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According to flash estimates, Bulgarian GDP growth gath-
ered speed in Q3, up 0.8% yoy (s.a. data). Export of goods
and services which increased by 6.7% has been the main
growth driver, while imports expanded by 5%. Investment in
fixed capital also contributed positively, up by 1.2%. The low
consumer confidence, as reported by the latest consumer sur-
vey, was reflected in a 1% decrease in individual consumption
while collective government expenditures increased by 2.1%.

Short-term business statistics showed somewhat mixed
performance in August, as retail sales growth accelerated fur-
ther during the month while declines in industrial production
and turnover deepened. Construction production index also
showed some unfavorable developments, as its main compo-
nents both deteriorated. The business climate indicator de-
clined as well.

Registered unemployment stepped up by a marginal 0.1
pps mom to 10.8% as of end-September. Annual HICP infla-
tion decreased further to 1.3%. The negative inflation rate led
to acceleration in real wage growth to 4.2% yoy in Q3, despite
the continuing deceleration in its nominal rate of increase.

Net income and transfers kept their positive contribution to the
current account dynamic and together with the sharp im-
provement in trade balance resulted in positive monthly cur-
rent account balance at EUR 884.4 min. Thus the accumu-
lated surplus for the first eight months reached EUR 1.3 bn
(3.1% of GDP). Financial account deficit accumulated in
Jan-Aug stood at 4.3% of GDP, while foreign direct invest-
ments inflow over the period came in at 1.9% of GDP.

General government budget balance came negative at
BGN 360.5 min (0.5% of GDP) in Jan-Sept mainly as a result
of increased social spending, government consumption and
public investment.

This issue of Recent Economic Developments Review is based on materials and
statistical data received up to November 5, 2013. Contents of the Monthly Re-
port on Bulgarian Economy may be quoted or reproduced without further per-
mission, however, due acknowledgment is requested. The estimates and projec-
tions published in this issue should not be regarded as advice or recommenda-
tion.

The current report, as well as previous issues, is available at the Ministry of fi-
nance website. For any questions or comments, please contact the Economic
and Financial Policy Directorate at 102, Rakovski Str., 1040 Sofia, Bulgaria, or at
secretary.evp@minfin.bg.
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The decline in industrial turnover accelerated to 1.7% yoy in
August, as foreign market sales returned to negative territory,
down by 0.3%. Energy products contributed the most for the
reported decline while the manufacture of basic metals and
manufacture of basic precious and other non-ferrous metals in
particular had the highest positive contribution. The slump in
domestic turnover decelerated to 2.5% yoy mostly due to the
smaller negative contribution of electricity, gas, steam and air
conditioning supply.

= Domestic market

Foreign market
e Total turnover
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Industrial production decreased by 3.6% yoy. Energy prod-
ucts once again outlined the unfavorable dynamics in industrial
activity as they reported the largest negative contribution. Manu-
facture of food products also contributed negatively, while manu-
facture of basic metals had the highest positive contribution.
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The growth in retail sales accelerated to 5.2% compared to a
year earlier as only retail sales of computers, software and tele-
communications equipment registered a decline, down by 6%.
Similarly to previous month developments, retail sales of textile,
clothing, footwear, and leather goods posted the largest in-
crease, up 23.5%.

Construction production index decreased further, down
11.1% yoy. The slump accelerated in both building construction
and civil engineering, down by 9.6% and 13% respectively.
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The business climate indicator declined by 2.1 pps in October
due to the worsening conjuncture in industry and services. Re-
spondents in all sectors of the economy had more pessimistic
expectations about production, sales and demand. Insufficient
domestic demand remained among the main problems affecting
industrial activity; however, there was also an increase in the
number of entrepreneurs who reported deterioration in external




demand and thus their export expectations worsened. Assurance
with orders in construction stood close to July’s observation at
4.8 months, and the entrepreneurs in the sector didn’t expect an
increase in orders in the next six months.

(in thousands)
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Inflow mmmmm Qutflow Total unemployed persons, rhs

Source: EA

Registered unemployment stepped up by a marginal 0.1 pps
mom to 10.8% as of end-September. Both the inflow and out-
flow of unemployed posted an increase, though the number of
newly registered in employment offices was slightly larger. Thus
unemployed people amounted to 354.6 K, up 0.9% over the pre-
vious month. The unemployment inflow widened to 44.4 K, up by
29.1% mom, boosted by the gradual fall in seasonal works, while
the jobless outflow expanded to 41.3 K, entirely on the account
of the higher number of persons who found jobs (25.3 K). The
positive dynamics of persons who started working in September
was largely due to primary labour market demand for new em-
ployees at the beginning of the school year. At the same time,
the number of unemployed who got jobs under the ALMM (8.1 K)
remained close to its previous month level, supported by the im-
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plemented programs and schemes under the OP “Human re-
source development”

