growth declined on a quarterly basis
to 0.2 per cent in the third quarter of 2022, from
0.8 per cent in the previous quarter, while in
Germany, Bulgaria’s largest trading partner, it
accelerated to 0.3 per cent compared to 0.1 per
cent in the previous quarter.

In the third quarter and the beginning of the
fourth quarter of 2022, PMI indices in the euro
area followed a downward trend, signalling a
downturn in economic activity in the region. A
decrease was reported in both manufacturing
and services sectors’ indices. Firms indicate
that key factors behind the decline in their eco-
nomic activity are related to the low volume of
new orders, uncertainty in energy expenditure,
high inflation and increased expectations of an
upcoming economic recession in the euro area.
Between July and October 2022, euro area
households’ confidence indicator also continued
to fall, reaching historical lows in September.®
Overall, economic indicators data available by
the beginning of November 2022 showed a
quarterly decline in euro area real GDP in the
fourth quarter of 2022,

Labour market conditions in the euro area were
still favourable. The unemployment rate remained
at 6.7 per cent in the third quarter of 2022, as
in the previous quarter, while the employment
growth rate was sustained at a relatively high
historical level.

Between July and October 2022, euro area annual
HICP inflation increased further. According to
preliminary data, inflation reached 10.7 per cent
year on year in October, from 8.6 per cent in
June. Euro area inflation continued to be pushed

8 Historical data for this indicator are available since 1985.
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up by increasing international food and energy
prices amid sustained high consumer demand,
underpinned by the prolonged period of strongly
accommodative monetary and fiscal polices. By
commodity group, the acceleration of annual infla-
tion in the third quarter compared to the previous
quarter was mainly driven by higher prices of
processed food, natural gas, electricity, combined
transport and, to a lesser extent, by price rises in
catering. Higher food prices reflect the continued
increase in production costs in the agriculture
and food industry due to natural gas and fertiliser
price hikes and lower exports of cereals from
Ukraine. High natural gas prices in Europe con-
tinue to reflect the disrupted supplies from Russia
and the difficulties in finding alternative suppli-
ers of the raw material. Core euro area inflation,
excluding food and energy products, also accel-
erated, amounting to 5.0 per cent on an annual
basis in October against 3.7 per cent in June.

In order to counter rising inflation, at its July
meeting the ECB Governing Council increased
the pace of raising key interest rates in the euro
area from 50 basis points to 75 basis points at
its September and October meeting to 2.00 per
cent, 2.25 per cent and 1.50 per cent for inter-
est rates on main refinancing operations, mar-
ginal lending facility and deposit facility.

In the period July — October 2022, the upward
dynamics in interest rates on the unsecured
euro area money market and German govern-
ment bond vyields reflected the ECB interest rate
raise and market participants’ expectations of
further future raise thereof. In October, the aver-
age value of the €STR, the overnight euro area’s
money market rate, increased to 0.66 per cent
on average compared to -0.08 per cent and
0.58 per cent in the third and second quarters
of 2022, respectively. German government bond
yields in the two-year maturity sector increased
by 130 basis points, from the end of June 2022
to 1.93 per cent, and in the ten-year maturity
sector yields rose by 81 basis points to 2.14 per
cent. Higher yields on US and United Kingdom
government bonds over the period was another
factor behind the depreciation of German gov-
ernment bonds.

Euro Area Inflation Rate
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1.2. Impact on the Bulgarian Economy

The slowdown in real GDP growth on a quar-
terly basis reported in the third quarter in most
Bulgaria’s major trading partners in the euro
area and the continued downward trend in the
economic indicators for these countries in the
fourth quarter imply a weakening of the external
demand for Bulgarian goods and services over
this period. Given the high degree of openness
in the Bulgarian economy and the large share of
exports in GDP, a significant pass-through of the
external demand deterioration to Bulgaria’s real
economic activity may be expected.

Commodity price developments in international
markets in the third quarter of 2022 continued
to be driven by a number of factors, including
the war in Ukraine, persistent bottlenecks in
supply chains and expectations of weakening
global activity, with energy and food prices in
euro declining on a quarterly basis, remaining,
however, significantly above their levels of the
third quarter of the previous year. The high share
of foreign value added in firms’ final output

and final household consumption expenditure

in Bulgaria, along with high energy-intensive
economy, imply that import price increases can
be passed through relatively quickly to producer
and consumer prices. The structure of Bulgaria’s
foreign trade and economy in combination with
the price developments in commodity groups in
international markets point to the emergence of
unfavourable terms of trade for Bulgaria in the
third quarter of 2022.°

The increase in key interest rates by the Federal
Reserve System and the ECB until the begin-
ning of the fourth quarter of 2022 and signals
that the monetary policy tightening cycle will
continue, may result in deterioration in financ-
ing conditions for the Bulgarian government and
private sector. According to the currency board
principles, the upward trend in interbank money
market rates in the euro area may be expected
to be quickly transmitted to the interest rates in
Bulgaria, resulting in an increase in lending and
deposit rates in the country in the fourth quarter
of 2022.

® Unfavourable terms of trade refer to a stronger annual
increase in the deflator of imports of goods than that of
exports of goods.
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2. EXTERNAL FINANCIAL FLOWS

2.1. Balance of Payments and Foreign Trade

Between January and August 2022, Bulgaria's
balance of payments data reported a decline in
gross international reserves of EUR 458.6 mil-
lion. Banks that increased their foreign assets in
foreign currency and deposits contributed most to
this fall. In August 2022, the international reserve
coverage of the nominal imports of goods and
non-factor services remained at a relatively high
level at 7.7 months (9.8 months in December
2021). The excess of international reserves'® to
Bulgaria’s short-term external debt remained also
high, reaching 4.3 times in August 2022 (5.0 times
in December 2021).

Current Account and Capital Account

Between January and August 2022, the current
and capital account of the balance of payments
recorded a surplus of EUR 1339.5 million, against
EUR 1077.4 million for the corresponding period
in 2021. The increase in the surplus was driven
by all items of the current account, excluding

the trade balance, whose deficit rose over the
period. Concurrently, the capital account recorded
a deficit of EUR 80 million against a surplus of
EUR 542.3 million in the period January — August
2021. The transition from surplus to deficit was
due to an increase in the funds paid for purchase
of greenhouse gas emission allowances and a
decline in capital transfers received by the gen-
eral government sector in the form of investment
subsidies.

Trade Balance and Foreign Trade in Goods

Between January and August 2022, trade balance
deficit expanded from the corresponding period
of 2021. This largely reflected the stronger year-
on-year growth in real imports of goods (11.1 per
cent) compared to that in exports (6.5 per cent)"

°The analysis is based on gross international reserves on the
BNB Issue Department balance sheet. The market value of
international reserves includes changes stemming from transac-
tions, valuation adjustments and price revaluation.

" Non-seasonally adjusted national account GDP data.

Current and Capital Account Flow Dynamics and
Contribution by Components
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in the first half of 2022. Concurrently, favour-

able terms of trade for Bulgaria partly limited the
increase in the trade deficit. The upward dynamics
of real exports is likely to be related to the signifi-
cant accumulation of inventories in the economy
over the first six months, while the increase in
exports over the period was mainly driven by the
ongoing growth of external demand for Bulgarian
goods and services (despite the adverse effects
of the military conflict in Ukraine) and, to a lesser
extent, by the favourable commodity composition
of exported productsﬂz.

By commodity group, foreign trade data show that
exports recorded a nominal growth on an annual
basis of 41.8 per cent in the period from Janu-
ary to July. The exports of all commodity groups
picked up, with mineral products and fuels'®,
followed by food' making the major positive con-
tribution over the period. According to BNB calcu-
lations, both real volumes and price components
contributed positively to the dynamics of exports
of mineral products and fuels' and food' in the
first half of 2022. The increase in the price compo-
nent in both commodity groups was stronger than
that in real volumes, which is probably due to the
substantial year-on-year international price hikes of
these commodities in euro over the period under
review.

Between January and July 2022, nominal imports
of goods registered a significant growth of 46.5
per cent on an annual basis. By use'’, the groups
of raw materials and of energy resources were the
key contributors to this dynamics. According to

' A favourable commodity composition refers to the high share
in total Bulgarian exports of goods whose global demand is
growing at higher rates than those of total global trade over
the review period.

3n this Chapter, it should read the mineral products and fuels
group under the Combined Nomenclature.

" n this chapter, it should read the animal and vegetable
products, food, drinks and tobacco group under the Combined
Nomenclature.

'S Real volumes of exports of the mineral products and fuels
group have been constructed by using NSI data on export
prices of the mineral fuels, oils and related products group
under the Standard International Trade Classification (SITC) and
Eurostat data on nominal values of exports of this commodity
group under the SITC available by June 2022.

'® Real volumes of exports of the animal and vegetable prod-
ucts, food, drinks and tobacco group have been constructed,
including the commodity groups under the SITC of food

and live animals, soft and alcohol beverages, and tobacco,
and animal and vegetable fats, oils and waxes. The analysis
employs NSI data on export prices of the relevant commodity
groups and Eurostat data on nominal values of exports of the
commodity groups under SITC, available by June 2022.

" Foreign trade data published by the BNB.

Exports by Commodity Group under the Combined
Nomenclature, Contribution to the Overall Rate of
Change by Sub-components
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BNB calculations the upward dynamics of imports
in both commodity groups in the first half of 2022
was mainly driven by higher import prices and,
to a lesser extent, by increased real volumes of
imports18.

Balance on Trade in Services

The higher surplus on the net services item in

the period January — August 2022 compared with
the same period of 2021 contributed most to the
increase in the current account surplus. Non-
seasonally adjusted national account GDP data

in the first half of 2022 indicate that the improved
balance of trade in services is ascribable to the
favourable terms of trade for the country, while

in real terms the imports of services increased

at a higher rate (20.4 per cent) compared to the
exports of services (7.1 per cent). Nominal exports
of services rose by 26.6 per cent on an annual
basis in the period January — August 2022 driven
mainly by the exports of services related to travel,
transport and telecommunications, computer and
information services. NSI data for the first eight
months of 2022 indicate that the number of for-
eign nationals’ visits to Bulgaria rose by 51.9 per
cent on an annual basis. Concurrently, the imports
of services grew year-on-year by 27.7 per cent

in nominal terms, reflecting the major contribution
of the imports of transport services and services
related to travel of residents abroad. NSI data for
the first eight months of 2022 indicate that the
number of Bulgarian nationals’ visits abroad rose
by 59.6 per cent on an annual basis.

Net Primary Income Account and Net Secondary
Income Account

From January to August 2022, net primary income
deficit declined on the same period of 2021,
mainly as a result of lower outflows under equity
income sub-item, related to direct investment. As
regards the debit under this sub-item, an increase
in paid dividend to non-residents on an annual

'® Real volumes of imports of raw materials have been con-
structed based on commodity groups data under the SITC of
products and manufactured goods classified chiefly by materi-
als, inedible (crude) materials (excluding fuels), chemicals

and chemical products. Real volumes of imports of energy
resources group have been constructed based on mineral
fuels, oils and related products group under the SITC. The esti-
mates employ NSI data on import prices of the relevant com-
modity groups and Eurostat data on nominal values of imports
of the relevant commodity groups under the SITC, available by
June 2022.

° Preliminary data subject to revision; revisions usually show
an increase in outflows to non-residents.
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basis was registered, entirely driven by the
banking sector®®. This was, however, totally offset
by lower reinvested profit for the total economy,
which is likely due to a weaker financial perfor-
mance of non-resident corporations compared

to the period from January to August 2021, and
to payment of dividends to non-residents in the
second quarter of the year, the amount of which
exceeds the net income of corporations over the
review period.

In the first eight months of 2022, net second-
ary income positive balance rose on an annual
basis, reflecting mainly the lower outflows of
non-life insurance claims of other sectors®' and
higher incoming transfers to the general govern-
ment sector.

Financial Account and International Investment
Position

Over the January — August 2022 period, Bulgaria
was a net creditor to the rest of the world, with
the financial account recording a positive bal-
ance to the amount of EUR 3122.8 million. The
positive financial account balance was formed
as a result of a higher accumulation of Bulgarian
residents’ foreign assets compared to liabilities
to non-residents. The increase in foreign assets
was due to banks' asset growth (in the form of
foreign currency and deposits)® and other sec-
tors (split into direct, portfolio and other invest-
ment). Liabilities to non-residents increased due
to other sectors (primarily in the form of direct
investment) and banking sector (in the form of
currency and deposits), while general govern-
ment sector foreign liabilities decreased, mainly
attributable to the repayment in March 2022 of
Eurobond issue on international capital markets
in the amount of EUR 1.25 billion.

Between January and August 2022, the inflow of
attracted direct investment in Bulgaria remained
broadly unchanged from the previous year
amounting to EUR 1552.6 million®, and total
accumulated foreign direct investment stood at
71.4 per cent of GDP at the end of the second

2 0On 24 February 2022, the BNB decided to suspend the
restriction on distributions of bank profits for 2019 and 2020.

