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EXECUTIVE SUMMARY 

Bulgaria’s economic performance has remained 
subdued during the post-crisis period. After a 
decline in economic activity in 2009, growth has 

forecast to remain so in the short term. Prices 
stagnated, followed by deflation in the middle of 

o extend through most of 
2015. Political instability and banking sector 

the second half of 2014. Government finances also 
deteriorated considerably in 2014. 

a
Annual Growth Survey which recommends three 

investment. Finally, it assesses Bulgaria in the 
light of the findings of the 2015 Alert Mechanism 

tence of imbalances or 
their unwinding.  

The main findings of the in-
 

 Banking sector turmoil in the summer of 
2014 revealed institutional and supervisory 
weaknesses
detect 

oversight of concentration risk. This has 
undermined the credibility of banking 

ision, in turn also raising doubts 
concerning the health of the 
financial sector. 

 Concerns have emerged regarding the 
reliability of reported financial sector data 
reports . The liquidity crisis over the summer 

rtfall and led to 

 remarkably high, 

which the subsequent investigation showed to 

adequacy. KTB was an extreme case, but 
 suggest that there could be 

shortcomings in other banks as well. 
Weaknesses may also extend to the non-

connection to concentration risk and related-
 

 Deleveraging pressures on non-financial 
corporations, amplified by deflation, could 
dampen investment and growth in the short 
and medium term. 

are in the form of cross-border intra-

credit constraints during banking sector 

ties in the non-financial sector 
— including arrears and liabilities towards the 
government — may also be affected, creating a 

 

 As economic growth is still insufficient to 
support sustainable recovery in 
employment, the labour market continues to 
be an area of serious concern. 

confined to traditionally vulnerable labour 
-

term, underlining its largely structural nature, 
in the absence of well-targeted and sufficient 

School-to-
The low quality of education and training 
systems and their limited relevance to the 

-
skilled labour force to the economy. Poverty 

levels of income inequality. 

macroeconomic issues and the main findings are: 
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 Amid weak economic growth and protracted 
deflation, social pressures and contingent 
liabilities generated by unreformed sectors 
pose a threat to fiscal sustainability. Without 

fiscal sustainability in the medium and long 
term cannot be ensured. The financial situation 
of some large state-

and may lead to the accumulation of significant 
contingent liabilities for the government. Tax 
collection remains inefficient. 

 Bulgaria is lagging behind in terms of the 
quality of several key growth enablers. The 

low. Productivity growth is hindered by a 
number of intertwined weaknesses, ranging 

 regulation and weak 

costs for businesses, to high energy intensity 

infrastructure. 

 The structural impediments to growth are 
compounded by a judicial system that lacks 
effectiveness. A key building block for an 
investor-friendly business environment is an 

high-quality and efficient judicial 
system. As shown under the 

 Mechanism, in 
recent years Bulgaria has made only limited 

cross-  

Overall, Bulgaria has made limited progress in 
addressing the 2014 country-specific 
recommendations. , Bulgaria 

administrative burden and reforming higher 
education. However, insufficient action was taken 

 

the coverage and effectiveness of active labour 
 to inactive young 

and combating social exclusion, including for 
marginalised s such as the Roma. 

The Country R  a number of 
challenges stemming from the analysis of 
macroeconomic imbalances, namely: 

 Without an in-depth, third-party 
investigation, the soundness of the financial 
sector cannot be ensured. Banking sector 
turmoil during 2014 dented confidence in the 
financial sector. There are doubts over the 

A strong, 

to reduce the risk of imbalances and correct 
those that have already accumulated. 

 Weak labour market policies and 
administratively-set wage floors may still 
price workers out of the labour market, even 
as conditions for recovery in employment 
improve.  the lack of targeted 
education and t

hinder labour 
market  of the 
workforce. The lack of sound mechanisms to 
set wage floors in line with economic 

 and low-skilled 
workers. 

 A sound and predictable business climate 
will be important for attracting much 
needed investment. 
administration, the low quality of 

efficiency in energy diminish the growth 

 economic 

under the law.  

Other challenges are the concerns over fiscal 
sustainability, 

nd a lack of 
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1. SCENE SETTER: ECONOMIC SITUATION AND OUTLOOK 

 

Growth drivers and outlook 

Growth is projected to remain low due to 
subdued domestic demand. Real GDP growth 

-08 but has 
ontraction 

 1.1). Weak domestic 

growth in 2015-

2015. 

broadly flat in 
real terms since 2009. Private sector investment 

to decrease, both domestically and abroad. 
Government investment has been the main driver 

-crisis, mostly 

funds comes to an end, while the new one will not 

  

Potential growth estimates indicate limited 
convergence towards EU average productivity 
and income levels in the short term. Potential 

 1.2). Ageing, emigration and 
inactivity are becoming a long-term drag on 

caused by domestic and external factors, is likely 

rather than job creation in 2015-16, in line with the 

— resulting in five 
governments changing office between January 
2013 and November 2014 — has weighed on 
confidence. Financial sector turbulence in 2014 is 

quarters. 

Graph 1.1: Real GDP growth by demand components 

-20

-15

-10

-5

0

5

10

15

99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16

%, pps

Inventories investment Investment (GFCF)
Consumption Net exports
Real GDP growth

 

Source: European Commission 

by the crisis continue to struggle in finding jobs 
 1.3). The weak labour market and the 
cations of joblessness are discussed in 

more detail in section 2
growth — including structural issues relating to 
unreformed sectors, the business environment, 
education and training — are discussed in 
section 3. 

Graph 1.2: Components of potential growth 
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Source: European Commission 
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Graph 1.3: Key labour market data 
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Source: European Commission 

External environment 

Export-oriented sectors of the economy have 
recovered faster from the crisis. 
in world market shares was sustained in 2013 (see 

 1.4

timising costs and increasing 

in manufacturing has declined each year since 
2008. 

