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Highlights

Short-term business statistics showed favorable
developments in the beginning of the year as industrial
output and retail sales gathered momentum and
construction production reported an increase. Business
climate indicator also improved. Against that
background, industrial turnover growth remained
negative after the registered slump in sales abroad.

Registered unemployment decreased marginally, while
the unemployment rate stood at 12.2% in February.
Consumer prices remained on the decrease, thus
annual HICP inflation rate moved further into negative
territory and stood at -2.1% yoy.

The current account balance was negative at 0.7% of
GDP in January. The deficit more than doubled on a
year earlier - as the substantial improvement in the
income balance could not offset the widening of the
trade deficit and the registered decrease in transfers’
and services’ surpluses. Financial account reported
negative at EUR 441.7 min compared to EUR 1 090.2
mlin deficit a year earlier.
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International reserves increased to EUR 14 bn as of
end-March. The increase in the Government deposit
largely accounted for these developments, due to the
seasonal surge in tax income, while bank reserves went
the opposite way. The monetary base coverage
improved by 7.6 pps mom to 170.4%. As of end-January
the level of reserves could cover 5.9 months of imports
or 144.3% of the short-term external debt.

Consolidated budget deficit amounted to 0.9% of GDP
on cash basis as of end-February, down by BGN 43.8
min yoy, with a negative balance both under the
national budget and the EU funds account.
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Recent economic
developments

SHORT-TERM BUSINESS STATISTICS

The increase of industrial output gathered momentum in
January, up 2.1% yoy from 1.1% in December. Investment
goods, manufacture of motor vehicles, trailers and semi-
trailers in particular, contributed the most for the observed
positive dynamics supported also by the narrowing negative
contribution of energy products.

The slump in industrial turnover accelerated to 9.7% yoy in
January mainly as a result of the reported decline in foreign
market sales. The latter decreased by 16.4% yoy after
reporting 2.7% yoy growth in December. Manufacture of basic
metals and fabricated metal products had the largest negative
contribution to the observed dynamics. At the same time,
domestic sales decreased by 4.9% on a year earlier. Electricity,
gas, steam and air conditioning supply accounted the most for
the reported decline, followed by manufacture of food
products, beverages and tobacco.

Retail sales continued to perform well, up by 5.6% on a year
earlier. All retail sales’ components registered increase, with
retail sales of computers, peripheral units and software
posting the largest gain, up 14.3% yoy, followed by retail sales
of audio and video equipment, up 11.7%.

Construction production increased by 3.9% yoy due to the
positive developments in civil engineering, up 16.2%, while
building construction decreased by 4.3% yoy.

25
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The business climate indicator improved by 1.2 pps in March Fig. 3: Business climate
due to more favorable expectations about the business (balance)
situation of the enterprises in retail trade and construction. 20
There was an increase in the number of respondents in retail 18 /\/\
trade expecting growth in sales, entrepreneurs in construction 16 A
pecting & P [ P ~

were also optimistic about the construction activity in the S R S - _f--
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coming months. Higher demand was expected in services as V V v V
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well. Industry was the only sector where the business climate

worsened over the previous month. Nevertheless, the 8 ‘ ‘3‘ ‘ ‘6‘ ‘ ‘9‘ ‘ ‘1 ‘ ‘3‘ ‘ ‘6‘ ‘ ‘9‘ ‘ ‘1 ‘ ‘3
production activity is expected to increase. 2012 ﬁ 2013 ﬁ 2014
Business climate indicator
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Source: NSI

LABOR MARKET

Registered unemployment decreased marginally, down by

0.1% mom to 400.9 K, while the unemployment rate stood at

12.2% in February. The unemployment inflow largely Fig. 4: Inflow, outflow and unemployed persons

contributed to the positive development, as it decreased by (in thousands))

32.9% over January driven by the lower number of newly &0 400
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account of lower activity of subsidized employment programs,

as most projects have already started in January. Despite s [ o | fo] | 2 | I3 | b
being usually weak during winter months, demand on the 2012 2013
primary labor market increased for a second month in a raw Inflow

[ Outflow

and supported the higher number of persons who started
Total unemployed persons, rhs

working there to 10 K. Source: EA

INFLATION DYNAMICS

According to final data, consumer prices fell by 0.3% mom in
January and posted another 0.6% decrease in February, as
almost all HICP components reported decrease. Automotive
fuels had the largest negative contribution (-0.23 pps) for the
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monthly change in the total index as their prices fell by 2.7%
on average. Prices of market services also posted a decline
over the previous month, down by 0.8%, and subtracted
another 0.2 pps from the headline rate. The latter, however,
came entirely on the back of lower airfares on international
flights. Prices of apparel and footwear also continued on the
decrease, down 2.5% mom. Only food prices posted a minor
increase, up 0.2%, mostly on the account of higher prices of
vegetables.