In Q3 2013 the country’s average wage stood at BGN 792, up
by 3.7% yoy in nominal terms. Its annual rate of increase con-
tinued to decelerate strongly, while on a quarterly basis it slowed
down by marginal 0.1 pps. Despite that, the real wage growth
accelerated to 4.2% yoy from 2.7% in Q2, given the reported
decrease in annual HICP inflation. The increase of labour incomes
in the period Jan-Sept came at 3.9% and 3% yoy, in nominal
and real terms respectively.
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Source: NSI

Recent wage dynamics was mainly influenced by developments
in the private sector, which reported significantly slower growth
rate of 3.3% yoy, while wages in the public sector grew by
5.1%. A downward trend in income dynamics has been evi-
denced by almost all economic activities with the largest contri-
bution coming from the services’ sector. It should be reminded,
however, that the observed 2013 wage developments were also




influenced by downward revisions in 2011 annual data, which in
turn pushed up 2012 wage growth. Manufacturing, water supply,
public administration and education were among activities, which
evidenced accelerating growth rates, both on annual and quar-
terly basis. Information and communication and financial and
insurance activities, on the other hand, witnessed an improve-
ment over the previous quarter.

(pps, yoy)
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Administered prices mmmmm Core inflation*
Energy mmmm Alcohol & tobacco
mmm Food e Total HICP (%)

* Overall index excluding energy, food, alcohol and tobacco.
Source: NSI, MF

Consumer prices posted a 0.3% decrease in September over
the previous month, thus the accumulated deflation rate from
the beginning of the year plunged further to 1.3%. Price dynam-
ics during the month has been largely driven by seasonal factors.
Market services, on the one hand, had the largest negative con-
tribution (-0.44 pps) to the registered decrease in the headline
rate, as their prices went down by 1.8% mom on average. The
latter was mainly triggered by the seasonal drop in prices of
package holidays and accommodation in resorts, down by 18.8%
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and 18.2% mom respectively, at the end of the high summer
tourist season. On the other hand, food prices increased by 0.9%
mom resulting from the seasonal hikes in prices of unprocessed
food, up 3.9% on average. Prices of LPG also went up by 4.8%,
thus together with food prices offset to a certain degree (+0.25
pps) the negative contribution of services.

Annual HICP inflation decreased further to 1.3% largely on the
account of decreases of administered prices. Almost all main
components reported negative changes on a year earlier, and
negative contribution respectively, except for alcohol & tobacco
and market services.

(bn EUR)
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Source: BNB

Strong export of goods and declining import resulted in positive
trade balance of EUR 125.1 min in August. Thus the deficit ac-
cumulated from the beginning of the year narrowed to EUR 1.3
bn or 3.3% of GDP compared with the negative balance of 6.2%
during the same period a year earlier. The improved export per-




formance in the first eight months of the year was mainly due to
intensified trade with the EU, although export to non-EU coun-
tries also increased.

Regarding services, travel surplus contracted by 1.4% yoy to
EUR 1.49 bn in Jan-Aug, with travel expenditures growing faster
than receipts. On the other hand, the number of foreign tourist
visits increased by 6.4% in the eight months. Visits from EU
countries remained unchanged in yoy terms, while visits from
other European countries increased by more than 17%, mainly
due to higher visits from Russia and Ukraine, up by 17.3 and
17.1% respectively. Other services’ trade continue to contract on
a year earlier, thus the accumulated surplus halved to EUR 80.9
min (0.2% of GDP).

(January-August, bn EUR)
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Source: BNB

Net income and transfers kept their positive contribution to the
current account dynamic and together with the sharp improve-
ment in trade balance resulted in monthly current account
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surplus of EUR 884.4 min. For the first eight months the accu-
mulated surplus reached EUR 1.3 bn (3.1% of GDP).

Financial account deficit went in the opposite direction and
widened by EUR 567.9 min in Aug, thus the accumulated nega-
tive balance in Jan-Aug reached EUR 1.7 bn (4.3% of GDP). The
main outflow resulted from the increase of banks’ assets abroad.
Foreign direct investments inflow over the period reached EUR
772.5 min (1.9% of GDP). Transport, storage and communica-
tion, trade and industry attracted most of the capital.