11t should read sectors other than general government,
banks and central bank.

2 The measure limiting foreign exposures of banks, which
was introduced by the BNB in March 2020 and extended in
January 2021, was suspended on 1 April 2022.

2 Preliminary data subject to revision.
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qguarter of the year. Over the first eight months of
2022 foreign investment was mostly in the form of
acquisition of equity capital in unquoted shares,
debt instruments for other sectors and reinvested
profits in the banking sector.

As a result of balance of payments developments
and changes due to valuation adjustments and
price revaluations, as of the end of the second
quarter of 2022 the negative value of Bulgaria's
international investment position declined to -14.4
per cent of GDP from -17.5 per cent of GDP at
the end 2021. This dynamics reflected mainly

the rise in Bulgarian residents’ foreign assets in
foreign currency and deposits and the fall in non-
residents’ Bulgarian debt securities following the
repayment in March of Eurobond issue. Nominal
economic activity growth also contributed to the
decline in international investment position to GDP
ratio.

2.2. BNB Gross International Reserves

By the end of September 2022, the market value
of Bulgaria’s international reserves (including valu-
ation adjustments and price revaluations) was
EUR 36.9 billion (BGN 72.3 billion), increasing by
EUR 2.4 billion (BGN 4.6 billion) from the end of
2021. The amount of gross international reserves
reflects the dynamics of financial flows generated
in the process of external and internal economic
factors interaction and corresponds to the BNB
Issue Department balance sheet liabilities, accord-
ing to the currency board principles. The growth
in Issue Department liabilities by September 2022
compared to the end of 2021 was largely driven
by the increase in liabilities to the government and
other budget organisations of BGN 2.9 billion and
in banknotes and coins in circulation of BGN 1.8
billion.

In June 2022, the BNB international reserves
picked up by EUR 3.8 billion on an annual basis,
accounting for 43.3 per cent of GDP (45.6 per
cent of GDP at the end of June 2021). The growth
in the BNB Issue Department liabilities on an
annual basis largely reflects the increase in bank-
notes and coins in circulation, higher liabilities

to banks and the increase in the BNB Banking

Direct Investment Liabilities by Type of Investment

(per cent of GDP)
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Department deposit mainly as a result of the
additional special drawing rights (SDR) allocated
to Bulgaria in August 2021 as part of total SDR
allocated to IMF member.

2.3. External Debt

In August 2022 Bulgaria's gross external debt
amounted to EUR 41.5 billion (53.6 per cent of
GDP)*, marking a fall of EUR 6.6 million com-
pared to December 2021 (58.4 per cent of GDP).
An increase was observed in all economic sectors
except for the general government sector where
long-term foreign liabilities reported a drop, fol-
lowing the repayment in March 2022 of Eurobond
issue and taking into account the market revalua-
tion of government securities since the beginning
of the year. In August 2022 the share of long-term
debt in the total gross external debt declined from
end-2021 to 81.1 per cent (compared to 83.4 per
cent in December 2021).

* Nominal GDP data for the last four quarters up to the sec-
ond quarter of 2022 are used in calculating gross external
debt to GDP ratio for August 2022.
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3 o MONEY AND CREDIT

3.1. Monetary and Credit Aggregates

Deposits of the Non-government Sector

Over the first nine months of 2022 annual growth
of non-government sector’s deposit325 in the bank-
ing system tended to accelerate to 11.3 per cent
in September 2022 (9.1 per cent at the end of
2021). This dynamics was driven by the accelera-
tion of annual growth in non-financial corporations’
deposits, accounting for 23.1 per cent by end-
September 2022 (8.5 per cent in December 2021).

Higher energy prices pushed up the profits of
corporations producing and distributing energy
products. This further added to the strong increase
in the nominal gross operating surplus in the total
industry sector®® over the first half-year and to the
acceleration in corporate deposit growth. In addi-
tion, the increased uncertainty in the economic
environment, persistent bottlenecks in supply
chains and increases in energy commodities was
a factor behind weakening investment activity of
corporations, which stimulated maintenance of
their free funds in the form of deposits.

Following the downward trend in the annual
growth rate of household deposits over the first
half of 2022 (to 6.0 per cent in June compared
to 9.0 per cent at the end of 2021), this trend
was discontinued since the beginning of the third

® Non-government sector’s deposits include deposits of house-
holds, non-financial corporations and financial corporations.
Deposits of households and non-financial corporations (96.4
per cent on average for the last 12 months as of September
2022) comprise the major share of all non-government sector’s
deposits, and the analysis therefore is focused on these two
sectors.

% |n the second quarter of 2022, the significant growth of nom-
inal gross operating surplus in industry (excluding construction)
recorded in the fourth quarter of 2021 and the first quarter

of 2022 was maintained and reached 116.5 per cent on an
annual basis. This may reflect the strong electricity price rises
and nominal turnover growth of firms in the energy products
sub-sectors (extraction of coal, extraction of oil and natural
gas, production of coke and refined petroleum products, and
production and distribution of electricity, heat and gas). The
Production and distribution of electricity, heating, and gaseous
fuels (along with the wholesale and retail trade, repair of motor
vehicles and motorcycles sector) contributed most strongly to
annual growth of non-financial corporation deposits in June
2022.

Annual Growth of Non-government Sector’s Deposits
and Contribution by Sector
(per cent, percentage points)
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quarter and the growth of household deposits
started to accelerate to reach 7.3 per cent by
end-September. The removal of the fee for cash
above a certain amount?’ in the third quarter of
the year, which was applied by large commercial
banks, is a factor with a potentially limiting effect
on the observed dynamics.

In the first nine months of 2022, the broad mon-
etary aggregate M3 continued to grow at com-
paratively high rates, accounting for 11.8 per

cent on an annual basis in September (10.7 per
cent at the end of 2021). Persistently low nominal
interest rates on deposits continued to stimulate
households and firms to keep their available funds
into overnight deposits, which remained the main
contributor to the growth of broad money. Over the
review period non-MFI money contributed less to
M3 growth, while the contribution of deposits with
an agreed maturity of up to two years continued
to be negative. In the first nine months of the
year, both corporations and households continued
to save mostly in national currency. Concurrently,
from the end of the first quarter the non-financial
corporations reported also a stronger increase in
deposits in foreign currency (mainly in euro), with
annual growth of corporate deposits in foreign cur-
rency reaching 25.0 per cent by September.

Reserve Money

At the end of the third quarter of 2022, reserve
money grew by 12.9 per cent on an annual basis
(9.1 per cent in December 2021), with both cur-
rency in circulation and banks’ reserves contribut-
ing to it.

In the first nine months of 2022, the dynamics of
banks’ deposit with the BNB reflected mainly the
change in banks’ excess reserves. The removal of
the macroprudential measure limiting foreign expo-
sures of banks as of 1 April 2022?® and the nega-
tive interest rate applicable until the end of July
2022 on banks’ excess reserves with the BNB had

77 As of 1 August 2022 the major commercial banks in Bulgaria
have removed the fee for cash availability above a certain
amount.

% The measure was introduced in March 2020 as part of the
BNB package of anti-crisis measures in the context of the
COVID-19 pandemic and repealed by the BNB Governing
Council's resolution of 23 February 2022, with effect from 1
April 2022.

Annual Rate of Change in M3 and Contribution by
Components

(per cent, percentage points)
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an effect on the reduction of excess reserves®
between April and July 2022. As a result of the
increase in the ECB deposit facility rate to O per
cent®® and the equalisation of the deposit facility
rate and interest rate on banks’ excess reserves
with the BNB as of the end of July 2022, banks’
excess reserves showed an upward trend in
August 2022. The new ECB deposit facility inter-
est rise in September®' created an incentive for
commercial banks to lower their excess reserves
from the middle of the third quarter. In Septem-
ber 2022, excess funds over the required mini-
mum of reserve assets under Ordinance No 21
was 35.4 per cent of minimum required reserves
on an average daily basis, from 52.2 per cent in
December 2021.%

In the first nine months of 2022 minimum
required reserves continued growing under the
influence of the rising deposit base. As of Sep-
tember the effective implicit rate of minimum
required reserves® remained broadly unchanged
at 9.38 per cent compared with December
2021. Commercial banks’ deposits with the BNB
comprised 8.16 percentage points in minimum
reserve requirements and the remaining 1.22
percentage points were in the form of recog-
nised cash balances.

In the first nine months of 2022 annual growth
of currency in circulation, which tended to slow
down since the third quarter of 2021, reached
12.3 per cent in September 2022 (16.3 per cent
in December 2021). This dynamics continued to

#In line with the approved methodological changes, effec-
tive as of 4 October 2017, the BNB applies on bank excess
reserves whichever is lower between O per cent and ECB
deposit facility rate reduced by 20 basis points.

% By a decision of the Governing Council of the ECB, effec-
tive from 27 July 2022, the interest rate on the ECB deposit
facility was increased to 0.00 per cent (previous value:
-0.50 per cent). As a result the interest rate banks’ excess
reserves with the BNB was 0.00 per cent (previous value:
-0.70 per cent).

9" As from 14 September 2022 the ECB deposit facility rate
was raised to 0.75 per cent. If the interest rate on the ECB
deposit facility is positive, the interest rate on banks’ excess
reserves with the BNB is 0.00 per cent.

% The amendments to Ordinance No 21 of the BNB on the
Minimum Required Reserves Maintained with the Bulgar-
ian National Bank, effective from 4 June 2021 changed the
definition of banks’ excess reserves. According to the new
definition, excess reserves shall be the excess of the hold-
ings in reserve assets over the required amount of minimum
required reserves.

% Under Article 3 of BNB Ordinance No 21, the rate of
minimum required reserves of funds attracted from residents
is 10 per cent of the reserve base, from non-residents 5 per
cent and from the state and local government budgets O per
cent.

Bank Deposits with the BNB
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reflect mainly the effect of the high base of early
2021, while the acceleration in inflation results in
progressively rising demand for money in circula-
tion for transaction purposes.

Reserve currency (euro) trading with the BNB is
the main lev liquidity management instrument of
banks under currency board arrangements. In the
first nine months of 2022 BNB sales (net) to banks
amounted to EUR 1.2 billion.

Credit to the Non-government Sector

In the first eight months of 2022 the prior year’s
trend towards an accelerated annual growth of
credit to non-government sector®* was sustained,
reaching 13.4 per cent in August 2022 (8.3 per
cent at the end of 2021). Lending growth acceler-
ated in both the non-financial corporations and
household sectors, with a stronger acceleration
recorded in corporate credit. The upward trend
was reversed by the end of the third quarter and
annual credit growth moderated to 13.1 per cent
by September 2022. This dynamics was entirely
driven by the slowdown in non-financial corpora-
tions’ credit growth, while in household sector a
slight acceleration was observed at the end of the
third quarter.

In the first eight months of 2022 annual growth

of credit to non-financial corporations accelerated
considerably, reaching 12.1 per cent in August
(4.6 per cent in December 2021). This dynamics
was almost entirely driven by growth in overdrafts,
which came to 26.0 per cent in August 2022 year
on year (5.6 per cent in December 2021), while
loans, excluding overdrafts, accelerated considera-
bly less. The strong price increase in commodities
and raw materials coupled with the bottlenecks

in supply chains and higher uncertainty in the
economic environment encouraged corporations
to seek bank resources required for working capi-
tal and accumulation of inventories. In addition,
historically low nominal lending rates, which are
negative in real terms in the context of accelerat-

% Loans comprised the bulk of banks’ claims on the non-gov-
ernment sector, with an average share of 97.1 per cent over
the last 12 months by September 2022. Therefore, the analysis
is focused on these loans. In addition to loans, claims include
also repurchase agreements, securities other than shares, and
shares and other equity instruments. Loans to the non-govern-
ment sector, in turn, include loans to households, loans to non-
financial corporations and to financial corporations. The share
of loans to households and non-financial corporations in total
loans to the non-government sector averaged 93.0 per cent
over the last 12 months by September 2022, and therefore,
developments in these two sectors are considered.

Foreign Currency Purchases and Sales between the
BNB and Banks (on a Monthly Basis)
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ing inflation created an additional incentive for
enhanced demand for credit. By end-September
2022, annual growth of credit to non-financial cor-
porations moderated to 11.4 per cent, reflecting
the slowdown in overdrafts. The increase in inter-
est rates on new corporate loans which began in
September and reflects the reversal of interest rate
cycle globally and in particular in the euro area,

is probably among major factors behind the lower
growth of corporate loans.

In September the volumes of newly extended
corporate loans decreased®® by BGN 450 million
compared to August, with those of newly extended
loans in euro declining most. This reduction may
partly reflect seasonal factors, but is likely also
due to the rises in interest rates on loans to cor-
porations. As of September 2022, loans in national
currency comprised 59.4 per cent of total new
corporate loans, while euro-denominated loans
occupied 39.9 per cent and dollar-denominated
loans 0.7 per cent.”’