Annual HICP inflation rate moved further into negative
territory and stood at -2.1% yoy. Deflation widened largely on
the back of the reported 4.3% yoy decrease in prices of
automotive fuels. Prices of market services also declined on a
year earlier and added to these developments.

EXTERNAL SECTOR

Current account balance was negative at EUR 282 min (0.7%
of GDP) in January 2014. The deficit more than doubled on a
year earlier, as the substantial improvement in income
balance could not offset the rise in trade deficit and the
registered decrease in transfers and services surplus.
Merchandise export declined by 10% yoy, as exports to non-
EU countries plummeted by 22% due to lower trade with
petroleum products and raw materials. Imports rose 5.4% yoy
reflecting higher import from the EU. As a result, the negative
trade balance increased to 0.8% of GDP from 0.1% in January

2013.

Other services export kept its downward trend, down 7.6%
yoy, again on the account of lower export of computer and
information services. Insurance services also had negative
contribution, while the export of construction services
increased. Services surplus narrowed to EUR 21.2 mIn, which is
half their level in January 2013, still it remained unchanged at
0.1% as a ratio to GDP. The Income improved to a balanced

position from 0.4% of GDP deficit a year earlier. The latter,
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Fig. 6: Merchandise trade dynamics
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however, resulted from the usual lack of data on investment
payments to foreigners in the first month of the year, rather
than from a substantial shift in payment dynamics, thus
upward revisions are to be expected.

Financial account stood negative at EUR 441.7 mIn compared
to EUR 1 090.2 miIn deficit in the same month of the previous
year. While developments in January 2013 were driven by
both the repayment of government global bonds and the
increase of bank deposits abroad, in 2014 portfolio investment
balance was slightly positive and the rise of banks’ assets was
more moderate.

Gross external debt (GED) declined to EUR 37.27 bn (90.3% of
GDP) as of end-January, being 93.5% at the end of 2013 and
93.6% of GDP twelve months earlier.

FINANCIAL SECTOR

International reserves expanded by 2.7% mom and reached
EUR 14 bn as of end-March. The 25.6% increase in the
Government deposit was exclusively responsible for these
developments, due to the seasonal surge in tax income, while
bank reserves went the opposite way, down by 1%. Despite
the significant monthly growth, reserves continued to shrink in
yoy terms. Their negative growth reached 3.7% at the end of
March coming from 2.3% a month earlier. The monetary base
coverage improved by 7.6 pps mom to 170.4% due to the
decrease of bank reserves and the increase of total reserves.
As of end-January the level of reserves could cover 5.9 months
of imports or 144.3% of the short-term external debt.

Money supply growth slowed somewhat to 9.2% yoy at the
end of February, largely on the account of the reported
slowdown in overnight deposits’ growth from 29.8% to 22.2%
yoy. Deposits redeemable at notice followed similar path as
their increase decelerated to 50.7% from 59.1% a month
earlier. Meanwhile, the decrease in deposits with agreed

maturity narrowed to 7.5% yoy from 9.3% yoy in January.
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Fig. 7: FDI, Current and Financial Account

(January, bn EUR)

0.5
0.0
-0.5
-1.0
-1.5
2012 2013 2014
mFDI = Current account = Financial account
Source: BNB
Fig. 8: Coverage with FX Reserves
210 7.0
190 4
17 _/\/ “ N - 6.5
\N
150 S V\/\/_\/\ 6.0
130 f/
- 5.5
110
90 5.0
HaH\s\\\9\\%\\3\\\6\\\9\\W\s
2012 2013 2014

Monetary base, %
Short term external debt, %
----- Imports, months, rhs

So

urce: BNB, MF



° March/2014

Broad money went down by 0.1% over the previous month.
Deposits redeemable at notice posted a 1.5% increase, still it
was unable to compensate for the 1.2% drop in overnight
deposits. Being the main factor behind M3 dynamics, total
deposits declined by 0.1% mom as well, thus their annual
growth slowed from 10.4% to 9.1% at the end of February.

