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Highlights

Short-term business statistics gathered momentum in
May. Industrial and construction output growth acceler-
ated, while industrial turnover returned to positive
territory. Only the business climate indicator in the
country decreased somewhat in June, after five con-

secutive months on the increase.

Registered unemployment stepped down by 0.6 pps in
May and decreased further by 0.5 pps mom to 10.7% in
June, thus its level being comparable to the corre-
sponding month of 2013. Meanwhile, the negative an-
nual rate of inflation remained flat at 1.8%, while con-
sumer prices declined by 0.3% mom.

The CAB stood negative at 0.5% of GDP in Jan-Apr, be-
ing on a surplus of 0.1% of GDP a year earlier. Both
export and import of goods recorded decline in yoy
terms in April, thus the trade deficit in the first four
months doubled to EUR 1.2 bn (2.9% of GDP). Services
surplus, on the other hand, increased due to higher
travel receipts, while the income deficit declined, re-
flecting lower foreign investment payments. The finan-
cial account balance was positive at EUR 268.4 min in
April alone, thus the deficit accumulated for the first
four months stood at 0.3% of GDP, down from 1.9% of

GDP for the same period a year earlier.
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Consolidated budget deficit stood at 1.1% of GDP (BGN
888.6 mIn) on a cash basis at the end of May, compared

to a surplus of 0.1% of GDP a year earlier.
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Recent economic
developments

SHORT-TERM BUSINESS STATISTICS

After declining for the last six months, industrial turnover” re-
turned to positive territory in May, up by 3.9% yoy, driven by
growth both in foreign and domestic market sales. External
turnover increased for the first time during the year, up by
5.8%, as its recovery was driven by manufacture of basic metals
and fabricated metal products, except machinery and equip-
ment, manufacture of motor vehicles, trailers and semi-trailers,
manufacture of wearing apparel and manufacture of other non-
metallic mineral products. The increase in domestic sales
reached 2.5% mostly due to the positive dynamics in electricity,
gas, steam and air conditioning supply whose growth accelerat-
ed in May. Among economic activities with positive contribu-
tion were also mining of coal and manufacture of fabricated
metal products, except machinery and equipment.

Industrial production growth accelerated to 6.7% with the
largest contribution coming from mining of coal. Manufacture
of fabricated metal products, except machinery and equipment
and manufacture of motor vehicles, trailers and semi-trailers
also supported the acceleration in output growth.

The growth in retail sales reached 1.8%. Retail sales of com-
puters, peripheral units and software posted the largest in-
crease, up by 10.9%. The sales of food, beverages and tobacco
and medical and orthopedic goods also increased, while the
decline in other retail sales in non-specialized store and retail
sales of textiles, clothing, and footwear and leather goods
decelerated to 4.1% and 2.9% respectively.

Fig. 1: Industrial turnover
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Fig. 2: Construction production index
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! According to NSI methodology, the industrial turnover index reflects changes in both volume of sales and prices, while for the industrial produc-
tion index compilation, the value of enterprises’ production is deflated by the producer price index in order to isolate the price fluctuations.
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Construction production index gathered speed, up 8.6% yoy.
The growth in civil engineering accelerated to 16.7%, while
building construction output returned to positive territory for
the first time in the last twelve months, up by 2.7% yoy.

After five consecutive months on the increase, the business
climate indicator in the country decreased in June as a result
of the more reserved assessment of business situation of en-
terprises in industry and services. Demand in services’ sector
reported a slight decrease compared to the previous month,
while expectations in industry and retail trade were more
moderate. At the same time, entrepreneurs in construction
were optimistic after the reported increase in orders.

LABOR MARKET

Registered unemployment further decreased over the previ-
ous month to 11.2% in May, however, it was 0.2 pps higher on
a year earlier. The unemployment number stood at 367.5 K,
down by 4.9% compared to April, largely on the account of the
lower unemployed inflow. The latter decreased by 29.8% due
mainly to the drop in newly registered in employment offices.
The reduction was mostly pronounced in the public admin-
istration, where lay-offs increased in April. The outflow of
unemployed also declined, down by 9.7%, but it remained
higher than the inflow and led to the positive development in
the overall number of unemployed people. The number of
persons who found job in May went down by 8.9% largely on
the account of the lower demand on the primary labor mar-
ket. However, those who started working on the primary labor
market (14.5 K) were 11.6% higher compared to May 2013. At
the same time, persons who found job under the ALMM stood
close to their previous month level (8.1K), while the an-
nounced vacancies under the subsidized employment pro-
grams almost doubled over a month earlier.