In the first nine months of 2022 annual credit
growth to households continued to accelerate
gradually to 15.3 per cent in September (13.4 per
cent by December 2021). Both housing and con-
sumer loans contributed to these developments.
At the end of the third quarter, annual growth of
housing loans was 18.0 per cent (16.5 per cent at
the end of 2021), while consumer loans accelerat-
ed to 13.9 per cent by September (12.2 per cent
in December 2021). Still low interest rates and
continued acceleration in consumer price inflation
are likely to continue stimulating the demand for
financial resources by households to purchase real
estate and durable goods as a store of value.

Volumes in newly extended consumer and hous-
ing loans fell somewhat® in September compared
to the previous month, likely reflecting seasonal
factors.

% The terms ‘new’ and ‘newly extended’ are hereinafter referred
to as the statistical category ‘new business’.

% Based on monthly data.

% The share of loans in national currency, euro and US dollars
for the last 12 months as of September 2022.

% Based on monthly data.
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Bank Lending Survey

In the second quarter of 2022, summarised
weighted results of the BNB bank lending survey™
suggest tightening of bank standards® in extend-
ing corporate and housing loans, as compared

to the January — March period. As regards cor-
porate loans, a slight tightening of standards was
observed in small and medium-sized enterprises,
while standards for large corporations remained
unchanged. Tightened lending policy (credit stand-
ards and conditions®") for both corporations and
households over the quarter reflected banks’ lower
risk appetite and increased risk assessments. The
overall macroeconomic environment, the borrower
solvency assessment and the business climate in
industrial sectors with a high share in credit port-
folio were essential for the risk assessment. Con-
currently, the competition and high liquidity in the
banking sector, as well as significant volumes and
low costs of attracted funds continued to exert a
strong pressure for easing bank credit policies.

Over the second quarter of 2022, banks reported
a continuing increase in demand for corporate
and household loans, with corporate loans record-
ing the most significant growth. The necessity of
financial resources for working capital and accu-
mulation of inventories was considered by banks
to be the main factor behind stronger demand for
corporate loans over the quarter. The increased
demand for consumer loans was mostly driven by
the necessity of financial resources for purchas-
ing durable goods and goods intended for current
consumption and the desire to finance consumer
expenditure by loans secured by real estate. The
surge in demand for housing loans over the quar-
ter was mainly driven by households’ needs of
funds for purchasing first and especially additional
residence, low interest rates, and the overall state
of the macroeconomic environment.

% Bank Lending Survey in Bulgaria is carried out by the BNB
on a quarterly basis. Summarised results of the survey are
presented through weighting bank responses by their market
share in the relevant credit segment.

“0 Credit standards are understood as internal bank guidelines
or criteria for loan approvals established prior to negotiat-

ing the terms of extended loans. Credit standards determine
the type of the loan and collateral considered admissible by
banks, taking into account specific priorities by sector, etc.
Credit standards specify also all relevant conditions to be met
by a borrower.

! Credit conditions typically involve the reference interest rate
surcharge, the loan amount, conditions for its utilisation and
other conditions, fees and commissions, collateral or guaran-
tees to be provided by a borrower.

Changes in Credit Standards
(balance of opinions)
100 100

80 + 80

601 L 60
40 {40

204 +20

0 0

-40] L-40

-60 60

T T T T T T T T T T T T -
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

——— Corporate loans

—— Housing loans

—— Consumer loans
Source: the BNB.

Changes in Credit Demand
(balance of opinions)
100 100

601 160
401 -1 40
204 20

0 0

201 L-20

-40 H-40

-60 60

T T T T T T T T T T T T -
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

—— Corporate loans
—— Housing loans
—— Consumer loans

Notes: As regards credit standards, charts present banks’ balance of
opinions defined as a difference in percentage points between the
percentage of banks responding ‘tightened’ (‘considerably’ and ‘some-
what’), and the percentage of banks responding ‘eased’ (‘considerably’
and ‘somewhat’). As regards credit demand, the balance of opinions
is defined in percentage points as a difference between the percent-
age of banks responding ‘increased’ (‘considerably’ and ‘somewhat’)
and the percentage of banks responding ‘reduced’ (‘considerably’ and
‘somewhat’). All opinions are weighted by the bank’s market share in the
relevant credit segment. Data presented in the chart show the change
from the previous quarter.

Source: the BNB.

Economic Review e 3/2022

28



3.2. Interest Rates

Interbank Money Market Interest Rates

The upward trend observed since the beginning of
the second quarter of 2022 in trading volumes in
the interbank lev money market strengthened over
the third quarter of the year. Overnight unsecured
lending transactions in levs concluded between
July and September 2022 amounted to BGN 2331
million (BGN 1334 million for the April — June
2022 period), with the largest volume of transac-
tions concluded in September (BGN 1932 million).
A possible factor behind the higher activity on the
interbank money market is the decrease in banks’
excess reserves with the BNB at the end of the
third quarter.

The increase in the key ECB interest rates at the
end of July and their further increase in Septem-
ber led to a rise in interest rates on overnight
unsecured lending transactions in levs. As a
result, the LEONIA Plus monthly value in Septem-
ber rose turning positive at 0.49 per cent (com-
pared to -0.64 per cent in June 2022), and its
spread with €STR amounted to 13 basis points (-5
basis points in June 2022).

Interest Rates on Deposits

In the third quarter of 2022, the downward

trend in average weighted interest rate on new
time deposits of non-financial corporations and
households observed until mid-year was halted.

It started to rise in July to reach 0.63 per cent

in September 2022 (0.02 per cent in December
2021 and -0.13 per cent in June 2022). The ECB's
increase in key interest rates in the euro area and
the decrease in excess liguidity in the banking
sector were probably the major factors behind this
dynamics. In the non-financial corporations sector,
the average weighted interest rate reached 0.91
per cent by September 2022 mainly driven by
increasing interest rate on new time deposits of
corporations in US dollars. Interest rates on corpo-
rate deposits denominated in levs and euro also
rose, turning positive in August and reaching 0.04
and 0.19 per cent by September. In the household
sector, the average weighted interest rate on new
time deposits exhibited an upward dynamics since
mid-year, but the increase was less pronounced,
reaching 0.26 per cent in September 2022 (0.09

Banks’ Excess Reserves and Traded Volumes on the
Interbank Money Market
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per cent in December 2021 and 0.12 per cent in
June 2022).

Interest Rates on Loans

In the first eight months of 2022, interest rates
on new loans to corporations and households fol-
lowed a broadly downward trend, with the signifi-
cant volume and still low cost of attracted funds,
competition and high liquidity in the banking sec-
tor contributing further to it.

At the same time, at the end of the third quarter
of the year interest rates on loans to non-financial
corporations increased significantly compared to
August 2022 by 22 basis points to 2.71 per cent
in lev-denominated loans, by 108 basis points to
3.20 per cent in euro-denominated loans and by
374 basis points to 4.64 per cent in US dollar-
denominated loans*. The observed dynamics
might reflect the rise in interest rates in the euro
area, which spill relatively quickly over interbank
money market rates and new lending rates due to
currency board arrangements in Bulgaria.

In the household sector, an increase in annual
percentage rate of charge (APRC) on new con-
sumer loans was observed since the beginning
of the third quarter (by 72 basis points from June
2022 to 8.70 per cent in September), with higher
interest rates contributing most to this effect. Con-
currently, the APRC on housing loans tended to
decline further in the third quarter, amounting to
2.70 per cent in late September (2.80 per cent in
June 2022).

Government Securities Yields

By the end of the third quarter of 2022 yields

on Bulgarian Eurobonds issued and traded on
international capital markets recorded a signifi-
cant increase compared to the end of June 2022.
Similar dynamics was also seen in the yields of
German government bonds and other euro area
countries, which was mainly shaped by the ECB
interest rise. The reference yield curve of Bulgarian
government bonds showed that the increase was
most pronounced in bonds in the maturity sectors
from 6 months and 1 year by 166 and 156 basis
points, respectively. As of 31 October 2022 the
reference yield curve in Bulgaria remained close
to its third quarter's values. By the end of Sep-

“2|ndicated values of interest rates on loans to non-financial
corporations and households are on a monthly basis.
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tember 2022 the yields of Bulgarian and German
government bonds widened in almost all govern-
ment bonds compared to the end of June 2022,
with the widening being most pronounced for
the bonds maturing in 2050 (by 46 basis points).
Factors that are expected to affect the expan-
sion of the spread are the continuous political
uncertainty in the country, as well as Bulgaria’s
geographic proximity to the military conflict in
Ukraine.

In October 2022 long-term interest rate for
assessing Bulgaria's degree of convergence
remained unchanged at 1.85 per cent (1.77 per
cent in June 2022) compared to July, August
and September 2022. The maintenance of the
long-term interest rate can be explained by the
lack of transactions with Bulgarian benchmark
bonds on the secondary government securities
market during these months.”® The lack of gov-
ernment securities issues on the primary market
with a similar to 10-year residual maturity over
the same period had an additional effect. In the
third quarter, the spread vis-a-vis German long-
term interest rate decreased by 8 basis points
on average compared with the second quarter
of 2022, coming to 55 basis points.

3 Daily data show that the long-term interest rate remained
unchanged from 14 June 2022 to 31 October 2022 at

1.85 per cent. For calculating the long-term interest rate for
assessing the degree of convergence, see methodological

notes on the BNB website.
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4 . ECONOMIC ACTIVITY

4.1. Current Economic Environment

Gross Domestic Product

Based on NSI seasonally adjusted data, in the
second quarter of 2022 real GDP increased by
0.9 per cent compared to the previous quarter.44
According to the non-seasonally adjusted data,
economic activity growth continued to slow down
on an annual basis reaching 3.9 per cent (com-
pared to 4.4 per cent in the previous quarter).
By final consumption expenditure component,
the economic activity slowdown was driven by
the lower domestic demand growth and the con-
traction in the positive contribution of changes in
inventories.

Between April and June 2022 the trend towards
an accumulation of raw materials, commodities
and finished products in the economy observed
since the beginning of 2021 continued. Problems
in global supply chains, the war in Ukraine,

and economic agents’ expectations of a further
increase in the prices of imported raw materials
and finished products are among the main fac-
tors that can explain the observed trend. As a
result of these developments, changes in inven-
tories retained their substantial positive contribu-
tion to the annual real GDP growth (4.6 percent-
age points in the second quarter of 2022).

Real household consumption grew by 2.1 per
cent on an annual basis in the second quarter
of 2022 (up from 5.5 per cent in the previous
quarter) amid strong growth in nominal labour
income which outpaced consumer price growth
rate. Other factors supporting private consump-
tion growth were higher net fiscal transfers to
households, as well as employment growth and
credit activity. Concurrently, the factors limiting
household consumption expenditure in the sec-
ond quarter of 2022 were the reported deteriora-
tion in the consumer confidence indicator and

** Revised gross domestic product data were published on
19 October 2022. For more information, see the highlights
‘Revisions to GDP data’, BNB Economic Review 3/2022.

Contribution to GDP Growth by Final Use Component
in Real Terms (Quarterly Data)

(per cent; percentage points; on an annual basis; non-seasonally
adjusted data)
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the rise in the savings rate®, which most likely
reflected the increased economic uncertainty
and worsening household expectations about
their financial position for the next 12 months.

On an annual basis, government consump-

tion growth at constant prices accelerated
substantially and came to 11.6 per cent (from
6.6 per cent in the previous quarter). This was
mainly driven by higher government spending
on intermediate consumption and wages in the
public sector. These developments reflected the
entry into force of the 2022 State Budget Law,
adopted by the National Assembly on 25 Febru-
ary 2022.%°

Over the second quarter of 2022, investment in
fixed capital fell to 11.0 per cent on an annual
basis compared to a decrease of 7.4 per cent in
the previous quarter. According to the BNB esti-
mates®’, the decline in total investment was due
to both private and public sector. Factors limiting
investment activity were the continued compara-
tively high economic uncertainty, the reported
shortage of some raw materials coupled with the
significant increase in their prices, as well as the
delay in the implementation of publicly funded
major infrastructure projects.

Net exports had negative contribution to the
annual growth of real GDP in the second quarter
of 2022, driven by the higher rise in imports

of goods and services than that of exports. As
regards exports, there was an acceleration in its
annual growth in real terms, driven by both the
goods and services components. The change

in imports on an annual basis was in line with
the growth in final demand, as well as with the
increased inventories in the economy.*®

> The household savings rate data series is calculated on
the basis of the NSI household budget survey data, subse-
quently seasonally adjusted by the BNB.

“6 The Law on Amendment of the Law on the State Budget of
the Republic of Bulgaria for 2022 was adopted on 30 June
2022, with higher expenditure on wages in the public sector
suggesting a continued increase in government consumption
on a quarterly and annual basis in the third quarter of 2022.