Credit to the private sector returned to positive territory in
February, up by 0.7% yoy compared to the 0.4% decline in
January. Corporate credit improved from the 0.6% yoy drop in
the previous month and grew by 1%. Consumer credit kept its
pace of increase almost unchanged at 2.1% vyoy, while
mortgages decreased marginally faster at 0.9%. Overdraft and
other retail credits remained in the red, but limited their
decrease, which also contributed positively to the overall
dynamics of private credit. Bad and restructured credits
increased by 0.3% yoy at the end of February which led to a 2
bps increase of their share in total credits for firms and
households up to 18.2%.

Weighted average interest rate on credits to non-financial
corporations decreased significantly in February, down by 2.3
pps, accompanied by a 16.8% increase in monthly volume of
new credits on a year earlier. Average rates on consumer
credits and mortgages also declined, down by 7 and 17 bps
respectively, however, both types of credits reported lesser
volumes compared to February 2013, down by 3% and 1.5%
respectively. Weighted average interest rate on deposits in
BGN and USD declined slightly, down by 8 and 11 bps
the EUR
denominated deposits went up by 21 bps. The total sum of

respectively. At the same time, return on

new deposits amounted to BGN 2 bn, which was by 8% less
than twelve months earlier.

FiscAL DEVELOPMENTS

Consolidated budget deficit amounted to BGN 688.2 min
(0.9% of GDP) on cash basis at the end of February, down by

Fig. 9: Credit growth

(%, yoy)

——
-—~_~_ - -
hak rd -
~— -

LA L L L L B L B L B B LI BRI~ W
\

1200

1000

800

600

400

200

i
BERRCRRCN ﬁ BERRCRRCE ﬁ |
2012 2013 2014

Loans to non-financial enterprises

Loans to households

Source: BNB, MF

Fig. 10: Interest rates and volumes of time
deposits in BGN up to 1Y

6

N S

- - e B 4
I\ N 4N o~

JEEPR T s ," || L3

1 2
H 1
0
HaH\sHMHw s HeH\li\
2012 2013
Volume of corporate deposits, min BGN
mmmmmm Volume of households' deposits, min BGN

----- Interest rates on corporate deposits, %, rhs
= |nterest rates on households' deposits, %, rhs

Source: BNB, MF

Ministry of Finance, Economic and Financial Policy Directorate



Monthly Report on Bulgarian Economy °

BGN 43.8 mln on a year earlier. The balance was negative both
under the national budget and the EU funds account.

Total revenues and grants collected during the first two Fig. 11: Consolidated budget

months of the year increased by 9.8% yoy, due to the higher (January-February, min BGN)

level of grants received under the EU funds account. Total tax 6000 | ?100
revenue was close to end-February-2013 receipts, as direct 5000 200
taxes increased by 29.6% yoy, indirect taxes decreased by 4000 300
6.7% yoy and social and health insurance contributions were 3000 -400
up by 1% yoy in nominal terms. Concerning the receipts from 2000 -500
direct taxes and social security contributions, some changes in -600
the legislation have been made in 2013 and 2014 regarding 1000 -700
the terms of payment for the tax liabilities and the 0 2011 2012 2013 2014 800
arrangements of the splitting of the single account, which Revenues and grants

affected their current dynamics. The decrease in indirect taxes H Expenditure

was entirely due to the lower VAT receipts, related to higher * Budget balance, ths Source: MF
VAT refunds in February. Excises, custom duties and tax on the

insurance premium were up compared to the first two months

of 2013, while non-tax revenues decreased by 2.6% yoy.

Total expenditure, including the contribution to the EU

budget, increased by 7.3% in nominal terms in Jan-Feb 2014

compared to the same period last year. The increase came

largely on the back of higher social payments, partially related

to the base effect of the increase in pensions as of April 1, Fig. 12: GG debt and fiscal reserve

2013, and capital expenditures in accordance with the efforts (stock at the end of the respective month, % GDP)

made for an accelerated absorption of EU funds. Interest »

payments decreased substantially in the first two months of 20 TrTTTITr T
the year, maintenance expenditure was down, as well. s munmpn R RRRR a 7l 777777 B 7-7-7-7 1
Fiscal reserve amounted to BGN 6.1 bn at the end of February, 10

It consisted of BGN 4.2 bn in fiscal reserve deposits at the BNB

and other banks and BGN 1.9 bn of EU fund receivables for 3

certified expenditure, advance payments, etc. o |

Government debt accounted for 18.6% of GDP, including

domestic debt - at 8.9% of GDP and external debt at 9.8% of @oess Government guaranteed debt

Domestic debt
GDP. Government guaranteed debt stood at 1% of GDP. e s External Debt

Source: MF
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Key Economic Indicators

Gross Domestic Product’