Gross external debt (GED) stood at EUR 37.2 bn (92.3% of
GDP) as of end-August, down from 94.6% of GDP in August
2012 and 94.9% in December 2012.
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International reserves dropped by 3.3% mom and reached
BGN 14.5 bn at the end of October. Thus their slump deepened
to 4.3% yoy coming from 3.7% at the end of September. Alt-
hough all reserves’ components contributed negatively, the main




reason for the registered decrease was the 8.7% mom drop of
bank reserves. Bank reserves’ decrease outpaced the slump of
total reserves, hence the coverage of the monetary base im-
proved by 2.5 pps to 167.6%. At the end of August the level of
reserves could cover 6.5 months of imports or 145% of the
short-term external debt.

Money supply growth speeded up to 8.1% yoy in September
coming from 7.7% a month earlier. Deposits, redeemable at no-
tice, continued gathering speed, up 69.5% yoy from 66.7% yoy
as of end-August, and had the largest positive contribution. Lig-
uid monetary aggregate M1 slowed down from 16.9% to 16.7%
yoy, while deposits with agreed maturity limited their decrease
to 8.9% yoy coming from 9.2% in August. Total deposits grew
by 0.9% mom, up BGN 520 min, at the end of September, which
brought their annual growth rate up to 8.3%. The improvement
came on the back of stronger growth of deposits from non-
financial enterprises, up 5.9% yoy in September, as opposed to
the 3.2% increase a month earlier.

(%, yoy)
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Credit to the private sector recovered marginally in Septem-
ber as its growth rate stood at 0.5% from 0.3% yoy as of end-
August. After slowing down to 1.1% yoy in the previous month,
corporate credits picked up again to 1.4%. Meanwhile, the de-
cline in consumer credits narrowed to 0.3% from 0.8% yoy in
August, while mortgages shrank marginally by 0.3% yoy. Bad
and restructured credits decreased by 2.8% yoy and their share
in total credits for non-financial enterprises and households went
down by 11 bps to 18.3%.
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Weighted average interest rates on corporate credits and
mortgages dropped in September, down by 20 and 12 bps re-
spectively, while the average rate on consumer credits went up
by 16 bps. All three types of credits, however, saw their monthly
volumes higher compared to the same month of the previous
year — up by 1.8% for corporate credits, up 14% for mortgages
and up 10.2% for consumer credits. Weighted average interest
rates on deposits declined for all 3 major currencies, down by




18, 32 and 29 bps for BGN, EUR and USD-denominated deposits
respectively. The total amount of new deposits in September was
21.4% lower than their volume 12 months earlier.

General government budget balance came negative at BGN
360.5 min (0.5% of GDP) in Jan-Sept mainly as a result of in-
creased social spending, government consumption and public
investment.
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* Incl. contribution to EU budget
Source: MF

Total receipts for the first nine months of 2013 recorded a
6.6% nominal yoy increase on a cash basis and totalled BGN
21 307.9 min, which is 70.1% of the annual plan according to
the amended 2013 Budget Law. Their growth was largely driven
by the significant surge in grants (mainly coming from EU
funds), up 62.6% yoy, and higher tax receipts, up 3.3%. The
latter was owing to VAT and custom duties increase, up by 4.4%
and 23.5% yoy respectively. The decline of excise duties nar-
rowed to 0.7% yoy from 4.7% on average for the first eight
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months. Direct tax revenue also had a negative contribution to
overall receipts dynamics, with a fall of 3.3% yoy, while non-tax
revenue grew by 2.7% yoy.

Total expenditure, incl. Bulgarian contribution to EU budget,
increased by 9.8% yoy and amounted to BGN 21 668.4 min
(67.8% from the updated full-year plan). The nominal growth in
expenses was mostly on the account of the increase in social
spending and scholarships, up 7.2% yoy, wages and salaries, up
8.2%, social and health insurance contributions, up 30%, and
investment costs, higher by 13% yoy.

Fiscal reserve stood at BGN 5 bn (6.3% of GDP) as of end-
September.