The current and capital account surplus 
contribute to improving Bulgaria’s external 
position. The current-account balance, having 

-crisis 

-

balance in non-

 1.5). The trade balance in energy 

for oil and gas (for more details see Box 1.1). The 
energy-trade deficit has been reduced by more than 
half since 2008 due to stagnating domestic 
demand. 

Graph 1.4: Export market share 
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Source: European Commission 

 

Graph 1.5: Current account gross components 
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Source: European Commission 

While Bulgaria’s external position has 
improved markedly in recent years, the stock of 
liabilities remains high. The net international 
inve
between 2009 and 2014 and stood at around 76 

 1.6). A 
-border 

intra-
of liabilities 
investments and growth. The deflationary 
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environment and growing government finance 
needs (both described later in this section) also 

deleveraging 
are examined in more detail in section 2.2. 

Inflation at a historic low 

A deflationary trend has prevailed since the 
middle of 2013 and provides an additional risk 
for growth and debt stocks. Although 

l 
incomes, its contribution to growth is likely to be 

servicing is likely to become more difficult, while 

have adjusted to a stagnating economy by reducing 
costs (including through labour shedding) and 
limiting new investment. There may, therefore, be 

increased r
 

Graph 1.6: Decomposition of NIIP 
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Source: European Commission 

In 2014, Bulgaria recorded the strongest 
average annual deflation in the EU. Bulgaria has 

-  
 1.7). 

Graph 1.7: HICP inflation and differential vis à vis euro 
area 
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The strength of deflation is explained by some 
country-specific price factors in certain product 
or service categories, most notably regarding 
healthcare-, telecommunication-, transport- and 
some specific food-price categories. (1) 
changes in these categories are not directly linked 

-w -

 1.1). 

However, even when taking account of the 
country-specific factors in the HICP, it is 
evident that deflation has been significantly 
stronger in Bulgaria in 2014 than in the EU on 
average. Some of these country-

country-

end of 2015, as a result of lower fuel costs and 
their knock-  

(1) 

-off 
effects. 
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Box: 1.1: Bulgaria depends on Russian energy imports, services exports to Russia are significant,
and trade in non-energy goods is negligible 

This box  the  , namely 
 

 Russia accounts for a significant part of Bulgaria’s imports of goods and services, but almost all 
of this is accounted for by energy products. 
came from Russia, with about 95 these  

 Russia is a relatively small export destination for Bulgaria. Only about 4
of goods and services go to Russia. The 
(2.5 larger 

  are ‘chemicals  and 
‘machinery  and the main service categories are ‘travel  and ‘ . 

 Bulgaria has a relatively high dependency on energy imports from Russia, concentrated in two 
energy sources: crude oil and gas. 

-
ref

 

is relatively high at almost 10 . This is due to the energy sector (accounted for by the oil refinery) and 
so needed to deliver the energy from Russia to Bulgaria. However, 

Russian value added content shares of Bulgarian manufacturing and knowledge-
are small. 

Graph 1: Imports content share of value added of Bulgarian gross exports in 2011, by sectors 
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inflation is 
effects of the current oil-

environment for an extended  

In spite of strong deflation in consumer prices, 
the GDP deflator, which is a broader economy-
wide price measure, is expected to have 
remained positive in 2014 and to stay positive in 
2015. 

ive effect on the GDP deflator. 
Methodological differences in data collection on 
different statistical indicators also seem to be 
significant in Bulgaria. As a result, the decrease in 

GDP growth and on the de
 

 

Table 1.1: HICP items with the largest difference 
between BG and EU, 2014 

Detailed price category EU inflation rate BG inflation rate

Contribution to 
HICP, BG 
difference 
from EU 
average

Reason for deviation 
from EU average

Electricity 1.6 -5.0 -0.3 administrative prices
Motor cars 0.6 -7.3 -0.2 statistical effects
Alcoholic beverages, tobacco 3.4 1.3 -0.1
Sugar, confectionery -0.4 -9.4 -0.1 one-off
Pharmaceuticals 1.1 -1.7 -0.1 administrative prices
Meat 0.3 -1.7 -0.1
Oils and fats -1.2 -9.9 -0.1 one-off
Passenger transport by air 0.4 -5.4 -0.1 one-off
Consumer electronics -5.4 -9.8 -0.1
Passenger transport by road 1.9 -0.5 -0.1
Furniture 0.4 -2.7 -0.1
Miscellaneous goods and services 0.7 -0.6 -0.1
Bread and cereals -0.2 -1.7 -0.1
Dental services 1.0 -20.2 -0.1 administrative prices
Telephone equipment and services -2.4 -3.4 -0.1

 

Data for 12 month cumulative average, latest data 
reading November 2014. 
Source: European Commission 
 
 

In an unexpectedly strong deflationary 
environment, companies have a weaker ability 
to service their debt and arrears. The current 

economy and has contributed to tax revenue 

year. Arrears in the non-
were already high (see section 2.2. as well as 

-

maintain healthy cash flows. 

Government finances deteriorate 

Fiscal deterioration in 2014 and financing 
requirements for banking sector measures has 
resulted in a sharp rise in general government 

debt, albeit from relatively low levels. The 

addition to deficit financing requirements, the debt 

government debt issued for banking sector 
measures. As a result, the general government 

  

Expenditure on interest servicing government 
debt is increasing quickly, diminishing the 
scope to cater for other expenditure needs. 

early double in nominal terms 
between 2014 and 2016. This translates into an 

increased debt servicing costs, once interest rates 
 

Further financial sector support measures as 
well as contingent liabilities coming from state-
owned enterprises could add to the rapid 
increase in government debt. The absence of a 

-

sector have to be borne by the government. So far, 
the government has been able to successfully issue 
additional debt in both domestic and international 

requirements. Given that the domestic saving stock 
is limited, the increase in general government debt 
cannot entirely be covered by domestic savings, 

(see section 2.1. for a detailed assessment of the 
financial sector risks, and section 2.2. for the 

in state  in sectors like energy 

for government finances. See section 3. for details. 