2010| 2011 2012 2013

Q'13| Q213 | Q3'13| Q413 | Sep'13| Oct'13 | Nov'13 | Dec'l

Jan'14 | Feb'14

%, yoy 0.4 1.8 0.6 0.9 0.5 0.5 1.0 1.2

Consumption %, yoy 0.5 1.5 29 -1.4 0.8 0.9 -1.5 -16
Gross fixed capital formation %, yoy -18.3 6.5 4.0 .03 21 46 -0.4 2.5
Export %, yoy 147 123 0.4 89 111 45 107 9.6
Import %, yoy 2.4 8.8 3.3 5.7 6.8 1.9 7.4 6.9
Agriculture %, yoy -6.2 1.1 7.2 3.4 2.0 4.4 3.4 2.1
Industry %, yoy 6.3 5.8 1.6 0.2 -0.9 0.2 0.7 1.2
Services %, yoy 4.4 0.7 0.0 1.5 1.3 2.4 2.0 1.8
Adjustments %, yoy -0.5 0.2 3.9 0.4 0.8 -1.2 0.6 -1.7

— Short-term business statistics

Industrial production %, yoy 2.0 5.8 0.4 0.1 1.1 -4.8 0.4 2.7 3.6 4.8 2.3 1.1 2.1

Industrial turnover %, yoy 14.1 17.2 2.3 -1.0 2.2 2.9 -1.2 -2.0 1.1 0.8 3.8 2.9 9.7

Retail trade turnover %, yoy 8.4 0.6 5.3 2.9 3.9 19 6.1 6.6 7.4 7.6 6.7 5.4 5.6

Construction output %, yoy 149 -12.8 038 5.3 -15 5.9 69 62 44 74  -107 15 3.9

Total business climate balance 96 142 143 130 138 129 136 116 137 116 133 9.9 145 146
Industry balance 134 224 213 156 204 143 152 125 153 107 150 11.8 172 187
Retail trade balance 101 173 164 197 170 181 216 220 21.8 234 228 199 213 192
Construction balance 5.1 2.8 0.3 2.0 13 5.0 2.7 -1.0 1.8 2.2 1.9 7.2 0.6 2.1
Services balance 56 59 122 122 99 130 137 122 144 111 120 134 171 141

— Labor market

Participation rate (15+) level 520 525 531 539 528 539 548 540

Employment rate (15+) level 46.7 466 46,6 469 456 470 479 470

Employment (LFS) %, yoy 3.9 2.2 2.5 0.4 -1.7 0.7 -0.1 0.7

Unemployment rate (LFS) level 102 113 123 129 138 129 120 130

Unemployment rate (Employment agency) level 95 101 111 113| 119 111 108 115 108 112 115 118 122 122