“"The NSI does not provide official data on the breakdown
of total investments into private and public. The series on
private investment is constructed by the BNB as a differ-
ence between total investment and the estimated amount of
public investment on an accrual basis in real terms. Public
investment estimates are based on information from quarterly
non-financial accounts of the general government sector,
published by the NSI.

“8 For more details, see the Balance of Payments and Exter-
nal Trade Section in Chapter 2 — External Financial Flows.

Gross Value Added Rate of Change

in Real Terms and Contribution by Sector

(per cent; percentage points; on an annual basis; non-seasonally
adjusted data)
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In the second quarter of 2022 gross value add-
ed in Bulgaria increased by 1.1 per cent from
the previous quarter according to seasonally
adjusted data. Based on non-seasonally adjusted
data year-on-year growth was 4.3 per cent.
Gross value added in industry went up by 14.0
per cent on an annual basis, driven by the man-
ufacturing sub-sector and was in line with the
increased exports of goods and higher domestic
demand. Concurrently, the downward trend in
the year-on-year value added in the construction
sub-sector observed since the second quarter of
2020 continued. Annual value added in the ser-
vices sector grew by 0.9 per cent in the second
quarter of 2022 with all sub-sectors contribut-
ing to this effect except real estate operations,
while the general government, education, human
health and social work activities sub-sector had
the most significant positive contribution.

Cyclical Position of the Bulgarian Economy

According to BNB estimates, the cyclical posi-
tion of the economy in the second quarter of
2022 was characterised by a positive output
gap given the significant increase in economic
activity in 2021 and the first half of 2022. This
suggests that some of the output factors in the
economy were employed above their potential
level, which is in line with the upward pressure
on the prices in the product and factor markets,
and primarily in the labour market.

The cyclical position of the economic indica-
tors was divergent in the third quarter of 2022.%
The indicators tracking firms’ current production
activity on the basis of reported data (the indus-
trial production index, services production index
and retail turnover index) were positioned above
their long-term average and tended to improve
further. Concurrently, over the third quarter of
2022 the indicators reflecting economic agents’
sentiment (consumer confidence and business
climate) were positioned below their long-term
average, reporting a decline on a quarterly basis
as a result mainly of the worsened corporate
and household expectations about the economic
situation in Bulgaria. According to the change in
the indicator calculated by the BNB, in the third

“9 Part of the economic indicators are available up to August
2022 (the industrial production index, services production
index and retail turnover index). Business climate, consumer
confidence and capacity utilisation data are available for the
entire third quarter of 2022.

Deviation of Economic Activity from Potential Output
(per cent, output gap)
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Notes: Results are obtained through the application of a multivari-
ate model with unobserved components presented in the research
topic on Methods for Estimating the Cyclical Position of the Economy,
Economic Review, 1/2019.

The output gap is the deviation of the current level of economic activ-
ity from potential output measured as a percentage of potential output.

Sources: the NSI, BNB calculations.

Cyclical Position of the Economy in the Third Quarter
of 2022 According to Selected Economic Indicators
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Indicator of Differences in Economic Agents’
Assessments about the Expectations of Economic
Development in the Short Term

(deviation from long-term average value)
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Notes: Higher values of this indicator should be interpreted as an in-
crease in differences of economic agents’ assessments. Positive/nega-
tive values of the total index show that differences in assessments
are above/below their long-term level. This indicator is constructed
under a methodology presented in: Ivanov, E. Constructing an Uncer-
tainty Indicator for Bulgaria, BNB Discussion Papers 109/2018, and
corresponds to the indicator U1 constructed in the paper.

Sources: the EC, BNB calculations.

quarter of 2022, the differences in firms’ assess-
ments of their current economic situation and
their expectations of economic developments in
the short term increased.

Expected Economic Activity

Quarterly growth of the composite economic
indicator™ of economic activity in Bulgaria
constructed by the BNB increased slightly in

the third quarter of 2022 which underpinned

a similar dynamics observed in real GDP over
the same period. Higher quarterly growth in the
composite indicator was mainly driven by the
increase in real retail turnover, industrial turnover,
and industry and services production indices.

At the same time, the upward dynamics of the
composite indicator was curbed by the decline
in the global PMI. Adverse developments in the
external environment in terms of global economic
growth and tighter global financial conditions are
expected to lead to a more significant deteriora-
tion in the outlook for the economic activity in
Bulgaria in the fourth quarter of 2022 and the
first quarter of 2023.°

0 Some of the data used for the indicator are available until
August 2022: industrial production; construction and services
indices; and retail trade turnover. Data available as of Sep-
tember 2022 are: unemployment rate; producer price index
in industry; new loans to corporations and households; global
PMI, business climate and consumer confidence indicators.

5" For further details, see the BNB Macroeconomic Forecast,
September 2022.

Composite Economic Indicator of Economic Activity
(per cent, on a quarterly basis)
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Revision of GDP Data

In line with its release calendar, the NSI published on 19 October 2022 revised annual and quarterly
data on Bulgaria’s gross domestic product (GDP) and its components by final consumption expenditure
component, production approach and income approach.

GDP revision according to non-seasonally adjusted data covers the period after the fourth quarter of
2007 and is marked by its substantial size against the backdrop of past revisions. The largest adjust-
ments were made for the period from 2020 to the first half of 2022, with a particularly large scale in 2021
amounting to BGN 6268.0 million (4.7 per cent of unrevised GDP). Quarterly seasonally adjusted GDP
data have been revised for the whole period after the first quarter of 1995, which is determined by the
statistical methodology used by the NSI for seasonal adjustment. This analysis aims to present GDP data
revisions, focusing on the changes in the structure according to the expenditure approach for its calcula-
tion and the production approach.

According to the methodology of the national accounts system, there are two main types of data revi-
sions. The first type of revisions are regular, characterised by the availability of new or updated statistical
information based on statistical surveys or administrative sources (enterprise accounts, tax information,
balance of payments, efc.). The second type of revisions is related to a change in the methodology used
and calculation procedures for specific statistical indicators. The change in the statistical GDP series,
made on 19 October by the NSI, involves mainly the first type of revisions and reflects new, more com-
prehensive incoming information, according to the NSI."

Non-seasonally adjusted data

GDP at current prices has been revised positively for individual years since 2007 (see Chart 1). For 2007
and 2008, the annual amount of GDP was increased by BGN 39.6 million and BGN 56.7 million, respec-
tively. Minor revisions were made for 2018 and 2019, with nominal GDP being increased by BGN 0.2
million and BGN 0.8 million, respectively. The most significant revisions were made for 2020 and 2021,
amounting to BGN 602.3 million and BGN 6268.0 million, respectively, and covering the majority of GDP
components under the different approaches for its calculation. As a result, GDP in 2021 came to BGN
139,012 million at current prices compared to the estimate of BGN 132,744 million before the data revi-
sion. The increased nominal value of the indicator is due to a stronger rise in physical volumes and, to

Chart 1. Revisions in GDP at Current Prices Chart 2. Revisions in the Rate of Change
for the 2007—-2021 Period of Nominal GDP for the 2007—2021 Period
(BGN million) (BGN million) (per cent; percentage points)
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Sources: the NSI, own calculations. Sources: the NSI, own calculations.

'“For further information, see the NSI press release of 21
October 2022.

Economic Review e 3/2022 36


https://www.nsi.bg/bg/content/19830/%D0%BF%D1%80%D0%B5%D1%81%D1%81%D1%8A%D0%BE%D0%B1%D1%89%D0%B5%D0%BD%D0%B8%D0%B5/%D0%B1%D1%80%D1%83%D1%82%D0%B5%D0%BD-%D0%B2%D1%8A%D1%82%D1%80%D0%B5%D1%88%D0%B5%D0%BD-%D0%BF%D1%80%D0%BE%D0%B4%D1%83%D0%BA%D1%82-%D0%BF%D1%80%D0%B5%D0%B7-2021-%D0%B3%D0%BE%D0%B4%D0%B8%D0%BD%D0%B0-%D0%B0%D0%BA%D1%82%D1%83%D0%B0%D0%BB%D0%B8%D0%B7%D0%B8%D1%80%D0%B0%D0%BD%D0%B8-%D0%B4%D0%B0%D0%BD%D0%BD%D0%B8

a lesser extent, an upward revision of the price COM-  shart 3. Revisions in the Annual Rate of Change
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changes in inventories were of a similar size but in a
different direction (by 0.1 and -0.1 percentage points,
respectively), thus neutralising their overall effect on
real GDP changes.

Exports of goods and services
Imports of goods and services

Sources: the NSI, own calculations.

The significant revision towards higher economic

growth for 2021 reflects significant changes in all major sub-components of GDP. Reflecting these revi-
sions, changes were made in the interpretation of the factors determining the recovery of economic
activity in 2021 after the negative shock from the initial spread of the COVID-19 pandemic. Data pub-
lished on 19 October 2022 show that firms in Bulgaria maintained higher inventories of commodities,
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raw materials and finished products in all four quar-
ters of 2021 compared to unrevised data, and the
scale of the revision was particularly large for the
third quarter. As a result, the contribution of changes
in inventories to real GDP growth in 2021 was
increased from 1.9 to 3.8 percentage points. The
positive contribution of domestic demand in 2021
rose slightly with the revision of 19 October (from
3.4 to 3.6 percentage points), driven by stronger
growth in private consumption and a weaker decline
in fixed capital investment. At the same time, growth
in government consumption for 2021 was revised
downwards. According to the published new data,
economic activity in 2021 was also supported by
the dynamics of net exports, with the contribution

of this component to real GDP growth amounting to
0.2 percentage points compared to -1.1 percentage
points according to unrevised data. This is due to a
revision towards stronger growth in exports of goods
and services in combination with a lower increase in
imports.

According to the new data, real GDP grew by

4.1 per cent year on year over the first half of 2022,
from 4.5 per cent before the revision, reflecting the
base effect of the strongly increased GDP estimate
in the first half of 2021. By final expenditure com-

Chart 5. Revisions in the Change in Real

GDP by Production Approach
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tive effects of COVID-19 on economic activity in the
services sector. In particular, the real value added
in services went down by 2.6 per cent compared
to a decline of 3.3 per cent according to unrevised
data. In addition, the services sector in 2021 was
still characterised by more positive changes com-
pared to the estimates of 7 September 2022, with
value added growth being revised from 2.6 to 9.3

—— GDP (data as of 7 September 2022)
—— GDP (data as of 19 October 2022)

Note: Quarterly data are used. The last observation is for the

second quarter of 2022.
Sources: the NSI, own calculations.

per cent. Agriculture is another sector with a substantial positive revision in real value added growth in
2021 (from 6.1 to 28.8 per cent). At the same time, rates of change in adjustments and value added in
industry were revised towards lower growth in 2021. Economic activity dynamics in industry over 2021
was driven by lower value added growth in manufacturing (from 9.4 to 5.4 per cent) in combination with
a stronger decline in construction value added (from 7.8 to 17.1 per cent).
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Seasonally adjusted data

On 19 October 2022 the NSI published also quarterly seasonally adjusted data on GDP and its compo-
nents (at current and constant prices). Differences are observed between revised and unrevised season-
ally adjusted time series in terms of both their level (due to differences in the levels of non-seasonally
adjusted time series), and their dynamics over time. Differences in quarter-on-quarter rates of change
are most significant in the period from the first quarter of 2018 to the second quarter of 2022.

According to the revised seasonally adjusted data, immediately before the COVID-19 pandemic, eco-
nomic activity in Bulgaria has followed a steady upward trend, while unrevised data have shown some
decrease in the level of real GDP at the end of 2019 compared to the beginning of the same year. For
2020, new data show that the spread of the COVID-19 in Bulgaria and abroad, as well as containment
measures in place since 8 March 2020 contributed to a decline in economic activity on a quarterly basis
in two consecutive quarters: down 3.8 per cent in the first quarter and 4.8 per cent in the second quar-
ter of 2020, respectively. These developments were followed by a partial recovery on a quarterly basis of
seasonally adjusted real GDP in the third quarter of 2020 (growth of 3.6 per cent). Seasonally adjusted
real GDP recovered to the pre-pandemic level in the second quarter of 2021. This economic activity
picture differs significantly from the dynamics of unrevised time series, which was marked by a very
slight decrease in real GDP over the first quarter of 2020 (down by 0.2 per cent) and a strong quar-
terly decline in the second quarter (down by 7.3 per cent). At the same time, unrevised data showed a
trend towards a more gradual subsequent recovery in economic activity, and pre-pandemic levels were
reached in the third quarter of 2021.