The banking crisis has also entailed liquidity 
management challenges for government 
finances, as the financing requirements related 
to banking sector measures were unexpected 
and urgent. Most of the additional funds 
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borrowed for those measures took the form of 
short-term government bonds and T-bills. The 
Bulgarian authorities intend to refinance these in 
2015 with longer-term government bonds. 

Financial sector turbulence in 2014 

The banking sector turbulence observed in 2014 
revealed significant macroeconomic risks 
coming from the financial sector. Liquidity 

in 
the country (2) during summer 2014 have led the 

events also created doubts over whether other 
banks in the sector could have followed business 
models similar to that of KTB. Section 2.1. 

 

Private sector indebtedness remains high 

The main risks stemming from private sector 
debt relate to corporate liabilities. Non-financial 

growth, this reversal could be a sign of increasing 

servicing difficulties in the future. Household debt 

 1.8). 

(2)  
Bank (KTB) 

Graph 1.8: Decomposition of debt by sector (non-
consolidated) 
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Source: European Commission 

House prices appear to have stabilised. After a 

-2013 
 1.9). Demand for housing loans has 

also remained flat, indicating risk aversion on the 
side of households. Going forward, a boost to 

 

Graph 1.9: Evolution of House Price Index and MFI Loans 
for House Purchase 
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Box 1.2: Economic surveillance process 

-friendly fiscal consolidation. The 

 

- — 
no. 1176/2011 — 

 

Bulgaria ed in March 2014, the Commission concluded that Bulgaria was 
 imbalances, 

adjustment of the labour market warranted 
deleveraging we  

-
d by the Council in July 2014. The Country-  Recommendations for Bulgaria 

concerned 
sector. 

 
 

 

9 

www.parlament.gv.at



 

 

Table 1.2: Key economic, financial and social indicators 

2008 2009 2010 2011 2012 2013 2014 2015 2016
Real GDP (y-o-y) 5.8 -5.0 0.7 2.0 0.5 1.1 1.4 0.8 1.0

3.7 -6.4 0.5 1.8 3.9 -2.3 1.4 0.8 1.4
-1.1 -7.6 2.0 1.8 -1.0 2.8 2.1 0.2 1.0
22.0 -17.4 -18.3 -4.6 2.0 -0.1 2.3 -2.3 -2.8
2.5 -11.7 17.2 11.5 0.8 9.2 0.3 3.0 3.7
4.9 -21.5 4.1 8.5 4.5 4.9 1.2 2.0 2.9
4.4 -2.5 -2.0 -0.3 -0.1 0.3 0.0 -0.9 -1.5

Contribution to GDP growth:
Domestic demand (y-o-y) 8.6 -11.3 -4.6 0.4 2.7 -1.1 1.7 0.1 0.4

-0.7 -3.3 -0.1 0.2 0.1 -0.5 0.3 0.0 0.0
-2.2 9.6 5.4 1.4 -2.3 2.6 -0.6 0.7 0.6

-23.10* -8.92* -1.48* .09* -.84* 3.0 . . .
-20.57* -8.23* -2.48* .42* -2.70* -0.4 . . .

Terms of trade of goods and services (y-o-y) 1.1 2.3 1.1 3.9 -2.2 -0.5 0.9 0.2 -0.6
-98.4* -101.8* -95.4* -85.9* -78.7* -77.9 . . .
48.9* 49.6* 43.6* 35.2* 29.4* 25.5* . . .

105.1* 108.3* 102.7* 94.3* 95.0* 93.0 . . .

50.5* 29.2* 25.5* 27.7* 15.7* 13.2* . . .
0.2* 0.1* 0.1* 0.2* 0.2* 0.2 . . .

-9.6 -4.4 -5.5 -4.3 -7.0 . . . .
33.9 4.9 3.9 1.4 3.1 6.4 . . .
134.2 138.4 137.8 127.9 128.1 134.7 . . .

. -21.6 -12.3 -9.7 -6.9 -0.3 . . .

6.1* 5.3* 2.8* 2.4* . . . . .

Total financial sector liabilities, non-consolidated (y-o-y) -1.4 1.1 -8.9 4.6 11.4 3.2 . . .
Tier 1 ratio1 . . . . . . . . .
Overall solvency ratio2 . . . . . . . . .

instruments and total loans and advances)2 . . . . . . . . .

2.4 -1.7 -3.9 -2.2 -2.5 -0.4 0.0 0.0 0.3
5.6 6.8 10.3 11.3 12.3 13.0 11.7 10.9 10.4
2.9 3.0 4.8 6.3 6.8 7.4 . . .

11.9 15.1 21.8 25.0 28.1 28.4 23.6 . .

Activity rate (15-64 year-olds) 67.8 67.2 66.5 65.9 67.1 68.4 . . .
17.4 19.5 21.8 21.8 21.5 21.6 . . .

44.8 46.2 49.2 49.1 49.3 48.0 . . .

21.4 21.8 20.7 22.2 21.2 21.0 . . .
41.2 41.9 45.7 43.6 44.1 43.0 33.1 . .

8.1 6.9 8.0 11.0 12.5 13.0 . . .