The positive trend in the unemployment rate continued in
June. It decreased by a further 0.5 pps mom to 10.7%, thus its
level being comparable to June 2013. The number of persons
who started working on the primary labor market remained
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Fig. 3: Business climate
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Fig. 4: Inflow, outflow and unemployed persons
(in thousands)
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higher in yoy terms. Those who found job under the ALMM
were also higher compared to a year earlier for the first time
since the beginning of the year.

INFLATION DYNAMICS

Consumer prices posted a 0.5% mom decrease in May and
declined further by 0.3% in June driven largely by lower food
and fuel prices. They both stepped down by 1.1%, thus their
joint negative contribution for the monthly change in the
headline rate stood at 0.35 pps. Prices of market services went
up by 0.5% almost entirely due to seasonal hikes in prices of
package holidays and accommodation in resorts, up by 10.3%
and 7% respectively. Their positive contribution (+0.19 pps),
however, was partially offset by the continuing decline in pric-
es of non-energy consumer goods. Thus core inflation posted
a marginal 0.2% mom increase (+0.07 pps).

The annual rate of inflation widened to -1.8% yoy in May and
remained flat in June, largely on the account of higher nega-
tive contribution coming from lower food prices, those of un-
processed food in particular.

EXTERNAL SECTOR

Both export and import of goods recorded a yoy decline in
April, down by 11.6% and 1.7%, respectively. Thus the accu-
mulated decline from the beginning of the year reached 8%
for export and 0.1% for import. Regarding regional and prod-
uct dissemination, their monthly dynamics did not differ from
developments in the past few months. Export declined due to
a drop in non-EU trade led by lower export of fuels and raw
materials. The higher EU imports, predominantly consumer
and investment goods, could not offset the drop in non-EU
trade, resulting from the mineral fuels drop. Trade deficit in
Jan-Apr doubled to EUR 1.2 bn (2.9% of GDP).

Services surplus since the beginning of the year stood at EUR
175.4 miIn (0.4% of GDP), being EUR 126.6 min (0.3% of GDP) a
year earlier. Travel receipts growth accelerated to 6.8% yoy in
April and reached 1.1% of GDP in the first four months of

Fig. 5: HICP and contributions by main components
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Fig. 6: Merchandise trade dynamics
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2014. Income deficit declined, reflecting lower foreign invest-
ment payments. Money received from the EU funds in April
was substantially below the last year’s flow, which resulted in
lower current transfers’ surplus.

The current account balance stood negative at 0.5% of GDP,
being positive at 0.1% of GDP in Jan-Apr 2013.

The financial account balance was positive at EUR 268.4 min
in April alone, its surplus being EUR 57.2 min during the corre-
sponding month of 2013. Inflows came from foreign direct and
other investment. Private non-financial corporations increased
their holdings in bonds abroad resulting in negative net port-
folio investment. For the first four months, the financial ac-
count balance came in negative at 0.3% of GDP compared with
a deficit of 1.9% of GDP for the same period a year earlier.

Gross external debt (GED) stood at EUR 37.8 bn (91.7% of
GDP) as of end-April, marginally up in yoy terms. The banking
sector reduced both its short and long-term liabilities, while all
other institutional sectors reported a slight increase. Long-
term debt represented 74.3% of GED.

FINANCIAL SECTOR

International reserves grew by 3.6% mom and reached EUR
14.3 bn at the end of June. The increase came after a 7.7%
expansion of notes in circulation and a 5.1% growth in bank
reserves. The strong monthly growth of official reserves con-
tributed for the slowdown in their annual drop, which decel-
erated to 1.8% from 6.9% yoy at the end of May. The change
in international reserves in yoy terms was mainly driven by the
decrease of the Government deposit and bank reserves, down
by 24% and 9.3% respectively, which was only partially com-
pensated by the 14.9% growth of notes in circulation. The
coverage of the monetary base dropped slightly to 164.5% in
June due to the faster increase of base money compared to
that of total reserves. As of end April, the level of reserves
could cover 6 months of imports of goods and services or
144.8% of the short-term external debt.
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Fig. 7: FDI, Current and Financial Account
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Money supply growth slightly accelerated to 8.7% yoy in May
coming from 8.3% a month earlier. The increase of liquid ag-
gregate M1 slowed down from 15% to 13.3% yoy and while
growth of deposits, redeemable at notice, decelerated to
38.7% from 43% yoy. However, deposits with agreed maturity
brought their rate of decrease from 6.5% to 3.8% yoy. Thus,
their negative contribution narrowed and allowed for some-
what higher M3 growth. Broad money increased by 0.6% in
May alone led by the 0.6% mom growth of deposits with
agreed maturity and the 0.7% increase of overnight deposits.
Total deposits accelerated from 8.1% as of end-April to 8.5%
yoy due to the faster growth of deposits from private corpora-
tions.