General government debt, including government guaranteed
debt, accounted for 17.6% of GDP at end-September. Domestic
debt was 7.4% of GDP, external - 9.1% of GDP, government
guaranteed - 1.1% of GDP.
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Real wage %, yoy 3.3 2.4 10.7
Labor productivity (GDP per employed) %, yoy 36 45 41 3.4 2.7 2.7 25 0.9
Real ULC (GDP) %, yoy 7.4 24 2.2 2.6 2.2 6.6 8.1 11.7
S N
National index of consumer prices (CPI) %, yoy 2.8 2.4 4.2 3.0 4.0 4.2 3.6 22 2.0 2.0 2.6 0.5 -0.7 -1.6
Harmonized index of consumer prices (HICP) %, yoy 2.5 3.0 3.4 2.4 3.0 2.8 2.2 1.1 0.9 1.0 1.2 0.0 -0.7 -1.3
Domestic producer prices %, yoy -4.2 7.1 8.6 5.4 6.2 6.1 1.9 0.7 -1.4 -0.7 0.0 -1.8 2.9 3.5
[~ consoumteo sseaL oG TV
Revenue and grants minBGN | 75041 23933 25378 27470 | 19986 27470 6158 14166 | 9289 11802 14165 16610 18996 = 21308
Total expenses minBGN | 75667 26755 26867 27828 | 19733 27827 6955 14172 | 9575 11757 14173 16778 19209 21668
Contribution to EU budget min BGN 746 670 779 809 629 809 328 533 39 465 533 605 675 747
Cash deficit (-) / surplus (+) min BGN 626  -2823 -1488  -358 253 -358  -799 7| 286 46 -8 -168 213 -360
% of GDP 0.9 -4.0 2.0 0.5 0.3 0.5 -1.0 0.0 0.4 0.1 0.0 0.2 03 0.5

Government and government guaranteed debt  mIinBGN | 15641 11778 12826 14683 | 14736 14683 14408 14428 | 14387 14458 14428 14385 13627 13886

% of GDP 15.6 16.7 17.0 18.9 19.0 18.9 18.0 18.1 18.2 18.3 18.3 18.2 17.3 17.6
Fiscal reserve min BGN 7673 6012 4999 6081 | 7172 6081 4216 5754 | 5405 5825 5754 5569 4717 4965
%, yoy -85  -216  -16.9 216 41.4 216 -6.9 13.7 9.8 15.4 137 -214  -318  -308
T
BNB International reserves mNEUR | 15919 12977 13349 15552 | 15507 15552 14493 14590 | 14859 14842 14590 14938 14875 14937
Monetary base coverage % 195.2 179.8 175.1 174.9 192.3 174.9 170.3 174.7 175.3 178.1 174.7 171.6 165.2 165.1
Coverage of import with FX reserves months 8.0 7.3 6.2 6.7 6.7 6.7 6.3 6.3 6.4 6.4 6.3 6.5 6.5
Coverage of short-term external debt % 1002 1153 1338 1467 | 1591 1491 1408 1416 | 1474 1424 1406 1444 1450
Money M1 (Narrow money) %, yoy -8.8 0.8 14.4 9.5 12.6 9.5 10.7 17.1 10.1 133 17.1 14.0 16.9 16.7
Money M3 (Broad money) %, yoy 4.2 6.2 12.2 8.4 8.7 8.4 8.9 7.7 7.4 7.5 7.7 6.4 7.7 8.1
Deposits %, yoy 7.6 6.6 13.2 8.4 8.6 8.4 9.3 7.8 7.3 7.5 7.8 6.4 7.8 83
Credit to private sector %, yoy 3.8 1.1 33 3.0 3.5 3.0 2.3 0.8 22 1.5 0.8 0.5 0.3 0.5
Credit to non-financial enterprises %, yoy 23 2.4 5.7 5.0 6.0 5.0 4.4 2.0 43 3.2 2.0 1.4 1.1 1.4
Credit to households %, yoy 5.8 -0.8 -0.4 -1.0 -15 -1.0 -1.3 -0.9 1.2 -1.3 -0.9 0.5 0.8 0.6
Interest rate on short-term loans % 10.5 8.5 7.2 7.6 7.5 73 7.6 8.5 9.5 7.8 8.2 7.4 7.2 7.2
Interest rate on time deposits % 7.0 5.4 4.8 4.3 4.2 4.1 4.1 3.5 3.5 3.8 33 3.5 3.4 3.2
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Iv'13 VvI'13 vii'a3 vii'isa 1X'13

Exchange rate BGN/USD

per. av.
Gross external debt % of GDP
Short-term external debt % of GED
Intercompany lending % of GED i ; i i ) ) i i i ; ) i ;

I

Current account min EUR
Current account (moving average) % of GDP
Trade balance min EUR
Trade balance (moving average) % of GDP
Export, f.0.b. min EUR

%, yoy
Import, f.o.b. min EUR

%, yoy
Capital account min EUR
Financial account minEUR | 1163 673  -968 2231 635 150  -735  -303 21 -163  -161  -116  -568
Net Foreign Direct Investments B | 5y 977 1199 1302 518 -315 466 178 -99 109 168 108 -42
Net Portfolio Investments min EUR 619 635 -357 931 736 -1207 577 -207 -45 20 142 121 -34
Other Investments — net minEUR | 704 990 1744 1894 | -612 1687  -615  -183 209 210 -181 95 491
Change in BNB reserve assets’ min EUR 650 384 -159 2161 | -1483 215 1045  -527 | 530 35 39 250 129