Table 1.
Rate of Change of GDP at Constant Prices According to the Revised and Preliminary Annual Data after 2007
(Non-seasonally Adjusted Data)

Data as of 19 October 2022

Annual rate of change 1-VI
2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021 2022

GDP at constant prices 6.7 61 33| 15/ 21, 08| -06| 1.0 34| 30 28 27 4.0 -4.0| 76 41
Private consumption 115 85| -48| 24, 20| 37| -839| 14| 28, 22| 25| 37| 60| -06| 88 38
Government consumption -1.0| 19| -59| 21| 23| -18| 07| -01| 18| 22| 43| 53| 20| 83| 04| 9.2

Gross fixed capital formation | 13.1| 22.0| -17.7| -176| 44| 18| 05| 35| 27| -66| 32| 54| 45 06| -83| -9.6
Exports of goods and services| 19.6| 25|-11.7| 11.0| 126, 20, 96| 3.1| 64| 86| 58 17| 4.0|-104| 11.0| 6.9
Imports of goods and services | 22.6| 4.9|-215| -0.3| 96| 54| 43| 51| 47| 52| 74| 58| 52| -43|109| 123

Contributions

Private consumption 77| 24| -28, 15| 13| 23| -25| 09| 18, 14| 15| 22| 36| 03| 51| 23
Government consumption -02, 03| -10| 04| 04| -03, 01| 00| 03, 04| 07| 08| 03| 14, 01| 18
Gross fixed capital formation 36| 6.2 58| -49| -1.0/, 04| 01| 07| 06| -1.4| 06| 10, 08| 01| -1.6| -1.6
Exports, net 53| 22| 94| 48 12| -20| 31| -1.3| 11| 23| 07| -24| 07| 40| 02| -36

Data as of 7 September 2022

Annual rate of ch =

nnualrate of change | o171 o008 | 2009 | 2010 | 2011 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021 2|0\é|2
GDP at constant prices 66 61 -33 15 21 08 -0.6 1.0 3.4 30 28 27 40 -44 42 45
Private consumption 114| 35| -42| 24| 20| 37| 39| 14| 28| 22| 25| 37| 60| -04| 80| 42
Government consumption 10| 19| 59| 21| 23| 18 07 01| 18| 22| 43| 53| 20| 83| 40| 7.2

Gross fixed capital formation | 13.1| 22.0| -17.7| -176| -44| 18| 05| 35| 27| 66| 32| 54| 45 06| -110| -6.6
Exports of goods and services | 19.6| 2.5|-11.7| 11.0| 126, 20| 96| 3.1, 64| 86| 58 17| 4.0/|-121, 99| 9.1
Imports of goods and services | 22.6| 4.9|-215| -0.3| 96| 54| 43, 51| 47| 52| 74| 58| 52| -54|122| 154
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Contributions

Private consumption 76| 24| 27| 15| 13| 23| -25| 09| 18| 14| 15| 22| 36| -02| 47| 25
Government consumption -02| 03| -10, 04, 04| -03| 0.1, 00| 03| 04|, 07| 08| 03| 14| 08| 1.5
Gross fixed capital formation 36| 6.2 -58| -49| -1.0| 04| 01| 07| 06| -1.4| 06| 10, 08| 01| -2.1| -1.1
Exports, net 53| -22| 94| 48| 12| -20| 31| -1.3| 11| 23| 07| -24| -0.7| -44| 11| -41
Difference (percentage points)
Annual rate of change =V
2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021 2022
GDP at constant prices 01, 0.0 -0.1| 0.0/ 00 00 00| 00 00 00 00 00 00 04 35 -03
Private consumption 0.1, 00| -0.1| 0.0f 00| 00| 00| 00| 00| 00| 00| 00| 00| -0.2| 08| -04
Government consumption 0.0/ 0.0, 00| 00| 0.0, 00| 00| 0.0 00| 00| 0.0/ 00| 00| 00| -836| 2.0
Gross fixed capital formation 00| 0.0, 00| 00O, 00| 00| 0O00O| 00| 00O, 00| 00| 005 00| 00| 26| -3.0
Exports of goods and services| 0.0| 0.0/ 00, 00| 00| 00| 00| 00, 00| 00| 004 00| 00| 17| 11| -22
Imports of goods and services| 0.0| 0.0, 00| 0.0| 0.0, 00| 00| 00| 00| 0.0/, 00| 00| 00| 11| -1.2] -3.1
Contributions
Private consumption 01, 00| -0.1| 0.0f 00| 00| 00| 00| 00| 00| 00| 00| 00| -0.1| 04| -0.2
Government consumption 00| 0.0, 00| 00| 00| 00| 00O 00| 0O, 00| 00| 00O, 00| 00| -0.7| 03
Gross fixed capital formation 0.0 0.0, 00| 00| 0.0, 00| 00| 0.0/ 00| 00| 0.0, 00| 00| 00| 05| -05
Exports, net 0.0, 00| 00| 00| 00| 00| 00| 00| 00| 00| 00| 00| 00| 04| 13| 05
Sources: the NSI, own calculations.
Table 2.
Annual Rate of Change of GDP at Constant Prices According to the Revised and Preliminary Quarterly Non-
seasonally Adjusted Data
Data as of 19 October 2022
Annual rate of change 2018 2019 2020 2021 2022
| Il 1wV | Il | v | Il | v | Il 1| v | Il
GDP at constant prices 27, 26 29| 25| 51 43| 34| 36| -08 -89 -21| -37| 37| 71 86| 102 44 39
Private consumption 62| 52| 49| -04| 33| 69| 64| 69| 02| 45| 36| -15| 69| 92| 98| 89| 55 21
Government consumption 31| 47| 58| 73| 26| -12| 21| 42| 67| 77| 74| 108| -21| -22| 29| 23| 66| 11.6
Gross fixed capital formation 97| 58| 19| 55| 25| 32| 32| 80| 48| 66| 45| 69| -33| -20|-119|-130| -74|-11.0
Exports of goods and services| 20| 03| -08| 60| 55| 12| 66| 23| 19|-168|-145[-103| 29| 239| 96| 94| 48| 89
Imports of goods and services| 68| 73| 52| 40| 43| 33| 73| 59| 22|-141] 69| 17| 49| 242| 130| 39| 123 123
Data as of 7 September 2022
Annual rate of change 2018 2019 2020 2021 2022
| I Il I\ | I 11l I\ | I Il 1\ | I Il IV | Il
GDP at constant prices 27 26| 29| 25 51| 43| 34| 3.6 -03 -9.7|-29|-41| 02| 65 3.9 56 5.0 4.0
Private consumption 62| 52| 49| 04| 33| 69| 64| 69| 04| 45| 41| -15| 54| 93| 83| 87| 64| 21
Government consumption 31| 47| 58| 73| 26| -12| 21| 42| 67| 77| 74108 62| 14| 63| 27| 1.1|13.1
Gross fixed capital formation 97| 58| 19| 55| 25| 32| 32| 80| -48| -6.6| 45| 69| -6.1| -48|-144|-155| -4.4| -8.1
Exports of goods and services| 20| 03| -08| 6.0| 55| 12| 66| 23| 16/|-192|-163|-124| -20[220| 7.9|138| 7.4|10.7
Imports of goods and services| 6.8| 7.3| 52| 40| 43| 33| 73| 59| 12|-153| -76| 03| 46/218|125|109|14.1| 16.6
Difference (percentage points)
Annual rate of change 2018 2019 2020 2021 2022
| I Il Y | I Il Y | I Il IV | I Il IV | Il
GDP at constant prices 0.0 0.0 0.0 00 0.0 00 0.0 00 -05 08| 09 04| 35 06| 4.7 4.6|-0.6| -0.1
Private consumption 0.0/ 0.0/ 00| 0.0| 0.0/ 0.0f 0.0, 0.0|-0.2| 0.0|-04| 00| 15| -01| 15| 0.2|-0.8| 0.0
Government consumption 00| 00| 00| 0.0 0.0| 0.0| 00| 00| 00| 0.O| 00| O.0| -82| -36| -34| -04| 55|-14
Gross fixed capital formation 0.0/ 0.0| 0.0| 0.0| 0.0| 0.0| 0.0| 0.0| 00| 0.O| 0.O| 0.0| 28| 28| 25| 25|-3.1|-29
Exports of goods and services| 0.0| 0.0/ 0.0| 0.0/ 0.0| 0.0/ 0.0| 0.0/ 0.3| 25| 18| 20| 49| 19| 17| -45 -26/|-1.9
Imports of goods and services| 0.0| 0.0| 0.0, 0.0 0.0/ 0.0| 0.0/ 0.0| 10| 12, 0.7 14| 03| 23| 05| -70|-18|-44

Sources: the NSI, own calculations.
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Table 3.
Quarter-on-Quarter Rate of Change of GDP at Constant Prices According to the Revised and Preliminary
Quarterly Seasonally Adjusted Data

Data as of 19 October 2022

Qfg{;eg}ogﬁgﬁgge’ 2018 2019 2020 2021 2022

| Il I v | Il 1| v | Il | v | Il I v | Il
GDP at constant prices 05/ 09| 10| 09| 13| 11| 02| 12| -38| 48 36 18 28 13 18 16 05 09
Private consumption 09| 02| 04| 00| 36| 23| -1.2| 24| -20| 28| 45 -02| 36| 12| 18, 08| 10, 09
Government consumption 18| 25| 04| 07| -08| 02, 20, 13| 28| 24| 07| 33| 03| 15| 48 05| 01| -0.1

Gross fixed capital formation 20| 06| 05| 08| 19| 10| 12| -01| 0.7, 16| 14| 08| -34| 15| 40| -27| -1.7| 25
Exports of goods and services | -06| 16| 08| 38| -1.7| -1.3| 70| -15| -30|-184| 80| 58| 93| -15| 20, 36| 41| 27
Imports of goods and services| 14| 13| -11| 24| 15| 05| 28| 11| -23|-156| 114| 106| 06| 04| 14| 16| 81| 09

Data as of 7 September 2022

Qf:{;eg}ocnr;gggger 2018 2019 2020 2021 2022
Clanlwmlw | o fwlw | o lmlwv ]t lulwm]w]| 1]

GDP at constant prices 0.7 06| 06| 0.4 38 -0.3 -0.6 02 -02 -7.3 30 15 1.7 1.0] 1.0 12 09 08
Private consumption 09| 02| 04| 00| 36| 23| 12| 24| 20| 28| 45| 02| 36| 21| 18] 08| 10| -06
Government consumption 18| 25| 04| 07| -08| 02| 20| 13| 28| 24| 07| 33| 03| -27| 48| 05| 01| 55

Gross fixed capital formation 48| 04| -21| 06| 48| 10| 29| 09| -15| 06| 52| 04| 92| -05| -46| -15| 09| -2.8
Exports of goods and services | -0.1| 16| 07| 32| -09| -1.3| 69| -24| -21|-205| 83, 44| 86 -11| 19| 77| 20, 25
Imports of goods and services | -2.0| 04| -12| 46| -1.1| -13| 48| -04| 0.4|-134|100| -26| 62| 18| -19| 23| 35| 47

Difference (percentage points)

Qfg{;eg}ogﬁgﬁgger 2018 2019 2020 2021 2022

| Il I v | Il 1| v | Il | v | Il | v | Il
GDP at constant prices -0.3| 03| 04| 05/-26| 14| 08| 09 -36| 25 0.6 04| 11 03| 0.8 04|-0.4 0.1
Private consumption 0.0| 00| 00| 0.0| 0.0| 0.0/ 00| 0.0| 00| 00| 0.0| 0.0| 0.0 -09| 0.0| 00| 00| 1.5
Government consumption 00| 00| 0.O| 00| 00| 0.0| 0.0] 00| OO| OO| O.O| O.O| 00| 42| 00| 00| 00|-56

Gross fixed capital formation |-2.8| 02| 26| 03|-29| 00, 1.7|-1.1] 08| 23/ -38|-1.2| 58| -1.0| 06| -1.1|-2.6| 0.2
Exports of goods and services | -0.5| 0.0| 0.1| 0.6|-0.7| 0.0/ 0.1| 09|-08| 20|-02, 14| 07 03| -0.1| 40| 2.1, 0.2
Imports of goods and services| 34| 09| 01| -22| 25| 18| -20| 15| -26| -21| 1.4|131| -56| -14| 33| -0.7| 46| -3.8

Sources: the NSI, own calculations.
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4.2. Labour Market

Labour Supply

Based on NSI data®, the labour force (com-
prising employed and unemployed persons)
increased on an annual basis in the second
quarter of 2022 for the first time since the end
of 2019. The continued favourable economic
situation in Bulgaria supported the labour mar-
ket and led to a 3.5 per cent decline on an
annual basis in the number of persons not in the
labour force. The labour force participation rate®
increased both on a quarterly and an annual
basis in the second quarter of 2022 as a result
of higher activity in all age groups.

According to the LFS data, seasonally adjusted
unemployment rate® fell to 4.3 per cent in the
second quarter of 2022 from 4.5 per cent in the
beginning of the year. Concurrently, administra-
tive statistics data of the Employment Agency,
which are published more frequently, point to a
break in the downward trend in the unemploy-
ment rate over the third quarter of 2022.

Labour Demand

In the second quarter of 2022, employment®
increased by 1.3 per cent on an annual basis.
Employees in the services sector, and in particu-
lar those in the trade, repair of motor vehicles
and motorcycles; transportation and storage;
accommodation and food service activities
sub-sector, and in the construction sector con-
tributed positively to this. At the same time, there
was a decline in the number of employed in
agriculture and industry.