Credit to the private sector kept its upward trend from the
beginning of the year and grew by 2% yoy at the end of May
(1.6% in April). The improvement was due to the faster in-
crease of corporate credit, 2.6% yoy vs. 2.3% in April. At the
same time, consumer credits grew by 0.9% yoy, while mort-
gages preserved their positive growth rate from April of 0.3%.
Bad and restructured loans shrank by 1.8% yoy at the end of
May, but their share in total credits for non-financial enter-
prises and households remained at 17.8%.

Weighted average interest rates on corporate credits and
mortgages increased in May, up by 42 and 13 bps, respective-
ly. However, while the monthly volume of new credits for
firms was by 58.2% more compared to the same month of
2013, new mortgages were by 2.1% less than a year earlier.
The price of new consumer loans continued to drop, down by
28 bps, nevertheless, their volume went down by 2.4%.
Weighted average interest rate on deposits in BGN and USD
increased by 7 and 18 bps, while the return rate of euro de-
nominated deposits remained unchanged. The total volume of
new deposits amounted to BGN 2.3 bn, which was by 10.2%
higher than in the corresponding month of the previous year.

FiscAL DEVELOPMENTS

Consolidated budget deficit stood at 1.1% of GDP (BGN 888.6
mln) on a cash basis at the end of May, compared to a surplus

Fig. 10: Credit growth
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of 0.1% of GDP a year earlier.

According to monthly reports, total revenues and grants for Fig. 12: Consolidated budget

the first five months came by 0.2% lower in yoy terms mainly (January—May, min BGN)

due to the decrease in non-tax revenues and grants, down by 14 000 200

9.8% and 11.7% respectively. Total proceeds accounted for 12 000 0

37.9% of the annual plan. The lower non-tax revenue resulted 10000 200

from a base effect from higher dividend receipts in Jan-May £ 000 400

2013. VAT proceeds continued shrinking, down 3.8% yoy for 6 000 00

the first five months, due to a base effect from higher VAT

refunded compared to the corresponding period of the previ- 4000 800

ous year. Excise and custom duties increased by 3.4% and 2000 -1000
-1200

o . . i
4.9%, respectively. Revenue from corporate income tax re 2011 2012 2013 2014
mained at its nominal level in the first five months of 2013,

while PIT contributed positively to dynamics of direct tax re- Revenues and grants  ® Expenditure ¢ Budget balance, rhs

ceipts, up by 7.3% yoy. Social and health insurance contribu-

tions recorded 8.1% yoy growth in Jan-May. Source: MF
Total expenditure, including the contribution to the EU budg-

et, accounted for 39% of the full-year plan, up 7.7% compared Fig. 13: GG debt and fiscal reserve

to Jan-May 2013. The increase came largely on the back of ZO(StOCk at the end of the respective month, % GDP)

higher social payments, up by 8.2%, due to the base effect of CEEEER] ll.........lllll
the increase in pensions as of April 1, 2013 and health insur- BREE #

ance expenses, the 40.2% yoy growth in capital expenditure
and the 29.9% surge in subsidies. Expenses on wages and sala-
ries and social and health insurance contributions were also
up, while interest payments and maintenance decreased.

Fiscal reserve” amounted to BGN 5.8 bn at the end of May. It
consisted of BGN 4.9 bn in reserve deposits and BGN 935.1
min of EU funds receivables for certified expenditure, advance s Government guaranteed debt

Domestic debt
men .
payments, etc mm External Debt

Fiscal reserve

Government debt accounted for 19.4% of GDP, including do-
mestic debt at 8.8% of GDP and external debt at 9.7% of GDP.
Government guaranteed debt stood at 0.9% of GDP. e

