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Main Parameters of the 2019-2021 Budgetary Framework

The updated medium-term budgetary forecast of the government for the 2019-2021 period,’
which complies with 2019 budget and tax law parameters adopted by the National Assembly, sets
the cash deficit on the consolidated fiscal programme (CFP) for 2019 at BGN 600 million (-0.5 per
cent of projected GDP). In 2020 the budget balance is projected to improve, reaching a balanced
budget position to be maintained in 2021, as well. In 2019 the ESA 2010 budget balance of the
general government sector is expected to be slightly negative (-0.2 per cent of projected GDP), while
surpluses of 0.5 and 0.6 per cent of GDP are set as a budgetary objective in 2020 and 2021. Based
on Ministry of Finance (MF) estimates of the current and expected dynamics of the structural budget
balance, the fiscal policy effect on economic activity in Bulgaria is foreseen to be stimulating in 2018
and 2019, restrictive in 2020 and neutral in 2021. The budgetary objectives of the updated medium-
term budgetary forecast on a cash and accrual basis are fully consistent with the fiscal rules provided
for in the Law on Public Finances and EU economic policy coordination framework.

In 2019 the increase in CFP budget revenue is projected to be 11.9 per cent compared to its
expected performance for 2018,? with tax and social security revenue (6.3 percentage points)
contributing most to this increase, and to a lesser extent, non-tax revenue (4.0 percentage points)
and grants (1.6 percentage points). The projected increase in tax and social security revenue (by
7.7 per cent) reflects mainly domestic demand, wages and employment dynamics, as projected
by the MF. Positive budget effects related to tax and social security revenue are expected mainly
from the increase in maximum social security income (from BGN 2600 to BGN 3000) and minimum
wage and minimum insurance income rises (from BGN 510 to BGN 560).° The planned growth of
non-tax revenue (by 30.9 per cent vis-a-vis the anticipated 2018 performance) is mainly due to
the discretionary measure effects, which will be fully used for funding specific expenditure policies
(through subsidies and capital expenditure) and therefore are expected to have a neutral effect on
the budget balance. Discretionary measures related to non-tax revenue include anticipated additional
funds to the budget of the Security of the Electricity System Fund, revenue from the introduction of
a toll charge and electronic vignette and one-off receipts from Sofia airport concession. The planned
increase in revenue from grants by 30.1 per cent vis-a-vis its expected performance for 2018 is
consistent with the government’s priority of advancing project implementation under EU 2014-2020
operational programmes.

Total CFP expenditure for 2019 (including the contribution to the EU budget) is planned to rise by
15.1 per cent against the expected performance for 2018, reflecting mainly the projected increase
in capital expenditure (by 38.8 per cent, or BGN 1.8 billion), social payments (by 7.5 per cent, or
BGN 1.2 billion), subsidies (by 43.6 per cent, or BGN 1.2 billion) and staff costs (by 9.9 per cent,
or BGN 0.9 billion). Implementation of investment projects remains a top priority of the government’s
expenditure policy, with an increase expected in both EU co-financed and national capital expenditure
(including funds for defence modernisation). Social payment dynamics (including National Heath
Insurance Fund reserve) reflects changes in the amount of pensions paid* and additional funds for
healthcare and household benefits and allowances.’ Projections of increased subsidies mainly result
from the changes in the budget of the Security of the Electricity System Fund, as mentioned above.
In 2019 planned staff costs exceed substantially the resources required to continue the policy of

' The updated medium-term budget forecast for the 2019-2021 period is drawn up in October 2018 and constitutes the motives to the 2019 draft
State Budget Law. It was adopted by the Council of Ministers with Decision No 768 of 28 October 2018. To ensure compliance with the param-
eters of 2019 final budget and tax laws adopted by the National Assembly, amendments to the updated medium-term budget forecast were made
and approved by the Council of Ministers with Decision No 928 of 20 December 2018. This box discusses the government’s medium-term budget
forecast parameters approved on 20 December 2018.

2 The October 2018 budget revenue estimate for 2018 remained unchanged in the updated medium-term budget forecast approved on 20 De-
cember 2018.

3 The increase in minimum insurance income applies to all self-employed persons, excluding farmers and tobacco produces, for whom it was
raised from BGN 350 to BGN 400. Minimum insurance thresholds of employees for whom the threshold coincides with the minimum wage are also
expected to rise.

4 From 1 July 2019 pensions awarded by 31 December 2018 are planned to increase by 5.7 per cent, and the maximum amount of the pensions
received by one person will be raised to BGN 1200 (40 per cent of the maximum social security income for the relevant year).

° Social benefits and compensations include mainly BGN 150 million to disabled people and BGN 40.4 million for targeted heating allowances.
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wage increases in the education sector and to cover additional budget expenditure as a result of

the changes in the minimum wage and social security policy with the aim to achieve wage increases
in all budget sectors. As in the previous year, the updated medium-term budgetary forecast of the
government for 2019 sets declines in other staff payments (by 21.1 per cent against the expected
performance for 2018) in order to limit partly the funds necessary to implement the policy of wage bill
increases in the budget sector.

Planned fiscal consolidation in 2020 incorporates lower budget expenditure as a share of GDP in
terms of both capital and current expenditure. In 2021 the process of reducing current expenditure is
expected to continue, while projecting a similar change on the revenue side of the budget, so that the
budget balance target remains unchanged from 2020.

Planned CFP primary surpluses and a favourable differential between the projected nominal rate of
GDP growth and the implicit interest rate on public debt in the 2019-2021 period will contribute to
the decline in the government debt to GDP ratio from 19.1 per cent in 2019 to 16.5 per cent in 2021.
A reduction in the consolidated debt of the general government sector is projected also for the same
period from 20.5 per cent of GDP to 17.7 per cent of GDP, accordingly. The MF issuing policy in
2019 provides for negative net debt financing, with a portion of maturing government debt payments
expected to be financed by fiscal reserve funds.

Risks to the achievement of the budgetary targets under the updated forecast for the 2019-2021
period are mainly associated with economic and financial developments at a global and EU-wide
level. In case of a less favourable international environment compared to the assumptions used in
the MF macroeconomic forecast, tax and social security revenue would remain below the estimated
levels, thus hampering the achievement of government budgetary targets, particularly in view of the
fact that an essential part of the projected 2019 increase in the budget expenditure side is hard to
be reversed. Risks to the 2019 budgetary framework could arise in implementing measures with an
expected positive budget effect, which have been postponed on several occasions due to a failure
to apply them in preceding years. The Sofia airport concession and projected declines in other staff
payments are examples of such measures.
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THE SCULPTURAL COMPOSITION BY KIRIL SHIVAROV DEPICTING HERMES AND
DEMETER ON THE SOUTHERN FACADE OF THE BULGARIAN NATIONAL BANK BUILD-
ING IS USED IN COVER DESIGN.
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