GDP deflator (y-o-y) 8.1 4.2 1.2 7.0 1.6 -0.8 0.6 0.3 0.6
12.0 2.5 3.0 3.4 2.4 0.4 -1.6 -0.5 1.0
16.8 8.1 9.9 6.8 7.7 8.8 2.3 2.0 2.4
3.3 -3.4 4.7 4.3 3.1 1.5 . . .
13.0 11.8 5.0 2.4 4.5 7.2 1.0 1.2 1.7

Real unit labour costs (y-o-y) 4.6 7.3 3.7 -4.3 2.9 8.0 0.3 1.0 1.1
REER3) 9.5 9.5 2.6 3.8 1.2 8.2 0.6 -1.6 0.3
REER3) 7.8 3.1 -2.6 1.2 -2.1 0.2 -0.6 -1.5 -1.1

1.6 -4.2 -3.2 -2.0 -0.5 -1.2 -3.4 -3.0 -2.9
. . -2.5 -1.9 -0.5 -1.3 -3.2 -2.7 -2.5

13.3 14.2 15.9 15.7 18.0 18.3 27.0 27.8 30.3

Forecast

(1) Domestic banking groups and stand-alone banks 
(2) Domestic banking groups and stand-alone banks, foreign (EU and non-EU) controlled subsidiaries and foreign (EU and 
non-EU) controlled branches 
* Indicates BPM5 and/or ESA95 
Source: ECB, European Commission 
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Table 1.3: MIP scoreboard indicators 
Thresholds 2008 2009 2010 2011 2012 2013

3 year average -22.0 -19.1 -11.2 -3.4 -0.7 0.4

- -23.1 -8.9 -1.5 0.1 -0.8 2.6

-98.4 -101.8 -95.4 -85.9 -78.2 -76.2

18.5 18.3 9.7 1.9 -4.0 -1.0

- 8.7 4.0 -2.9 1.0 -2.0 0.1

33.1 18.3 14.9 16.6 4.7 5.7

- 5.3 -3.8 -1.2 10.4 -5.2 6.3

26.9 37.5 32.7 20.2

- 13.0 11.8 5.0 2.4

17.7e -21.1e -12.2 -9.6 -5.3 -0.1

33.9 4.8 2.6 1.0 2.0 6.7

134.2 138.4 137.8 127.9 128.1 134.8

13.3 14.2 15.9 15.7 18.0 18.3

3-year average 7.2 6.4 7.6i 9.5i 11.3i 12.2

- 5.6 6.8 10.3i 11.3 12.3 13.0

-0.8 1.3 -5.4 5.4 10.2 3.3

External 
imbalances and 

Current Account 

Real effective exchange 
rate (REER) 
(42 industrial countries 

Nominal unit labour 

 

Flags: e: estimated. p: provisional. 
Note: Figures highlighted are the ones falling outside the threshold established by EC Alert Mechanism Report. For REER and 
ULC, the second threshold concerns non-Euro Area Member States. (1) Figures in italic are according to the old standards 
(ESA95/BPM5). (2) Export market shares data: the total world export is based on the 5th edition of the Balance of Payments 
Manual (BPM5). (3) House price indicator: e = NSI estimates. (4) Unemployment rate: i=Eurostat back calculation to include 
Population Census 2011 results. 
Source: European Commission  
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2. IMBALANCES, RISKS, AND ADJUSTMENT 
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2.1. FINANCIAL SECTOR 

The degree of financial intermediation in 
Bulgaria is relatively low compared to the EU 
average, but is in line with that of peer new EU 
Member States. The total assets of all segments of 

 2.1.1). The 
system is dominated by the banking sector, which 

sectors, which are likely to be the 
fastest growing segments of the financial system in 
the coming years. Both are dominated by large 
subsidiaries of established international 
institutions, but there is a non-
majority-domestically-owned institutions, which 
account for about a quarter of the total assets. 

Graph 2.1.1: Financial sector assets, EUR million 
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* excludes the KTB group 
Source: BNB, FSC, banks’ annual reports 

Banking system 

The banking system follows a traditional 
business model and is dominated by foreign 
institutions, but the composition has changed 
due to faster growth by Bulgarian-owned banks 
in recent years. Since the banking crisis of 1996-
97, and the setting- rrency board 
arrangement in Bulgaria, the banking sector has 
been dominated by foreign-owned institutions. The 
Bulgarian banks are rather conservative, with 
limited reliance on wholesale funding (less than 5 

r-

strengthen their balance sheets, including through 

on in the Bulgarian market. Bulgarian-

through attracting domestic de  
 

Table 2.1.1: Banking system indicators, Sep 2014 

Domestically-owned 
banks

Banking 
system

1. Total assets, EUR mn 12,613                     45,302            
   growth since Dec-09, % 113.3                      24.9               
2. Net loans and receivables, EUR mn 8,797                       34,572            
   growth since Dec-09, % 102.7                      16.8               
3. Household deposits, EUR mn 10,382 38,005
   growth since Dec-09, % 101.6                      22.2               
   % of total assets 82.3                        83.9               
4. Tier I Capital adequacy (%, end-2013) 12.5 16.0

 

For the purposes of this document, the domestically-owned 
banks include : Investbank, Municipal bank, First Investment 
Bank, Bulgarian-American Credit Bank, Corporate 
Commercial Bank, D Commerce Bank, International Asset 
Bank, Texim bank and Central Cooperative Bank. 
Source: BNB, European Commission Calculation 
 

While overall credit growth after the 2009 
economic downturn has been muted, the 
domestically-owned segment expanded at very 
high rates. The average annual growth rate of total 
loans and advances extended by the Bulgarian 
banking system between the first quarter of 2010 
and the f

 2.1.2). This modest growth rate, 
however, masks significant differences between 

-Greek-owned 
subsidiaries (3

he subsidiaries owned by 
 (4

majority-domestically-owned banks (DOBs) of 

 

 2.1.2

(3) 

 
(4) This is the biggest segment of the Bulgarian banking sector 

2014. 

 

14 

                                                           

www.parlament.gv.at



 

Commercial Bank (KTB) exhibited the most 

while no foreign-owned subsidiary reached this 

of the aggregate credit by the banks since 2010. 