The NSI short-term statics data also reported
higher demand for labour, with the number of
job vacancies in the economy going up by 10.2
per cent on an annual basis in the second quar-
ter of 2022 to 21,401 compared to an average
of 18,119 for the 2010-2021 period. Accord-

ing to Employment Agency data, available job

2 NSI Labour Force Survey data are used.

®3 The labour force participation rate is the proportion
between economically active persons (labour force) and pop-
ulation of the same age. Quarterly data, seasonally adjusted
by the BNB.

* The unemployment rate is the proportion between the
number of unemployed and the labour force for the age
group 15 and older based on Labour Force Survey data. The
time series is seasonally adjusted by the BNB.

5 NSI System of National Accounts data are used.

Contribution to the Change in Labour Force
by Component
(per cent; percentage points; on an annual basis)

-8+ ; . : . . . ; ; . . ; : : —L -8
2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
—— Labour force
N Unemployed
= Employed

Note: Data refer to the age group 15 and older.

Sources: the NSI, BNB calculations.

Economic Activity and Share of Discouraged Persons

(per cent, seasonally
adjusted data)

(per cent, seasonally
adjusted data)

5.0 74.0
451 r72.9
4.0 r71.8
351 r70.7
3.0 r69.5
251 r68.4
2.0 r67.3
154 r 66.1

0 . . . . . . . . : : : : : — 65.0
2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

= Share of discouraged people in the total age group 15-64 (left scale)

—— Economic activity rate of the age group 15-64 (right scale)

Sources: the NSI, Labour Force Survey, BNB calculations.

Unemployment Rate
(per cent, share of labour force; seasonally adjusted data)

14 14
12 12
10 10
8 - 8
6 6
4 La
2 2

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
= Unemployment*

—— Long-term unemployment*

——  Unemployment**

* Based on NSI data.
** Based on Employment Agency data.

Sources: NSI Labour Force Survey, Employment Agency, BNB calculations.
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vacancies (outside employment programmes)
that have remained unfilled for more than three
months continued to increase, reaching 1247

at the end of September 2022, compared to an
average of 757 over the corresponding month

in the 2010-2021 period. Increased demand for
labour against the backdrop of limited scope for
supply growth due to the trend toward a decline
in working-age population was reflected in an
increase in the share of companies, that define
labour shortages as a factor hindering their
activity in both the second and third quarters of
2022.%° Labour shortages, in turn, continued to
put upward pressure on labour income whose
growth exceeded that of real productivity.

Productivity and Compensation per Employee

Labour produotivity57 in total economy increased
by 3.2 per cent year-on-year in the second
quarter of 2022. Growth in real productivity per
employee was reported in the manufacturing and
agricultural sectors, while the fall in the construc-
tion and services sectors remained sustained. At
the same time, the growth rate of compensation
per employee accelerated to 20.9 per cent in
nominal terms on an annual basis in the sec-
ond quarter of 2022, driven by factors such as
enhanced economic activity, continued labour
force shortage and strong rise in consumer
prices and inflation expectations. In real terms®®,
the growth rate of compensation per employee
came to 6.6. per cent on an annual basis, with
declines reported only in the construction sec-
tor and the information and communication and
financial and insurance activities sub-sectors.

NS| data on average gross monthly wages also
pointed to an increased annual growth, albeit
weaker compared with NSI System of National
Accounts data®. The growth of average gross
monthly wages in the total economy came to
13.4 per cent on an annual basis in the second
quarter of 2022; compared to an annual increase

% According to NSI business situation survey data.

5" Labour productivity is calculated after adjusting gross
value added (total for the economy) for imputed rent.

8 Compensation per Employee deflated by the HICP.

% The different dynamics of both indicators for wage per
employee in the economy reflected the use of various
sources to assess employees and differences in definitions
and coverage of compensation per employee. Furthermore,
additional estimates of labour costs in the ‘shadow economy’
and benefits in kind were made in the System of National
Accounts.

Contribution to the Change in the Number
of Employed by Economic Sector
(per cent; percentage points; on an annual basis)

R —
- N W s

———
S OO Y

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
= Total for the economy
EE  \anufacturing
Construction
Services
mmm Agriculture

Sources: NSI — System of National Accounts (SNA), BNB calculations.

Economic Sectors with the Largest Number of Job
Vacancies in the Second Quarter of 2022

Manufacturing

Human health and
social work activities

General government

Accomodation and food service

Wholesale and retail trade; repair
of motor vehicles and motorcycles

Transportation and storage

linformation and communication,
telecommunications

T T T T T T T
500 1000 1500 2000 2500 3000 3500 4000

mm Average for the period 2010-2021
Q2 2022

o

Source: the NSI.

Labour Productivity Dynamics
(Value Added per Employee)

(per cent, on an annual basis)
25 25

T T T T T T T T T T T T T —-15
2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

= (@ross value added, imputed rent excluded
= Industry
—  Services, imputed rent excluded

Sources: the NSI, BNB calculations.
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Compensation per Employee at Current Prices
(per cent, on an annual basis)
30 30

25+

201\

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

—— Total for the economy
—— Industry
—— Services

Source: NSI — System of National Accounts (SNA).

of 9.8 per cent in the first quarter of 2022. A
stronger increase in wages was observed in
both private and public sectors.

4.3. Behaviour of Firms

In the second quarter of 2022, firms’ producer
prices continued to rise on an annual basis,
likely related to the higher production costs.®

Labour Costs of Corporations

Annual growth of firms’ unit labour costs contin-
ued to accelerate in the second quarter of 2022,
driven by stronger annual growth in nominal
compensation per employee than that in labour
productivity. Sustainable economic activity growth
in Bulgaria, labour shortages, as well as the
indexation of some nominal wages due to high
inflation were a prerequisite for this.®’ By eco-
nomic sector, the highest annual growth in unit
labour costs was reported in the services sector
(21.7 per cent), followed by the agriculture (13.5
per cent) and industry (10.7). Within industry,
both the construction and manufacturing sub-
sectors reported an increase in unit labour costs.

Investment Activity of Corporations

In the second quarter of 2022, firms’ investment
spending in real terms continued falling on an

annual basis. As a result, the private sector had
a substantial negative contribution to the decline

 This section reviews corporations’ labour and investment
costs, while expenditure on raw materials are not analysed
due to the lack of public data of quarterly frequency.

% According to the 2014 BNB survey on price and wage setting
mechanisms in non-financial corporations in Bulgaria, about
30 per cent of companies said that they applied a rule on wage
indexation to inflation dynamics.

Compensation per Employee and Average Wage
at Current Prices
(per cent, on an annual basis)
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—— Compensation per employee

—— Average wage

Sources: NSI — System of National Accounts (SNA), short-term statistics
of employment and labour costs.

Unit Labour Costs

(per cent, on an annual basis; non-seasonally adjusted data)
30
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2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

— Total for the economy, excl. imputed rent, nominal

—— Industry, nominal

Sources: the NSI, BNB calculations.

Contribution of Private and Public Sectors to the
Annual Rate of Change in Investment in Real Terms

(per cent, percentage points on an annual basis; non-seasonally
adjusted data)

40 r 40
30 r 30
204 r20

10 | L 10
JIN B
-10 “ L-10

|l

30
20082009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

-20 1

-30

— Gross fixed capital formation
BN Private investment
I Government investment

Notes: The NSI does not provide official data on the breakdown of
total investments into private and public. The series on private invest-
ment is constructed by the BNB as a difference between total invest-
ment and the estimated amount of public investment on an accrual
basis in real terms. Data on public investment are based on informa-
tion from quarterly non-financial accounts of the general government
sector, published by the NSI.

Sources: the NSI, BNB calculations.
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Contribution by Asset Type to the Annual Rate of
Change in Investment in Fixed Capital

(per cent; percentage points; on an annual basis; non-seasonally adjusted
data)
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Sources: Eurostat, BNB calculations.

in total fixed capital investment. By asset type,
the decline in investment was broad-based, with
investment in non-residential construction and
machinery, equipment and weapons systems
recording the largest negative contribution.

Financing Sources of Corporations

Based on non-seasonally adjusted data, gross
operating surplus which can be used by firms
for funding their activities increased by 22.8 per
cent on an annual basis in nominal terms in the
second quarter, due to industry (101.3 per cent)
and agriculture (10.5 per cent), whereas in ser-
vices it went down by 4.3 per cent. The larger
amount of the operating surplus in industry was
mainly due to the manufacturing sub-sector, which
was in line with strong growth of both sales in
real terms and selling prices.

Funding attracted by firms from sources other
than the gross operating surplus rose in almost
all sectors except for construction, with the high-
est concentration of attracted financing in the
industrial and services sectors (excluding public
services and financial intermediation). Growth

of attracted funds was largely due to received
loans and, to a lesser extent, to the increase in
foreign direct investment into Bulgaria over the
review quarter.

Price Policy of Corporations

In the second quarter of 2022, firms’ selling pric-
es, as measured by the Producer Price Index in

Annual Rate of Change of Nominal Gross Operating
Surplus and Contribution by Sector

(per cent; percentage points; on an annual basis; non-seasonally
adjusted data)
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Sources: the NSI, BNB calculations.
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Industry (PPI), posted a 39.9 per cent year-on-
year increase. These developments were under-
pinned mainly by the sizeable increase in energy
product prices. Within the index, more significant
increases were recorded in domestic producer
prices, and, in particular, in production of elec-
tricity, heating and gaseous fuels, followed by
the manufacture of refined petroleum products,
metals, chemical products, and wood and its
products. The annual growth rate of PPl contin-
ued to accelerate over the third quarter, reach-
ing 56.8 per cent in September 2022. Upward
pressure on firms’ selling prices continued to be
driven mainly by growth in their production costs
due to higher prices of energy and non-energy
commodities in international markets, as well as
by higher labour costs.

Producer price indices in the second quarter of
2022 also reported strong annual growth in all
sub-sectors with the exception of telecommuni-
cation services. The largest growth on an annual
basis was reported in freight handling (21.7 per
cent), freight transport by road (18.2 per cent),
and maritime transport (16.1 per cent).

Selling prices® in the retail trade sub-sector, which
is the closest to the customers in the supply
chain, continued to rise in the second quarter of
2022. Annual growth in the NSI retail price index
(excluding trade in motor vehicles and motorcy-
cles) reached 20.4 per cent in August 2022 (com-
pared to 20.0 per cent in the second quarter and
13.2 per cent in the first quarter of 2022).

Economic Indicators

Overall, NSI short-term business statistics indica-
tors suggest a continuous increase in economic
activity in the third quarter of 2022.%

BNB seasonally adjusted data show that in

the third quarter of 2022 the overall business
climate indicator worsened slightly from the
previous quarter, reflecting the contribution of
the construction and retail trade sectors. Avail-
able data for October 2022 signal that the busi-
ness climate will continue to deteriorate in the
fourth quarter of the year. Between July and
October 2022, uncertain economic environment
and labour shortage remained the main factors
impeding business activity. Despite the deteriora-

2 NSI data on retail prices for 2022 are up to August.

® For more details on the composite economic indicator, see
the Current Economic Environment Section in this Chapter.

Rate of Change of Producer Price Index in Industry
(per cent, on an annual basis)
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Corporations’ Expectations about Staff Recruitment
in the Following Three Months
(balance of opinions, per cent; seasonally adjusted data)
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Notes: The answers to the NSI survey questions are presented in
three-tier category scale: ‘increase’, ‘unchanged’, ‘decrease’. Balances
of opinions are calculated as a difference between relative shares of
extreme options of replies: ‘increase’ minus ‘decrease’.

Data for the fourth quarter of 2022 are for October.

Sources: the NSI, BNB calculations.

tion in managers’ sentiment about the situation
in Bulgaria, sentiment about staff employment
improved in the total economy.

NSI data on short-term business statistics on
output and turnover in manufacturing, retail
trade, services and construction production

for July—August 2022 give grounds to expect
divergent developments with regard to the value
added in the respective economic sectors in
the third quarter of the year — quarter-on-quarter
growth in manufacturing and services (excluding
trade) and a fall in retail trade and construction.

The industrial production index increased on
average both on a quarterly and annual basis,
but at a slower pace for the July-August 2022
period. Economic activity growth on an annual
basis was broad-based by economic sector, with
the most pronounced growth reported in electric-
ity, heat and gas production and distribution.
According to nominal turnover data, economic
activity growth in manufacturing was due to an
increase in sales in real terms on both domestic
and international markets. In the July—August
2022 period, retail trade volumes at constant
prices decreased slightly compared to the sec-
ond quarter of 2022, whereas their annual rate
of growth moderated. This probably reflected the
negative effects of high inflation on consumers’
purchasing power and deteriorating consumer
confidence given the high level of economic

Dynamics of the Production Index in Manufacturing,
Construction and Services
(January 2020 = 100; seasonally adjusted data)
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Industrial Turnover Dynamics
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uncertainty. Over the same period, growth in

the services production index (excluding trade)
slowed down on both a quarterly and an annual
basis. The most sizeable economic activity
growth on an annual basis was recorded in
services related to hotels and restaurants. (22.9
per cent). Between July and August 2022, con-
struction production reported a slight decrease
compared with the second quarter of the year.
However, the construction production index
increased at an accelerated rate on an annual
basis, largely due to building construction. The
NSI business climate survey suggests that in the
third quarter of 2022 the uncertain economic
environment, commodity prices and labour short-
ages remained the main constraints for the con-
struction firms.