Nominal wage %, yoy 6.4 5.8 66 105 43 3.8 3.5 3.1 3.1 3.8 3.4 2.2

Real wage %, yoy 3.3 2.4 41 100 2.1 2.7 4.4 4.1 45 49 4.4 3.1

Labor productivity (GDP per employed) %, yoy 4.5 4.1 3.2 13 26 0.8 1.2 23

Real ULC (GDP) %, yoy 2.4 2.2 1.3 6.1 5.3 8.4 7.8 2.4

National index of consumer prices (CPI) %, yoy 24 4.2 3.0 0.9 36 22 06 -15 16 -14 <15 16 22  -26
Harmonized index of consumer prices ey
(HIcP) 3.0 3.4 2.4 0.4 22 11 -7 -10 13 -11 <10 09  -14 21
Domestic producer prices %, yoy 7.1 8.6 5.4 -1.3 1.9 0.7 2.8 -3.6 35 -3.9 -4.0 2.8 2.0 2.5
— Consolidated fiscal program (cumulative)
Revenues and grants minBGN | 23933 25378 27470 28981 6158 14166 21307 28981 21308 23751 26311 28981 2071 4203
Total expenses minBGN | 76755 26867 27828 30430 6955 14172 21668 30430 21668 24194 26883 30430 2444 4891
Contribution to EU budget min BGN 670 779 809 934 328 533 747 934 747 790 833 934 87 274
Cash deficit (-) / surplus (+) mnBGN | ygy3 _1488 358 -1448  -799 7 360 -1448 360 443 572 -1448  -373  -688
% of GDP -4.0 2.0 0.5 -1.9 -1.0 0.0 0.5 -1.9 -0.5 -0.6 0.7 -1.9 0.5 0.9
Government debt (incl. guaranteed debt) ~ mInBGN 11778 12826 14683 14893 14408 14428 13836 14893 13886 13968 14066 14894 15823 15806
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% of GDP 167 170 188 191 184 185 178 191 178 179 180 191 196  19.6
Fiscal reserve’ min BGN 6012 4999 6081 4681 4216 5754 4965 4681 4965 4902 4989 4681 6625 6061
%, yoy 216  -169 216 -23.0 69 137 -308 -230| -308 262 -262 -230 599  56.6
BNB International reserves minEUR | 12977 13349 15552 14426 14493 14590 14937 14426 14937 14452 14289 14426 13870 13589
Monetary base coverage % 179.8 1751 1749 1629 1703 1747 1651 162.9 1651 167.6 1683 1629 1627 162.8
Coverage of import with FX reserves months 73 6.2 6.7 6.2 6.3 6.3 6.4 6.2 6.4 6.2 6.1 6.1 59
Coverage of short-term external debt % 1153 1338 1467 148.7 140.2 1406 1440 148.7 1424 1396 1467 1480 1443
Money M1 (Narrow money) %, yoy 08 144 95 175 107 171 167 175 167 192 206 175 224  17.7
Money M3 (Broad money) %, yoy 62 122 8.4 8.9 8.9 7.7 8.1 8.9 8.1 9.5 9.6 89 101 9.2
Deposits %, yoy 66  13.2 8.4 9.4 9.3 7.8 8.3 9.4 8.3 9.9 9.9 9.4 104 9.1
Credit to private sector %, yoy 11 33 3.0 0.2 23 0.8 0.5 0.2 0.5 0.7 0.6 0.2 0.4 0.7
Credit to non-financial enterprises %, yoy 2.4 5.7 5.0 0.1 4.4 2.0 1.4 0.1 1.4 1.4 0.4 0.1 0.6 1.0
Credit to households %, yoy 0.8 0.4 -1.0 0.2 13 0.9 0.6 0.2 0.6 0.6 0.8 0.2 0.2 0.0
Interest rate on short-term loans % 8.5 7.2 7.6 7.9 7.6 8.5 7.3 8.1 7.2 8.3 7.0 8.9 9.8 6.5
Interest rate on time deposits % 5.4 4.8 43 3.5 4.1 3.5 3.4 3.2 3.2 3.2 3.3 3.3 3.3 3.2
Exchange rate BGN/USD eop 147 151 148 142 153 150 145 142 145 143 144 142 145 142
per. av. 148 141 152 147 148 150 148 144 146 143 145 143 144 143
Gross external debt %ofGDP | 1027 943 952 935 949 943 937 935 937 928 938 935 903
Short-term external debt % of GED 302 279 276 261 276 279 280 261 280 279 260 261 25.8
Intercompany lending % of GED 404 428 417  425| 424 427 431 425 431 433 435 425 427
Current account min EUR 533 33 334 751  -412 541 1073  -451 38 -38 59 -354 282
Current account (moving average) % of GDP -15 0.1 0.8 19 0.7 1.4 1.8 1.9 18 2.0 17 1.9 1.4
Trade balance minEUR | >764 -2156 -3460 -2353  -449  -787 -390  -728  -279  -185  -182  -360  -324
Trade balance (moving average) % of GDP 7.7 5.6 -8.7 5.9 7.5 6.5 6.2 5.9 6.2 5.8 5.8 5.9 -6.4
Export, f.0.b. minEUR | 15561 20264 20770 22228 5213 5418 5980 5617 1937 2016 2016 1585 1584
%, yoy 33.0 302 25 70 128 3.1 7.8 5.1 6.7 8.4 3.7 3.0 -109
Import, f.0.b. minEUR | 18325 22420 24230 24582 -5661 -6205 -6370 -6345 -2216 -2202 -2198 -1945 -1908
%, yoy 154 223 8.1 1.4 2.8 -4.0 4.8 27 130 0.2 4.0 45 5.4
Capital account min EUR 291 504 541 2684 16 124 166 287 55 52 86 22 -3
Financial account min EUR 673 886 1466 24745 809  -196  -282  -179 21 541 138 500  -442
Net Foreign Direct Investments min EUR 977 1213 802 21498 356 219 413 -30 20 31 253 -315 46
Net Portfolio Investments min EUR 635 357 898 -3373 576 206  -126 776 -57 -64 942 98 1
Other Investments — net min EUR 990 -1676 1596 1528 579  -118  -558 -1474 18  -503 -1330 913 -489
Change in BNB reserve assets min EUR 384 159 -2161 -1380 1045  -527  -269 332 -148 463 85  -197 627

Notes:

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

3. Change in the structure of fiscal reserve as of 2014.
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