Source: MF

2 According to §1, p. 41 from the Additional provisions of the Public finance Law.
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Key Economic Indicators
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— Short-term business statistics
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— Labor market
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— Consolidated fiscal program (cumulative)
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Fiscal reserve’® min BGN 4999 6081 4681 5754 4965 4681 4681 6625 6061 5904 5955 5836
%, yoy 169 216 230 137 -308 -23.0 230 599 566 400 102 02
BNB International reserves min EUR 13349 15552 14426 | 14590 14937 14426 13960 | 14426 13870 13589 13960 14062 13819 14323
Monetary base coverage % 175.1 1749 1629 1747 1651 1629 1704 1629 162.7 162.8 1704 1682 1693 1645
Coverage of import with FX reserves months 6.2 6.7 6.2 6.3 6.4 6.1 5.9 6.1 5.9 5.8 5.9 6.0
Coverage of short-term external debt % 133.8  146.7 148.7 1389 1424 1480 1427 1480 1443 1418 143.1 1448
Money M1 (Narrow money) %, yoy 14.4 9.5 175 171 16.7 175 16.1 17.5 2.4 17.7 16.1 15.0 13.3
Money M3 (Broad money) %, yoy 12.2 8.4 8.9 7.7 8.1 8.9 8.3 8.9 10.1 9.2 8.3 8.3 8.7
Deposits %, yoy 13.2 8.4 9.4 7.8 83 9.4 8.2 9.4 10.4 9.1 8.2 8.1 8.5
Credit to private sector %, yoy 33 3.0 0.2 0.8 0.5 0.2 14 0.2 0.4 0.7 1.4 1.6 2.0
Credit to non-financial enterprises %, yoy 5.7 5.0 0.1 2.0 14 0.1 1.7 0.1 0.6 1.0 1.7 23 26
Credit to households %, yoy -0.4 -1.0 -0.2 -0.9 -0.6 -0.2 0.3 0.2 0.2 0.0 03 0.2 0.3
Interest rate on short-term loans % 7.2 7.6 7.9 8.5 7.3 8.1 7.8 8.9 9.8 6.5 71 8.2 75
Interest rate on time deposits % 4.8 43 3.5 3.5 3.4 3.2 3.2 33 33 3.2 3.1 3.0 3.1
Exchange rate BGN/USD eop 151 148 142 150 145 1.42 1.42 142 145 142 142 141 144 143
per. av. 141 152 147 150 148 144 143 143 144 143 141 142 143 144
Gross external debt % of GDP 94.3 95.2 93.5 94.3 93.7 93.5 91.8 93.8 93.5 90.7 91.3 91.8
Short-term external debt % of GED 27.9 27.6 26.1 27.9 28.0 26.1 25.8 26.0 26.1 25.8 25.5 25.8
Intercompany lending % of GED 42.8 41.7 42.5 42.7 43.1 42.5 42.3 43.5 42.5 42.6 42.6 423
Current account min EUR 33 -334 751 541 1073 -451 -83 354 2270 91 360 212
Current account (moving average) % of GDP 0.1 -0.8 1.9 1.4 1.8 1.9 2.7 1.9 14 22 28 1.2
Trade balance minEUR | -2156 -3460 -2353| -787 -390  -728  -826 30  -338  -201  -287  -351
Trade balance (moving average) % of GDP -5.6 -8.7 -5.9 -6.5 -6.2 -5.9 -6.9 5.9 6.4 6.2 6.6 71
Export, f.0.b. minEUR | 20264 20770 22228 5418 5980 5617 4853 1585 1586 1650 1632 1739
%, yoy 30.2 25 7.0 3.1 7.8 5.1 6.9 30  -107 05 82 -116
Import, f.0.b. minEUR | 22420 24230 24582 -6205 -6370 -6345 -5679 _1945 .1924 -1851 -1918 -2090
%, yoy 223 8.1 14 -40 4.8 2.7 0.3 45 63 60 19 17
Capital account min EUR 504 541 466 124 166 159 155 22 -4 108 28 -5
Financial account min EUR -886 1466 -1466 -196 -282 -179 -517 500 -314 -207 114 268
Net Foreign Direct Investments min EUR 1213 802 957 219 413 -30 66 -315 97 2 -18 99
Net Portfolio Investments min EUR -357 -898 -128 -206 -126 780 -168 .98 16 2198 18 .63
Other Investments — net minEUR | -1676 159 -2175| -118  -558  -920  -412 913 -428 10 115 234
Change in BNB reserve assets min EUR -159  -2161 599 -527 -269 351 553 -197 627 325 -399 -110

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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