4.4. Household Behaviour

Household Income

In the second quarter of 2022, growth in total
household income® continued to accelerate in
nominal terms on an annual basis compared to
that in early 2022. At the same time, loans and
credits continued to increase at a high rate,
while savings withdrawals reported a weaker
annual increase.

Total household income rose in nominal terms by
16.5 per cent year on year in the second quar-
ter of 2022, mainly due to the reported increase
in pension income. Concurrently, the growth rate
of income from wages moderated to 7.7 per
cent, from 12.9 per cent in early 2022. Accord-
ing to NSI National Accounts and short-term
statistics data, this growth was considerably
weaker than the reported income growth, which
accelerated on an annual basis in the second
quarter of 2022.

In real terms®, total household income also
reported a more pronounced increase of 2.8 per

% Total income includes household cash income from wages,
pensions, self-employment, social security benefits, allowances
and valued in-kind income, which is the cash value of goods
and services received in kind by households, for instance social
transfers in kind. Total income does not include withdrawn
savings and credits. For more details, see NSI's Methodology on
the Household Budget Survey.

% To obtain total income, pensions and wage using different
statistics, nominal values are deflated by HICP.

Household Revenue

(BGN, monthly average per person)
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Source: NSI — Household Budget Survey.

Contribution to the Change in Total Monthly
Household Income
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cent on an annual basis in the second quarter
of 2022 (0.7 per cent in the first quarter of the
year). Pension income went up by 22.6 per cent
in real terms on an annual basis, while income
from wages reported a 5 per cent decrease. The
NSI National Account wage bill data®® suggest
that labour income went up by 5.1 per cent in
real terms on annual basis in the second quarter
of 2022, while the NSI short-term statistics data
on average wage do not indicate any changes
as compared to the same period of the previ-
ous year. These inconsistencies are likely due to
differences in methodologies, scope and data
sources across the different statistics.

Higher total income growth resulted in an annual
increase in the real disposable income of house-
holds of 4.3 per cent in the second quarter of
2022, compared with an annual increase of 0.2
per cent in the first quarter of the year.

Household Expenditure

The year-on-year total household expenditure
growth®” continued to accelerate in nominal
terms in the second quarter of 2022 as a result
of higher consumer expenditure, while annual
growth in taxes and social security contributions
moderated compared with the first quarter. Con-
sumer expenditure went up by 19.4 per cent on
an annual basis in the second quarter of 2022,
with food and non-alcoholic beverages contribut-
ing most to this.

According to the NSI Household Budget Survey,
consumer expenditure went up by 5.2 per cent
in real terms® on an annual basis in the second
quarter of 2022, compared with 4.3 per cent
annual growth in early 2022. Healthcare expendi-
ture contributed most to the increase in real
terms for a second consecutive quarter, whereas
expenditure on food and non-alcoholic beverages
recorded a decrease.

Concurrently, according to NSI National Accounts
data, private consumption went up 2.1 per cent
on an annual basis in the second quarter of

% The wage is calculated by dividing the wage bill to the
number of employed in the economy.

 Total expenditure include consumer spending, taxes, social
contributions, regular transfers to other households and other
expenditure. For more details, see NSI's Methodology on the
Household Budget Survey.

% Household consumer expenditure is deflated by overall
HICP. Sub-components of consumer expenditure are deflated
by the corresponding HICP groups.

Household Disposable Income
(per cent, average per person, on an annual basis)
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2022, compared to an annual increase of 5.5 per
cent in the first quarter. According to NSI House-
hold Budget Survey data, higher growth in con-
sumer expenditure can be seen as representative
for the lower-income population groups, in which
the increase in income from pensions plays a key
role in the formation of consumer expenditure.
Concurrently, according to NSI National Accounts
data, private consumption has a larger scope and
covers better higher-income population groups.

Household Savings

The NSI Household Budget Survey shows that
the propensity of households to save® part of
their received income’ increased slightly in the
second quarter of 2022 compared to the year’s
start, though remaining at a lower level compared
to the same period of the previous year. Concur-
rently, accumulated households’ net assets in the
banking system’' continued to decline in line with
the trend toward lower annual growth in deposits
compared to withdrawn loans. According to BNB
monetary statistics, withdrawals from the banking
system most likely continue to support house-
hold consumption.

4.5. Fiscal Policy Effects on the Economy

In the second quarter of 2022, fiscal policy sup-
ported economic activity in Bulgaria by both
higher direct transfers to households and firms
(in the form of social expenditure and subsidies)
and an increase in government final consump-
tion expenditure.

The increase in pensions effective as of 25
December 2021"% and the payment of pen-
sion allowances contributed most to the social
expenditure growth”: up 17.5 per cent on an

 Household savings are measured by the difference
between the total income and the total expenditure in the rel-
evant quarter. The propensity to save is calculated as a ratio
between savings and gross income in the relevant quarter.

" Income is gross income in the relevant quarter reduced by
taxes and social security contributions.

" The net position of households vis-a-vis the banking sys-
tem is the difference between deposits and loans of house-
holds (positive values should be interpreted as an excess of
deposits over loans).

2 Pensions were raised by increasing the weight of each
year of the length of service in the pension formula from 1.2
to 1.35 and by increasing the minimum and maximum pen-
sion amounts.

78 Social payments other than in kind from quarterly non-
financial accounts of the general government sector are
considered.
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annual basis in the second quarter of 2022. At
the same time, the continued support for the
non-household users of electricity due to the
higher electricity prices drove the increase in
subsidies (84.4 per cent on an annual basis).
The annual increase in government consumption
in nominal terms accelerated, with intermedi-
ate consumption expenditure contributing most
to this. The entry into force of the 2022 State
Budget Law in April providing for a consider-
able increase in the cost of living influenced
intermediate consumption expenditure dynam-
ics. Government consumption growth acceler-
ated substantially in real terms on an annual
basis and came to 11.6 per cent (from 6.6 per
cent in the first quarter of 2022). In the second
quarter of 2022 the general government sec-
tor's investments in fixed capital went down on
an annual basis in both nominal and real terms
for the fourth consecutive quarter. The subdued
government investment dynamics was probably
due to the delay in the implementation of major
infrastructure projects resulting from the political
uncertainty in Bulgaria and the shift of the fiscal
policy towards higher current expenditure.

Annual growth of total expenditure under the
consolidated fiscal programme (CFP) continued
to accelerate and reached 19.7 percent at the
end of September (9.8 per cent as of June 2022)
reflecting the Amendment to the 2022 State
Budget Law, effective as of 1 July 2022, which
provided for higher spending on subsidies, social
payments and remunerations of employees in the
public sector. The elimination of the price ceiling
on compensations for non-household electricity
consumers’® was a determining factor for the
substantial acceleration in subsidy expenditure
growth over the review period. Concurrently,

the increase in pensions from 1 July” resulted

in higher social expenditure. Higher operat-

ing expenditure also had a relatively significant
positive contribution to total budget expenditure

™ As per the Law on Amendments to the Law on the State
Budget of the Republic of Bulgaria for 2022. The Electricity
System Security Fund compensates non-household electric-
ity end customers in full when the real average monthly
exchange price of the day-ahead segment of the Independ-
ent Bulgarian Energy Exchange EAD for the respective
month exceeds the base price of BGN 250/MWh for the

1 July 2022 to 31 December 2022 period.

® The basic pension of all pensioners was increased by 10
per cent; monthly pension allowance introduced in August
2020 in the context of an emergency epidemic situation due
to the spread of COVID-19 was also added to the basic
amount of the pension.

Annual Rate of Change in Gross Fixed Capital
Formation of the General Government Sector
in Nominal Terms (Quarterly Data)
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growth by end-September, driven mainly by set-
tlements of prior obligations to road construction
and maintenance firms under ongoing regular
repair and maintenance contracts’®.

The increase in spending on remunerations for
part of the employed in the public sector and
the continued operating expenditure growth77
imply a positive effect of government consump-
tion on economic activity in the third quarter of
2022. Data on the CFP implementation in the
capital expenditure part which show an increase
of 16.3 per cent on annual basis by end-Sep-
tember and the low base in the general govern-
ment expenditure on gross fixed capital forma-
tion in the July-September 2021 period point to
a positive effect of fixed capital investment on
annual real GDP growth in the third quarter of
2022.

By end-September 2022, total CFP budget rev-
enue rose by 18.9 per cent on an annual basis,
largely due to higher tax revenue growth and,
to a lesser extent, non-tax revenue growth. Tax
revenue growth continued to be driven mainly
by higher VAT receipts dominated by the strong
increase in VAT revenue from imports. Non-tax
revenue dynamics reflected largely the pay-
ment of contributions by the public undertakings
in the energy sector launched in July 2022 to
cover electricity and/or natural gas costs.

By end-September 2022, the CFP budget bal-
ance amounted to BGN 989 million, or 0.7 per
cent of GDP’®. The funds reported as cash
expenditure in December 2021 earmarked for
pension allowances and energy subsidies in
2022 (amounting to BGN 1.2 billion), which were
not reflected in budget expenditure this year,
had an impact on the realised balance.

7® Based on MF Monthly Bulletin on Budget Performance and
Major Indicators under the Consolidated Fiscal Programme
as of the end of September 2022.

" Based on data on the implementation of the Consolidated
Fiscal Programme as of the end of September 2022.
8 Nominal GDP data for the last four quarters as of the sec-
ond quarter of 2022 are used in calculating the ratio.
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S. PRICE DEVELOPMENTS

5.1. Consumer Prices

Annual inflation, measured by the HICP, con-
tinued to accelerate, reaching 15.6 per cent in
September 2022 (from 6.6 per cent at the end
of 2021). Although food and energy product
groups (excluding administratively controlled
prices) had a major contribution to inflation, the
first nine months of 2022 saw a strong expan-
sion in the range and intensity of price increases
in the other components of the consumer basket.
This was driven by the simultaneous effect of
pro-inflationary factors stemming from both exter-
nal and internal macroeconomic environment.
The most significant pressure toward an increase
in consumer prices came from price rises in
major energy sources (natural gas, oil, electric-
ity for business consumers’®) and agricultural
products in international markets.® In the Janu-
ary—September 2022 period, a number of discre-
tionary fiscal measures were taken in the form of
subsidies on products and reductions in indirect
taxes (excise rates and VAT) to mitigate the pro-
inflationary impact of the international environ-
ment.?’ The depreciation of the euro against the
US dollar (by 15.9 per cent year on year as of
September 2022) and the continued acceleration
of durable goods inflation in the EU were other
import-side factors that had an upward influence
on consumer prices. As regards the internal mac-
roeconomic environment, rising unit labour costs

" 1n 2021 the Independent Bulgarian Energy Exchange
(IBEX) was fully integrated with the Day Ahead electricity
market in South-East Europe, whereby the price of electricity
for non-household consumers in Bulgaria began to be deter-
mined by the demand and supply of electricity in the region,
and not only at the local level.

% The upward dynamics of food and energy prices in inter-
national markets has increased significantly since the start
of the war in Ukraine as a result of a disruption in global
supply chains.

8 According to Eurostat data on HICP at constant tax levels,
which is calculated on the assumption of full and immediate
carry-over by firms of subsidies and changes in tax rates on
final consumer prices, the maximum effect of fiscal measures
is 0.7 percentage point lower annual inflation. However, the
actual effect is likely to be lower, as detailed data from the
consumer basket do not indicate that traders carry in full the
fiscal measures on consumer prices.

Inflation and Contribution of Major Commaodity and
Services Groups to It
(per cent; percentage points; on an annual basis)
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Rate of Change of Energy Commodity Price Index

(per cent, on an annual basis)
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exerted an upward pressure on prices.82 Another
factor with a pro-inflationary effect was the strong
consumer demand (as measured by real retail
trade turnovers) in the context of annual growth
of both net fiscal transfers to households and
real wages.

Energy Products Prices

The upward trend in inflation of energy products
(excluding those with controlled prices) was halt-
ed in the beginning of the third quarter of 2022,
with annual price growth in this group reaching
37.0 per cent in September. This dynamics was
mainly driven by transport fuel prices, which
were influenced by the evolution of oil prices in
the international markets, as well as the com-
pensation introduced by the government (in the
amount of 0.25 BGN/litre) for the most widely
used motor fuels.?® In contrast to transport fuels,
prices of gaseous fuels for households (LPG)
and solid heating fuels continued to rise at an
accelerating annual rate in the third quarter of
2022, and these sub-groups made a significant
positive contribution to energy product inflation.