Graph 2.1.2: Evolution of loans and advances 

50

100

150

200

250

300

20
07

q1
20

07
q3

20
08

q1
20

08
q3

20
09

q1
20

09
q3

20
10

q1
20

10
q3

20
11

q1
20

11
q3

20
12

q1
20

12
q3

20
13

q1
20

13
q3

20
14

q1

Smaller DOBs Large DOBs (FIB, CCB, IB)

non-DOBs KTB

20
10

q1
= 

10
0

 

Source: BNB, European Commission Calculation 

Credit expansion took place in the context of 
low economic growth. Since 2009, nominal GDP 

low rate in a catching-
-crisis 

-8. This rate of economic 
dit growth in 

DOBs, raising questions about the allocative 
efficiency of financial intermediation institutions 
and the quality of the investments they made over 

 

Developments over the summer of 2014 

Confidence in Bulgaria’s banking system was 
seriously dented during the summer of 2014. 
The banking sector and domestically-owned banks 

-
June 2014. KTB, the fourth-largest bank overall 
and the second-

, (5) alongside its recently 

(5) A arrangement under the Law on Credit 
ons, which gives the BNB 

unable to access their funds for more than five 
months, until 4 December. The central bank 

in early 
November after the bank was found to be in a 

Audits in KTB for more details), but the insolvency 

administration, the largest majority-domestically-
owned bank and the third largest bank in the 

 
run and requested liquidity assistance from the 

was made available to all Bulgarian banks. The 
lion into 

bank, extending the term of the originally-

de

fell by  

After the initial panic, the situation appears to 
have calmed. 

July- -
higher than at end-
mostly went to large foreign-
subsidiaries, and some DOBs continued to lose 
funds during the third quarter of 2014. The 
liquidity of the system currently seems to be 
adequate, as evidenced by the declining interest 

-
bank market. The currently stable liquidity 

the guaranteed de

directly in the management of an institution under risk of 
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majority of which have remained in the banking 
system. At the same time, however, some credit 
institutions — — still 

by the higher-than- it rates they are 
2.1.3).  

Graph 2.1.3: Average cost of household deposits and 
range of values, % 
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The sample excludes the branches of foreign banks 
Source: BNB, European Commission Calculation 

Audits in KTB 

KTB underwent two third-party audits in the 
summer of 2014. The audits were requested by the 
Bulgarian National Bank (BNB) and carried out by 

domesti

figures may be misleading had emerged. The first 
audit took ten days in late June and early July, 
while the second one was much more 

en 5 
August and 20 October. 

The KTB audits raised concerns regarding the 
asset quality in the sector and the reliability of 
financial sector data reports. Results of the 
initial ten-

d about the 
 as missing 

valuation of . This 

Box 2.1.1  
quality and financial results did not accurately 
reflect the true quality of the loan book. Problems 
identified in credit-risk management included 
highly centralised credit management, limited 
numbers of staff allocated to risk analysis, 
inadequate contro

-

detailed analysis of the financial situation of 
borrowers, which made va
difficult during the ten-

materialise around the time of the bank run. At 
end-

nes, while by 
end-
Moreover, the watch, non-

base by end-June 2014. 
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Connected and related-party lending represent 
a significant risk. (7

(6) 

methodology set by the BNB for the system.  the 
latter would result in loan-

 tember 2014 and 

required by a worsening of the bank s asset quality after it 
 

(7) 
entity, for more info
Accounting Standard 24.  

the detection of related- -June 
-

 
 

Box 2.1.1: Overview of the comprehensive KTB audit 

Results of the administrators’ data collection exercise further increased doubts about lending practices at
KTB. The table below summarises the data collection exercise. For reference, at end-June 2014, KT

 millio -to-date 
related-  

Table 1: Selected findings from the comprehensive KTB audit 

  
No of clients  

137 2,702 
  No. Share Amount Share 

Sent full documentation 28  914  
 80  3,388  

Sent no documentation 29  984  
Source: BNB 

Preliminary results from the administrators’ legal review of the available collateral provide evidence of 
malpractice in KTB’s operations. reviewed by the 

were identified: (i) u volving assets that are included in the 
, and (iii) second-

lien claims, including 74 claims by KTB and 14 second-lien mortgages. 

The administrators’ report on the full audit confirmed the need for significant impairments, placing KTB in a 
position of negative equity. The 

loan book, , wired
through a number of accounts in order to disguise the source of the funding. The misconduct in managing lending at

BNB of the bank and raises 
questions over the quality of 
either on- or off- most recent on- of KTB -2013. The BNB

KTB, which in turn raises doubts over the quality of audited figures 
for the rest of the banking system. 

Irregularities extend also to KTB’s capital adequacy. 
1 and March 2014 was financed through loans originating from KTB 

-

this  

KTB’s losses amount to some two thirds of total assets. 
 (6 3.3bn. Most additional

-

information to the a
times and the initially-

orts. 

(6) 
-  of

y
 

   
  

 

17 

                                                           

www.parlament.gv.at



 

t end-2013. (8) 

-day audit 

connected to the main shareholder. These findings 

of the bank. The failure of the national banking 

irregularities raises doubts over the situation in the 
rest of the banking system.  

Asset quality and supervision concerns 

The pricing of loans indicates a higher risk 
appetite in the DOBs relative to the rest of the 
system.  2.1.5 shows, the DOBs have 
charged, on average, higher interest on the 

indicates differences with the rest of the banking 
system in the average credit quality of borrowers, 
management standards, credit underwriting 

e boom years before 
the 2009 recession, this behaviour could have been 

-
risk clients from the foreign-owned banks, which 
also accounted for the majority of lending during 

 2.1.4). However, this trend 

the banking system was much weaker.  

(8) 

not exceed eight times 
the own funds. 

