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The Exposure of Bulgarian Exports to German Economic Developments

Real GDP of Germany declined in 2024, with the export-oriented manufacturing sector contrib-
uting most substantially to this (see Chart 1). Economic activity in this sector was negatively
affected by the bottlenecks arising from high energy prices and reduced demand from the
large external markets, such as China. In view of Germany’s key role for Bulgarian exports,
this analysis aims to present the exposure of the Bulgarian economy to the German economy
and to identify the sectors in Bulgaria that are most closely linked with the German industrial
developments.

Chart 1: Annual Growth of Germany’s Real Gross Value Added and Contributions by Economic Sector
(per cent, percentage points)
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Sources: Eurostat, own calculations.

Germany is Bulgaria’s largest trading partner in terms of goods exports. In the period 2019-
2023, on average 14.8% of the gross nominal exports of Bulgarian goods went to the German
market, with some commodity groups having a particularly high concentration: 30.3 per cent of
total nominal exports of raw materials and 24.7 per cent of exports of machines, motor vehicles
and spare parts were intended notably for Germany (see Chart 2). Within these groups, the
highest concentration was observed in metal ores (47.8 per cent of their total exports), vehicles
and spare parts (40.4 per cent), electrical appliances (25.5 per cent), medical goods (25.2 per
cent) and clothing (19.6 per cent).

Germany is also the largest market for Bulgarian exporters of services, with an average of
13 per cent of total Bulgarian services exports' (or 1.9 per cent of Bulgaria’s GDP in 2023)
going to Germany over the last five years.

Nominal data show a strong decline in goods exports from Bulgaria to Germany in 2023 (see
Chart 3). This decline was concentrated in the group of metals whose exports were affected by
repairs in a leading enterprise in the manufacturing sector and thus were not associated with

! According to the latest available Eurostat data on international trade in services. Data for 2024 are not yet available.
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Chart 2: Share of Goods Exports to Germany (Total and by Main Commodity Group) Relative to Bulgaria
Total Exports to the World (Average for the 2019-2023 Period)
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a change in demand for imported goods by Germany?. Given the volatility in the metal group,
a downward trend in nominal Bulgarian exports to Germany can be observed since the last
quarter of 2023, most notably in the group of machines, which coincides with the weakening of
the German manufacturing sector over the same period.

Adjusting nominal exports of goods for price changes® shows that in real terms in the first nine
months of 2024 there was a significant year-on-year decline in exports of all machinery sub-
groups to Germany (most pronounced in motor vehicles and their parts), as well as a moder-
ate decline in clothing exports. This trend emerged in the third quarter of 2023. At the same
time, the strong growth in exports of the metal group over the first nine months of 2024 was
entirely due to the unwinding of base effects of the previous year, given the full recovery of
production following the completion of the aforementioned repairs.

Such export dynamics would imply a strong dependence of the Bulgarian economy on eco-
nomic developments in Germany. However, data on foreign trade flows in gross nominal terms
cannot reflect the fragmentation of global production and the movement of value added gener-
ated in a country, related to the rise of global value chains (GVCs) over the past twenty years,
with the use of this type of data often leading to an underestimation or overestimation of a
country’s exposure to external demand from another country. For example, the exposure of the
Bulgarian economy to the German economy may be overestimated if only gross nominal trade
figures are analysed. The reason is that a significant part of the value added exported to Ger-

2 In the second quarter of 20283, processed copper ore volumes in one of the largest metallurgical enterprises in Bulgaria
decreased due to repairs, which led to a fall in production on an annual basis, as in 2022 this enterprise operated at full
capacity without outage.

% Data on exports value in nominal terms can be significantly influenced by price changes in exported goods. Indices are
therefore constructed to take into account only changes in physical volumes of goods exports. In their construction, exports
prices and nominal values of exports by commodity group under the Standard International Trade Classification (SITC) are
used, provided by the NSI and Eurostat, respectively.
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Chart 3: Contributions by Commodity Group to the Growth of Bulgaria’s Nominal Exports to Germany
(per cent, percentage points)
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many is not produced in Bulgaria but imported to the country and reprocessed (see Scheme
1). Another case where gross nominal trade data would show a higher than the actual expo-
sure of the Bulgarian economy to the German economy is when part of the products exported
from Bulgaria is not consumed in Germany but only reprocessed there and subsequently
exported to third countries. Similarly, the exposure of the Bulgarian economy to the US eco-
nomic activity dynamics may be underestimated if analysed solely on the basis of gross nomi-
nal trade data. The reason is that Bulgaria’s exports of goods directly to the US are relatively
small, but at the same time, Bulgarian value added, which eventually comes to the US for final
consumption through third country exports, is more significant.

As Bulgaria is highly integrated into GVCs,* data on exports to Germany are influenced by the
fact that both countries participate in multiple overlapping global production chains, suggesting
that a significant portion of the trade between the two countries passes through several stages
of processing and reexport of generated value added in other countries before reaching its
final market. For this reason, the current analysis employs data on the movement of value
added in foreign trade between countries in OECD Supply and Use tables. The main disad-
vantage of using this type of data is the considerable delay in their publication (currently, the
latest available data are as of 2020), as well as the different scope and methodology hamper-
ing direct comparisons with traditional gross foreign trade statistics. Despite these limitations,
OECD data allow us to understand what part of Bulgaria’s exports to Germany is generated in
the country, and what part abroad, and whether the final consumption of exported goods takes
place in Germany or is used as part of the production process of goods intended for reexport-
ing from Germany to other markets.