Food Prices

Food inflation accelerated to 24.1 per cent in
September 2022 (from 8.1 per cent at the end
of 2021) and this group had the highest positive

%11 the first half of 2022, the total economy recorded an
acceleration in the annual growth of nominal unit labour
costs to 14.2 per cent.

& Compensation will be granted only to end users when fuel-
ling the following types of fuel with the lowest selling price at
the point of sale: petrol A95, gas oil (diesel), liquefied petro-
leum gas (LPG) and natural gas (methane). The discount is
granted until exhaustion of the budget resources provided for
this purpose amounting to BGN 150 million.

Rate of Change in Brent Crude Oil and A95 Petrol
Prices
(per cent, on an annual basis) (per cent, on an annual basis)

200 200

160 160
120+ r120

80 r 80

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 20212022
= Brent crude oil price in euro, right scale
= AO95 petrol price, excluding VAT and excise duty in levs, left scale

Sources: The ECB, the NSI, BNB calculations.

Rate of Change of Food Price Index and Contribution
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contribution to the headline inflation, with both
processed and unprocessed food contributing to
this.

Unprocessed food prices posted year-on-year
growth of 20.1 per cent in September 2022
(compared to 6.0 per cent in December 2021).
The sub-group of meat and meat products had
the biggest contribution to this increase, which
corresponded to the higher production costs of
corporations (due to animal feed and energy
prices) and to increased meat prices within the
European Union.®* In September 2022, the sub-
group of fruit and vegetables also had a signifi-
cant positive contribution to food inflation, which
can be explained by higher prices of products
and services used for intermediate agricultural
consumption and imported product prices.

Processed food inflation was 26.1 per cent in
September 2022 (from 9.2 per cent by end-
2021), with the sub-groups of milk, dairy prod-
ucts and eggs, and bread and cereals followed
by sugar, chocolate and sugar confectionery,
and animal and vegetable fats and oils having
the highest positive contributions to the price
increase. The increased processed food prices
were driven by the upward dynamics of produc-
tion costs®™ in the context of an annual rise in
euro prices of dairy products, wheat, sugar,
vegetable oils and other commodity prices in
international markets along with higher producer
prices in agriculture. A factor that partially limited
inflation in the sub-group of bread and cereals
was the introduction of the zero VAT rate for the
supply of bread and flour, in force since July
2022 (valid up to 1 July 2023).

Core Inflation

In the first nine months of 2022 core inflation
(including services and non-food prices) followed
an upward trend, reaching 11.2 per cent in Sep-
tember (from 3.2 per cent at the end of 2021).
Price increases in both non-food goods and ser-
vices contributed to these developments.

% The analysis employs public data of the Ministry of Agri-
culture and Food.

8 According to the producer price index (PPI), in September
2022 prices related to the manufacture of bakery and farina-
ceous products rose by 36.2 per cent and those related to
the production of milk and dairy products increased by 28.3
per cent. In September 2022 producer prices related to the
manufacture of oils and fats grew by 33.5 per cent on an
annual basis.

Contribution of Major Sub-groups to Unprocessed
Food Inflation
(per cent, percentage points, on an annual basis)
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Sources: the NSI, BNB calculations.

Core Inflation and Contribution of Services and Non-
food Goods to It

(per cent, percentage points, on an annual basis)
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Contribution of Major Sub-groups to Inflation in
Industrial Goods (Excluding Energy Products)

(per cent, percentage points, on an annual basis)

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2079 2000 2021 2075
Industrial goods

Automobiles

Clothing and footwear

Other consumer non-durables, excluding clothing and footwear

Other consumer durables, excluding automobiles

Sources: the NSI, BNB calculations.

Inflation in non-food goods accelerated to 10.6
per cent in September 2022 compared to 3.9
per cent at the end of 2021. This dynamics was
driven primarily by non-durable goods (mainly
clothing and footwear, materials for the main-
tenance and repair of the dwelling, household
goods and spare parts and automobile acces-
sories). In the group of durable goods, inflation
acceleration was comparatively smoother, and
furniture and furnishings and major household
appliances had the largest positive contributions
to the price increase. Price increases in these
HICP sub-groups were a result of the growth

in final consumption expenditure of households
on these goods,® as well as higher prices of
imported industrial goods and raw materials
used in the production process.

Annual inflation in the group of services accel-
erated to 11.9 per cent in September 2022
compared to 2.5 per cent at the end of 2021.
This dynamics was driven by emerging indirect
effects of higher food and fuel prices on cater-
ing and transport services prices. Other sub-
groups with an essential contribution to the price
rises were short-stay accommodation services,
motor vehicle repair and maintenance services,
telecommunication services, services for the
regular maintenance and repair of the dwelling
and house rentals. Potential factors with a pro-
inflationary effect on dynamics of these prices

8 According to NSI data, in August 2022 real volumes of
retail trade in non-food goods (excluding trade in motor fuels
and lubricants) increased by 4.4 per cent year on year (7.5
per cent on average between January and August 2022).

Contribution of Major Sub-groups to Inflation in
Services
(per cent, percentage points, on an annual basis)

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

—— Total index of services prices
Telecommunication services

I Transport services

B Catering services

mmm  Other services

Sources: the NSI, BNB calculations.

Contribution of Major Sub-groups to Inflation in
Administratively Controlled Prices (Including Tobacco
Products)

(per cent, percentage points, on an annual basis)

14

S A o v s o o

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
Total contribution of administratively controlled prices

and tobacco products to annual inflation

Tobacco products

Water supply and sewerage services

Urban public transport

Heating

Electricity

Other administratively controlled prices

Sources: the NSI, BNB calculations.
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were the strong consumer demand of house-
holds, rising unit labour costs, increased energy
prices and continuing house price rises.

Goods and Services with Administratively Controlled
Prices and Tobacco Products

Inflation in goods and services with administra-
tively controlled prices and tobacco products
increased to 8.2 per cent in September 2022,
from 3.0 per cent by end-2021. Central gas
supply®” had the largest positive contribution to
this in the context of rising natural gas prices in
international markets. Other regulated services,
which experienced more substantial year-on-year
rises were water supply, waste collection and
sewerage services, medicines and other phar-
maceuticals, inland public transport, electricity
and heating.®® Factors limiting the increase in
regulated energy prices for households were the
VAT reduction from 1 July 2022 on district heat-
ing and natural gas supply prices (until 1 July
2023), as well as the excise duty exemption for
electricity, liquefied petroleum gas and natural
gas (until 30 June 2025).

In September 2022, the diffusion index, showing
the share of groups of goods and services with
rising prices on an annual basis, was 89.5 per
cent. In terms of price increases, the number of
HICP goods and services with inflation of above
5 per cent on an annual basis rose strongly
from the beginning of 2022, whereas the groups
with inflation from O to 5 per cent prevailed at
the end of 2021.

Inflation Expectations

According to the regular NSI business survey,
the share of firms in all economic sectors which
foresee an increase of selling prices in the fol-
lowing three months increased significantly over
the first five months of 2022. Subsequently, in
June-September 2022 there was a slight weak-
ening of firms’ attitudes towards new increases
in selling prices, and the balance of opinions
indicator began to decline. At the same time, the

% As of September 2022, the EWRC approved price of
natural gas of the public supplier Bulgargas EAD (including
excise and VAT but excluding prices for access and trans-
mission through gas transmission networks) was 361.8 per
cent higher than that in September 2021, which led to an
increase in the regulated price of central heating service in
HICP to the amount of 253.9 per cent on an annual basis.

% For further information, see the EWRC’s decisions on the
price of electricity and heating for households.

Diffusion Index

a) relative shares of increasing HICP sub-indices on an
annual basis by major groups of goods and services
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b) relative shares of increasing HICP sub-indices on an
annual basis by the size of the increase
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Sources: the NSI, BNB calculations.

Expectations of Selling Prices in Industry, Retail Trade
and Services in the Following Three Months

(balance of opinions)
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Expectations for the Rate of Growth in Selling Prices
in Retail Trade over the Following Three Months

(share of managers, per cent) (balance of opinions)
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Source: the NSI.

group of retail trade managers forecasting price
hikes reported attitudes towards a slowdown in
the growth rates of prices compared to those
observed previously, which implies a possible
interruption of the upward trend in food and non-
food goods inflation over the following months.

Based on these developments along with our
assumptions about changes in international
prices of commodities and their pass-through
to administratively regulated prices, inflation is
expected to gradually slow down in the fourth
quarter of 2022 and the first quarter of 2023.
The projected strong increase in unit labour
costs, private consumption growth and suspen-
sion of some of the government’s fiscal meas-
ures® are expected to be factors with a pro-
inflationary effect.

5.2. Housing Prices

In the second quarter of 2022, the annual
growth rate of the house price index (HPI) con-
tinued to accelerate, reaching 14.6 per cent,
from 9.4 per cent by end-2021, which was also
accompanied by an increase in the volume of
concluded sale and purchase transactions (by
26.8 per cent on an annual basis in the second
quarter). Price increases were wide-ranging
across regional cities and reflected the simul-
taneous price hikes of existing (16.0 per cent)
and new (12.3 per cent) housing. Factors still

8 This refers to the compensation of consumers for the price
of motor fuels (0.25 BGN/litre) and the compensation of the
firms for the high price of electricity for business consumers.
For further details, see the BNB publication Macroeconomic
Forecast, September 2022.

Rate of Change of House Price Index
(per cent; on an annual basis)
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Note: From the beginning of 2022, the HPI is calculated solely on the
basis of data from an administrative source (the Property Register),
and thus the data are not fully comparable to those of previous years.

Source: the NSI.

Actual and Equilibrium Housing Prices
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Key Indicators of the Housing Market Developments in Bulgaria

(per cent; year-on-year change)

Indicators

Price developments

House price index, total

New dwellings

Existing dwellings

Inflation (HICP)

House rentals, paid by tenants (HICP)
Lending

New housing loans

Annual percentage rate of charge on new housing loans
(per cent, at the end of the period)

Housing loans balances
Construction and investment

Permits issued for the construction of new residential buildings
(square meters)

Value added in construction (at average annual prices for 2015)
Constriction Production Index, building construction

Fixed investment; residential buildings

Construction cost index for new buildings

2021 2022
2017 2018 2019 2020 2221 v | !
87 66 60 46 87 87 94 115 146
67 57 85 22 77 85 84 87 123
97 70 48 60 92 88 100 133 160
12 26 25 12 28 29 60 89 134
10 19 33 25 17 15 19 43 62
327 149 124 181 240 302 374 470 365
44 39 35 32 30 30 30 29 29
127 194 00 -155 144 162 176 171 170
325 390 79 90 00 103 237 139 433
40 11 37 10 00 92 -288 42 -121
109 26 84 83 08 01 30 51 27
403 1021 192 22 66 -120 -130 06 -44
25 29 51 21 122 163 185 242 567

Notes: Values indicating the amount of the APRC on housing loans to households are averages weighted by the relevant volumes of new loans for
a 12-month period. In calculating the annual growth of new loans for house purchases, aggregated data for the last 12 months are used.

Sources: the NSI, the BNB, Eurostat.

supporting housing demand and thereby con-
tributing to higher prices included the increased
labour income, strong credit activity, as well as
accumulated savings in the economy and limited
alternatives for their investment amid low interest
rates and accelerating inflation. In addition, con-
tinuing acceleration of the annual growth in con-
struction costs to 56.7 pert cent in the second
quarter of 2022, which was in line with reported
shortages of some construction materials and
their price increases™ after the outbreak of the
war in Ukraine was an essential supply-side pro-
inflationary factor. Over the second quarter of
2022, the price-to-rent ratio, which is a frequent-
ly used indicator of undervaluation/overvaluation
of houses, continued to exceed significantly (by
31.7 per cent) its long-term average value.’’ This
signals that household decisions to purchase a
home were driven by reasons other than ensur-
ing an immediate financial advantage by renting
newly acquired properties. Such reasons could
be the expectations of a continuing increase in
housing prices (and realised capital gains after

«© According to NSI business situation data for Bulgaria.

9 Calculations for the period from the first quarter of 2000 to
the second quarter of 2022.

Indicators of Undervaluation/Overvaluation of Housing

(per cent)
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Sources: the NSI, BNB calculations.
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a sale in the future) or perceptions of residential
properties as an alternative asset for preserving
value in an environment of low interest rates and
high inflation. At the same time, estimates based
on the BNB macroeconomic model® suggest a
significantly lower positive deviation of current
residential property prices in Bulgaria from their
long-term equilibrium level (7.3 per cent). This
was due to the fact that rising household income
in combination with persistently low interest
rates on housing loans have pushed up housing
affordability which is recorded as an increase in
their equilibrium price under the macroeconomic
model.

92 Additional information on this model is available in the
research topic Dynamics of House Prices in Bulgaria
between 2000 and 2016, Economic Review, issue 1 of 2017.
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