Graph 2.1.4: Breakdown of growth in corporate loans by 
bank segment 
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Source: BNB, European Commission Calculation 

However, the DOBs report better asset quality 
than the average for the sector. The non-

aggregate, lower than the sector average (see 
 2.1.6). This is mainly due to the three 

non-
smaller DOBs 

sector. The DOBs accounted for the entire increase 
since end-2010 (see 

 2.1.7
of the increase in bad loans (watch, non-

of the increase in loan-
ted 

banks. To some extent this can be attributed to 
different — while the 
foreign-

incurred losses, 

to which the DOBs were not subjected, the DOBs 

also reflect the relatively young age of their 
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Graph 2.1.6: Ratio of watch, non-performing and loss 
loans to gross loans 
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Source: BNB, Banks' annual reports, European Commission 
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Graph 2.1.7: Change in asset quality categories and 
impairments, 2010-13* 
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* excluding foreign branches 
Source: BNB, Banks’ annual reports, European Commission 
Calculation 

 

Graph 2.1.5: Average credit growth and return on loans to the corporate sector 
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Graph 2.1.8: Ratio of total impairments to watch, non-
performing and loss loans 
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Source: BNB, Banks’ annual reports, European Commission 
Calculation 

The DOBs’ business model could make them 
more vulnerable in a more subdued 
macroeconomic environment. 

s 
than the average for the sector is also a function of 

the average for the sector as a whole (see 
 2.1.11). The difference is even more 

striking when considering the average cost of the 
total funds attracted. This is due to the 

-
DOBs. The challenging macroeconomic and 
deflationary environment in Bulgaria, as described 
in section 1, could make it increasingly difficult 
for clients to service loans contracted at high 

-

 

Reduced reported profitability is an additional 
concern. 
on the whole, managed to  

 2.1.9). The 
OBs, 

mainly owing to a narrowing interest margin 
 2.1.10 -owned 

This suggests that these banks may not be able to 
rofits to absorb losses if asset 

quality deteriorates. Consequently, even bringing 

make them loss-making and start eroding their 
 2.1.12). Loan-

when excluding KTB) at end-2013, while the 
 

Graph 2.1.9: Pre-tax profit, % of total assets, 2007-14 
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2014 figures exclude KTB and reflect the acquisition of MKB 
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Source: BNB, European Commission Calculation 

 

Graph 2.1.10: Net interest income, % of total assets 
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2014 figures exclude KTB and reflect the acquisition of MKB 
Unionbank by FIB 
Source: BNB, European Commission Calculation 

Banks’ assets appear well collateralised, but the 
quality and value of the collateral needs to be 
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re-examined. 
DOBs indicate high levels of collateral, whose 

that of the assets which they secure. Hence, 
r

-to-date market valuations and 

uncertain — 

s loan 
book. The collateral in DOBs consists mainly of 

which is a category that includes equity or future 

collateral varies across banks, but in many DOBs 
‘ot

of this and given the bursting of the real estate 

concern. Accurate collateral valuation is crucial for 
adequate loan-

 

Resolution framework and deposit insurance  

Bulgaria still needs to transpose the Bank 

Recovery and Resolution Directive in order to 
have a resolution framework that is fully 
compliant with the EU resolution rules. Legal 

burden-sharing with subordinated creditors and 
shareholders in failed banks. Recent amendments 
to -

ordinances on 
by banks, the terms and conditions for their 

holders of own funds instruments of the bank 
before covering losses through oth

— the authorities have 
until end-
burden-sharing with senior unsecured creditors and 

rovide 

 
Graph 2.1.11: Cost of funding and growth for Bulgarian banks 
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Note: The size of the bubble represents the relative size of the portfolios. Yellow bubbles represent DOBs 
Source: BNB, European Commission Calculation 
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Despite this seemingly sound resolution 
framework, the KTB case highlighted 
shortcomings and inconsistencies with other 
domestic legislation. The KTB case was not 
resolved in a quick manner, thus casting doubts 

rticular shortcoming in the 
legal framework that was revealed is that the BNB 

ix months. 

-out of guaranteed 
9) and 

10) have 
identified this as 
Guarantee Scheme Directive (DGSD). This means 

KTB case has shown. This, combined with the 
failure of the central bank to take alternative action 

(9) - -14-1041_en.htm  
(10) -/eba-notifies-breach-of-eu-law-

to-bulgarian-authorities  

-out from the available resources of a bank in 

and resulted in blocked access to guaranteed 
lower than 

the 20-
Guarantee Scheme Directive. This had both 

destabilising effect on the entire banking sector. 
The authorities have submitted a new law on 

 

Actions by the BNB 

After the summer crisis, the authorities 
announced a number of measures to restore 
credibility. NB 
initiated macro-

Box 2.1.2

addressing which is crucial for the future stability 

on- arly for systemic 

related-

announced their intention to enter into close 

Mechanism at the E

Graph 2.1.12: Profit and Loss account, DOBs, scenario if the impairments-to-assets ratio was the same as the sector average, 
everything else kept unchanged, 4-quarter moving sums 
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Source: BNB, European Commission Calculation 
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the BNB in a number of areas.(11) However, no 

Bank under the Financial Sector Assessment 

-

to increase the number of on-

in the second quarter of 2015.  

(11) See Article 7 of Council Regulation 
15 October 2013. 

(12) 
regulatory 

 
mitigate somehow the asset quality and collateralisation 
risks underlined before. 

(13) A
(CZ, DK, EE, HR, NL and SE) have done so covering all 

-resident. 

The BNB announced plans for a comprehensive 
asset-quality review with third-party 
involvement. Such a review would be -

-

 

sector, including the foreign branches of Bulgarian 
banks, will be instrumental in ensuring the 
credibility of the exercise. The asset-quality review 

first quarter of 2016.  