Notes:

1. Reference year 2005, seasonally and working day adjusted data.
2. HICP deflated.

3. (-) - increase; (+) - decrease in BNB International Reserves.

olOo



Ministry of finance (MF) reopened the

MF reopened the 10.5Y benchmark issue of

10.5Y benchmark government securities (GS) issued on

bond January 9, 2013, maturing July 9,

2023. At the auction held on October

7, the yield on the approved amount of BGN 50 min reached

3.79%. The primary dealers placed offers for BGN 114.35 min,

thus the coverage ratio stood at 2.29. After this auction, the

volume of the issue in circulation reached BGN 250 min. Banks

acquired the largest amount of GS (42.4%), followed by

insurance companies (29.1%), pension funds (18.4%),
investment intermediaries (3.8%) and other investors (6.2%).

MF reopened the 5Y BGN

MF reopened a 5Y denominated benchmark GS issue

BGN-denominated | matyring January 23, 2018. GS

benchmark amounting to BGN 50 min were

GS issue offered and approved at the auction

held on October 21. The vyield

achieved was 2.03%, which is below its level on the previous two

auctions, being 2.35% on September 16 and 2.38% on August

12. The coverage coefficient reached 2.18, as the primary

dealers subscribed BGN 109.2 mlin. After this auction the issue

totaled BGN 330 min. Banks acquired the largest amount of GS

at the auction - 62.6%, followed by insurance companies - 14%,

guarantee and contractual funds - 9.8%, pension funds - 9.6%
and investment intermediaries - 4%.
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Additional data on the auction results can be viewed on the site of the Bulgarian

National Bank, that is a fiscal agent to the government www.bnb.bg
Source: MF
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Stable nominal value of
government debt is of
primary significance to
government finance
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The nominal value of government debt at the end of September amounted to EUR 6 672.3 min, including
domestic debt of EUR 2 992.8 miIn and external debt of EUR 3 679.5 miIn. In nominal terms, the debt
posted an increase of EUR 147.3 mln over the end of the previous month. This was mainly due to the 1Y T-

bills issue on the domestic market. At the end of September the government debt-to-GDP ratio stood at
16.3%.

31.12.2010‘ 31.12.2011‘ 31.12.2012 | 31.03.2013 | 30.04.2013 m 30.06.2013 | 31.07.2013 mm

Domestic government debt
External government debt
Government debt, total

Government debt /% GDP

Government debt cur-
rency structure does not
generate risks associat-

ed with its servicing

20115 2458.3 2546.7 3098.9 31440 3189.3 3209.1 3200.6 2817.3 2992.8
33735 3487.6 44445 3785.9 3746.2 3747.9 3716.6 3707.1 3707.7 3679.5
5385.0 5945.9 6991.2 6 884.8 6 890.2 6937.2 6925.6 6 907.7 6525.0 6672.3

14.9 15.5 17.6 16.8 16.9 17.0 16.9 16.9 16.0 16.3

By end-September the share of debt (asof30September)
denominated in EUR was 53.7%, in BGN - Debt in
31.9%, in USD - 12.9% and in other currencies cu?r?:cries Debt in BGN

- 1.5%. 1.44% T— l31.89%

Debt in EUR _
53.72% Debt in USD

12.94%
Source: MF
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At the end of August, the share of debt
Government debt inter- with fixed interest reached 85.5%, while (as of 30 September)

est rate structure pro- debt with floating interest stood at 14.5%. Debt with

vides predictability of the end of August, the share of debt with floating
resources required for fixed interest reached 85.2%, while debt mrt:t;esﬂ

its servicing with floating interest stood at 14.8%. 14.45%

Debt with
fixed
interest
rates
85.55%

Source: MF

(as of 30 September)

European Government Domestic
Union investments Government
According to debt portfolio structure as of World Bank 12'93%\ 1'?;2;0 Debt
Government debt portfo- | aygust, domestic government debt had the 1_3'04% -85
lio structure is another largest relative share at 44.8%, followed Paor,ISE:b
key indicator for the by Eurobonds issued in international capital Bulgarian
successful debt man- markets - 14.2%, World Bank - 13%, bonds
agement policy European Union - 12.9%, global bonds - iss?gaon E:)Ontijasl
12.1%, the Paris Club - 0.9% and other 14.24% 12.06%

. Source: MF
creditors - 1.9%.

Comprehensive information on Bulgarian government debt, including
monthly bulletins and annual reviews, could be found at the website
of Bulgarian Ministry of Finance here.
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