* For more information, see Ivanova, N., lvanov, E. (2017), The Role of Bulgaria in Global Value Chains, BNB Discussion
Paper DP/105/2017: http://bnb.bg/bnbweb/groups/public/documents/bnb_publication/discussion_2017_105_en.pdf
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Scheme 1: Decomposition of Bulgaria’s Gross Exports of Goods and Services in 2020
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OECD data show that although 10.9 per cent of total Bulgarian goods and services exports

in 2020 were intended for Germany, only 7.4 per cent were directly exported to Germany in
the form of Bulgarian value added, while 1.8 per cent reached the German economy indirectly
through exports to third countries (see Scheme 1). Only 6.7 per cent of this 9.2 per cent are
in the form of Bulgarian value added intended for final consumption in Germany (and thus
depend on German domestic demand), whereas the remaining 2.5 per cent are reexported
from Germany for consumption or reprocessing in third countries.

A significant part of Bulgaria’s gross exports to Germany is formed by foreign value added
(generated in third countries and used by Bulgaria for intermediate consumption/production of
goods intended for exports), with this share increasing steadily between 2000 and 2020 and
stabilising at levels around 33 per cent over the last decade (see Chart 4A). In order to assess
whether this phenomenon is typical for Bulgaria or is part of a broader trend, the analysis also
includes data on the group of the other new Member States® of the European Union. Chart 4A
shows that Bulgaria fits into the general trends of value added formation in the region.

°The group comprises the countries that have joined the European Union since 2004. Data are weighted by the size of
each country's total gross exports.
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Another part of Bulgarian production reaches final consumers in Germany not only through
direct sales but also as intermediate products passing through third countries before becom-
ing part of the German final consumption. Thus measured, 61.4 per cent of gross Bulgarian
exports to Germany in 2020 was Bulgarian value added which was actually consumed on the
the German market and directly depended on the domestic demand of the German economy
(see Chart 4B). This means that the remaining 39.6 per cent of Bulgaria’s exports represented
either foreign value added or Bulgarian value added, which, however, was subsequently reex-
ported from Germany for final consumption in third countries. In other words, more than one
third of Bulgarian exports formally recorded as directed to Germany was not actually gener-
ated as value added in Bulgaria or did not depend on German domestic consumption, but on
demand in third markets for which Germany played the role of an exporter.

On aggregate, these two factors suggest that, in the event of a slowdown in economic activity
in Germany, the negative impact on Bulgarian export-oriented production is likely to be more
limited than foreign trade data in gross nominal terms would indicate. The reason is that part of
the value added in Bulgarian exports is not actually generated in Bulgaria, while another part
is directed to third countries and is therefore not directly affected by the dynamics of German
domestic consumption.

Charts 5A and 5B show Bulgarian production sectors from 2005 to 2020, according to their
share in the total Bulgarian value added used for final consumption in the German economy
(Chart 5A) and only in the German manufacturing sector (Chart 5B).

Chart 4B: Domestically Generated Value Added Used

Chart 4A: Foreign Value Added in Gross Exports in Germany for Final Consumption (Relative to Total
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Wholesale and retail trade was the most strongly exposed to the German economy, with this
sector accounting for 19.8 per cent of Bulgarian value added used for final consumption in

the German economy in 2020 compared to 11.1 per cent in 2000 (see Chart 5A). The share of
the IT sector also increased strongly, rising from 3.5 per cent to 10.6 per cent over the same
period and reflecting Bulgaria’s increased importance as a digital service provider. At the same
time, the transport sector’s share decreased from 23.5 per cent to 8.9 per cent, followed by
accommodation (from 7.4 per cent to 1.5 per cent), energy supply (from 8.0 per cent to 4.2 per
cent) and agriculture (from 9.1 per cent to 5.5 per cent).
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Chart 5A: Sector Share in Total Bulgarian Value Added Used for Final Consumption

in the German Economy
(per cent)

Professional and administrative activities
Information and communication
Transportation and storage

Machines and equipment

Financial and insurance activities;
real estate activities

Agriculture, forestry and fishing
Manufacturing of chemicals

Manufacturing of metals and metal products
Electricity, gas and water supply
Manufacturing of textiles

Other manufacturing

Mining and quarrying

Construction

Manufacturing of food

Accommodation and food service activities
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The share of Bulgarian value added used for final consumption in the German manufacturing
sector in 2020 was again the highest in trade (17.6 per cent), followed by machinery (14.7 per
cent), metals (7.8 per cent) and textile and chemical industries (7.3 and 6.8 per cent). There
was again a strong decline in the share of transport, agriculture and energy supply (see Chart

5B).
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Chart 5B: Sector Share in Total Bulgarian Value Added Used for Final Consumption in the German
Industrial Sector
(per cent)
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Conclusion

In 2024, real GDP of Germany, which is Bulgaria’'s main trading partner, contracted mainly due
to difficulties in the manufacturing sector, some of which probably of a structural nature. An
analysis based solely on gross foreign trade statistics data would not take into account the
participation of the two countries in global value chains and the fragmentation of production
processes, which could lead to an overestimation of the exposure of the Bulgarian economy

to German economic activity. For this reason, the current analysis employs OECD Supply and
Use tables data that allow to track the movement of value added by sector in foreign trade
between countries. Data show that approximately 60 per cent of gross Bulgarian exports to
Germany represented Bulgarian value added which was actually used for final consumption on
the German market and directly depended on the domestic demand of the German economy.
The remaining around 40 per cent of Bulgarian exports to Germany was not actually generated
as value added in Bulgaria or did not directly depend on German domestic consumption, but
on demand in third markets for which Germany played the role of an exporter. The sector-by-
sector analysis indicates that Bulgarian trade, machinery and metallurgy were the most strongly
affected by the deterioration in economic activity in the German manufacturing sector.
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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.