 
 

 Box 2.1.2: Macro-prudential actions 

The BNB activated capital buffers during 2014 to address systemic risks stemming from the loosening of 
prudential requirements on Bulgarian banks as a result of the application of the Capital Requirements 
Directive (CRD IV). — i.e. for debtors located in 

— was introduced in October with an initial 

sub-
cable to all credit institutions authorised in Bulgaria as of May 2014. This was earlier than required, as 

-
12 -

-board arrangement, amid deteriorating 
 

However, vigilance on the part of prudential authorities is needed to avoid capital depletion in some banks, 
given the current calibration of the measures. The main risk stems from the coverage of the systemic risk buffer 

debtors 
-resident credit institutions amount

 -
 that some foreign-

retaining unchanged intra-
 

-resident 
 (13) 

(12) e average
 

to over 19   
(13) 

-resident. 
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Pension schemes 

The private-pension-fund system has gradually 
become the largest part of the non-banking 
financial sector in Bulgaria. 

have been 15- -
-  

for the small funds. According to the Financial 

to exceed BGN 20 billion (i.e. over a quarter of the 
of the Bulgarian economy) by the beginning 

of the next decade. This would mean a substantial 

intermediation and for macroeconomic and 
financial stability over the coming years. As of 

insurance market is much more concentrated than 
the banking or general and life insurance markets. 

Bulgaria, account for more than half of the total 
 2.1.13). 

Private pension funds have developed into an 
important source of liquidity for Bulgaria’s 
financial system. 
general government debt as of October 2014. 

source of funding for the government, the 

significa

of the issued government debt. Moreover, the 

talisation of the 
Bulgarian Stock Exchange. 

Graph 2.1.13: Net assets of pension funds, EUR mn Sep-14 
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* denotes majority-foreign-owned funds 
Source: Financial Supervision Commission 

Direct links between pension funds and the 
banking system can be significant. Pension funds 

which significantly restricts the number of banks 

criterion. Equity investments in banks are also 

gh 

obliged to have (the list of banks that can be 

assets of individual funds. 

Despite being subject to strict supervision, there 
are vulnerabilities in the sector. The FSC is the 

and the entire non-banking financial sector. The 
vision 

-

-year terms and is functionally 

funds consists of on-
daily, monthly and quarterly figures for each 

the FSC carried out 17 on-
th the BNB on two of the 

20 on-
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Table 2.1.2) and sets restrictions on the 
shareholders (an investor can hold shares in only 

 (14) to ensure a 

 not 

-

d is not allowed to invest in 

 
 

Table 2.1.2: Investment restrictions for universal pension 
funds 

Type of instrument Limit, % of assets

Government or government-guaranteed bonds None

Corporate bonds 25
Corporate bonds for project financing 10
Mortgage bonds 30
Municipal bonds 15
Equity holdings outside CIS and SIPC 20
Equity holdings in SIPC 5
Equity holdings in CIS 15*
Bank deposits 25*
Real estate 5

 

* no more than 5 % in a single entity 
Source: Social Insurance Code 
 

Reviewing and, where necessary, strengthening 
the supervisory capacity of the FSC is key. The 
domestically-owned funds are much more focused 
on the domestic market than their majority-
foreign-  2.1.14). 

legislation, while generally sound, has 
shortcomings in the area of related-

allocation of resources in the economy. The KTB 
case showed that related-
significant issue, and uncovering these can be 
challenging and may necessitate in-
investigation. The management of credit risk could 

(14) A law regulating state economic and financial relations 

 

 
legislation does not foresee a role for external asset 

Pension funds value their own assets, according to 

Ordinance 9.  

Graph 2.1.14: Instruments traded on regulated foreign 
markets 
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Source: Financial Supervision Commission 
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2.2. INDEBTEDNESS AND DELEVERAGING 

Private sector deleveraging 

Non-financial corporations (NFC) accumulated 
significant liabilities in the pre-crisis years. 
While net financial liabilities of NFCs were around 

 
ercetage oints. by 2007. Although this balance 

stocks when the crisis hit. Loans are roughly 
equally distributed between intra-
from abroad and domestic bank loans. The share of 

liabilities have stabilised. Some variation between 
the years is visible, mostly due to equity-valuation 
effects (see G  2.2.1). 

Graph 2.2.1: Balance sheet, non-financial corporations 
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Source: European Commission 

The high level of corporate indebtedness 
implies considerable deleveraging needs in the 
sector. 
sector (including households) have been estimated 

come from the non-
Balance sheet adjustment could therefore 
negatively im

re details, see 
section 2.1. 

The prevailing deflationary environment 
further increases the pressure on corporate 
balance sheets. 

-board 

Bulga

movements of the euro. The deflation observed in 
the country since mid-

declining since 2009. 

Graph 2.2.2: Profit margins, non-financial corporations 
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Firm-level data confirms macroeconomic and 
financial risks related to the high corporate 
debt. 

(see Table 2.2.1). (15) This suggests that debt 

(15) 
on a firm-
database. The data refer to the fiscal year 2013, which on 
the date of the download (December 2014) were available 
in Orbis for a large majority of firms, but not for all. 

financials were excluded to avoid double-counting. Firms 

health and social services, and education, were excluded. 
Debt is defined as the sum of loans and non-current 

 
Earnings before interest, taxes

are 
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to economic shocks, increasing the risk of them 
the hotels 

and restaurants, construction, real estate and other 
services sectors face the highest risk in this regard 

 2.2.3
materialise, they could increase loan losses and 

 As 
already noted in section 2

 
 

Table 2.2.1: Corporate debt ratios 

>12 11.5 5.6 23.9
6x to 12x 8.0 3.1 6.3

< 6x 31.1 8.5 1.8
<0.7 0.7 to 0.9 > 0.9

Debt/Capital employed

De
bt

/E
BI

TD
A

 

Source: ORBIS database, European Commission 
Calculation 
 

 

Graph 2.2.3: Sustainability risks by sector 
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Source: ORBIS database, European Commission 
Calculation 

the ms from 

debt. 

Deleveraging pressures are more pronounced 
on the credit demand side. 
interest rates, there has been little demand for 

-
recovery, weak domestic demand and the 
accumulated high debt stocks contribute to this 

ndividual sectors, debt 
stocks in construction and the hotel and restaurant 

-
oriented sectors, including manufacturing and 

e 
maintained their credit demand and have taken on 

than the change in gross value added, including in 
some sectors that face high financial sustainability 
risks (see Gr 2.2.4
the increasing share of non-

banking sector, as discussed in section 2.1., may 
have led to tightening of the lending criteria (see 

 2.2.5).  

Graph 2.2.4: Sectoral growth of loans and gross value 
added 
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The size of the balloon indicates the share of the sector in 
total loans. 
NACE 2 codes: 
A – Agriculture, forestry and fishing. 
F+L – Construction and real estate activities. 
M-N – Professional, scientific and technical activities; 
administrative and support service activities. 
Source: BNB, European Commission, European Commission 
Calculation 

 

Private investment has declined throughout the 
post-crisis period. 
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aftermath of the crisis in all sectors, most notably 

-crisis 
level 
investment needs are likely to increase with 

in section 3. 

An increase in corporate saving could be 
interpreted as a response to deleveraging 
pressures. 

-investment 
balance of the total economy since 2010 (see 

2.2.6 and 2.2.7). The balance was strongly 
-crisis years when the deficit 

would need to be financed from abroad.  

Corporate deleveraging pressures could also 
have impacted the drop in employment. The 

-
has been higher in Bulgaria than for other 

also be related the on-going balance sheet 
 (16) 

Policy attention appears warranted, to ensure a 
smooth deleveraging process with minimum 
impact on economic growth. Policy avenues to 

to the insolvency framework (see section 3), 

well as measures related to the banking sector as 
discussed in section 2.1. 

(16) Bakker and Zeng, 2013 

Graph 2.2.6: Savings and investment, non-financial 
corporations 
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Source: European Commission 

 

Graph 2.2.7: Saving - investment balance 
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Sustainability of the external position 

The net international investment position 
(NIIP) appears sustainable based on recent 
current account (CA) developments and future 
projections. 
negative – -
2014. An in-house model, used to forecast the 

 (17), combined with the 

(17) The model has been 
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forecast indicate a likely 

over the next decade allows for annual average 
current-account At the same 

he scoreboard threshold 
of - -account 

Given the current 
current-account 

-account (trade balance + 
cu  

 2.2.8). 

Graph 2.2.8: NIIP-stabilising current account balances 
based on long-term projections 
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Current account as reported in national accounts. 
Source: European Commission 

Sustainability will also depend on perceptions 
of risk going forward. External liabilities are 
concentrated in the non-

 2.2.9). Most of them consist of cross-
border intra-

 2.2.10). 
ely low risk 

-free and could 

 
years. Government external liabilities have been 

GDP growth, inflation and external yield are based on the 
 

low, but the increased deficits seen in 2014 and 

as discussed in section 1. 

The maturity profile and currency composition 
of external debt do not suggest immediate risks. 
Short-

and is roughly equally distributed between the 
financial and non- ctors. The 

-term 
until the end of 2014, when it took out a short-term 
loan. Following the maturing and refinancing in 

-dollar denominated bond in January 
 debt 

is euro-denominated.  

Graph 2.2.9: NIIP by sector 
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Source: European Commission 

Foreign direct investment (FDI) has been an 
important part of funding growth and shaping 
the NIIP. Domestic saving is insufficient to 

re-
went also into construction and real estate 

 2.2.11). Although they 
benefited the tourism industry, those investments 

construction sector. As a consequence of the crisis, 
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around 1/3 of construction sector workers have lost 

creating imbalances in the economy. 

The sectoral composition of FDI inflows has 
changed in the post-crisis period. 
flows have been more balanced in their industry 

 2.2.12

doubled over 2010-13. Manufacturing has attracted 

construction and real estate has slowed down 
considerably. 

Graph 2.2.10: Gross external debt structure 
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Source: European Commission 

Overall, external indebtedness has been 
reduced post-crisis but risks remain. Those are 
mostly related to private sector debt servicing 
in a deflationary environment and the 
increasing financing needs of the public sector.  

Graph 2.2.11: Inward FDI stock by economic activity 
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Source: Bulgarian national bank 

 

Graph 2.2.12: FDI inflows, 2010-2014 
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External performance and competitiveness 

External 
current-account dynamics and thus are strongly 
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Graph 2.2.13: World market shares for services 
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Source: WTO, European Commission 

Bulgaria appears well-positioned to increase its 
exports. 

the 2008-

the main trad
dynamism (their markets are growing faster than 
the world average) and Bulgaria is able to increase 

2.2.14 
and 2.2.15).  

Graph 2.2.14: Geographical and sectoral composition of 
nominal (USD) rate of change of goods 
exports 
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Decomposition of total (worldwide) nominal export growth 
(net of the global trade growth) into four components: i) 
growth due to the growth of destination markets, ii) growth 
due to the growth in product markets, iii) export growth to 
destination markets above their growth, iv) export growth 
in product markets above their growth. 
Source: COMTRADE date, European Commission 
Calculation 

Cost competitiveness in the industrial sector 
appears sound, while wage growth is higher 
than productivity gains in construction and 
services sectors. Labour cost and unit labour cost 

remain low in the coming years. Labour shedding 
in the industry sector has continued throughout the 

-

to the 
 2.2.16

-cost factors have 

 (18) 

(18) 
Di Comite, 2012 for more details. 
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Graph 2.2.15: Dynamism and competitiveness of goods 
exports (2012-2013) 
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The size of the bubbles indicates the weight of this 
destination on total export of the country at the end of the 
period. Market dynamism stands for the difference 
between the annualized growth rates of world imports per 
market and global world imports. Competitiveness stands 
for the difference between the annualised growth rates of 
the selected country exports per market and world imports 
per market. 
Source: ORBIS database, European Commission 
Calculation 

Following record-level deficits in the boom 
years, the current account (CA) balance 
underwent a mostly non-cyclical correction. A 
combination of global economic growth, financial-

in the build-

GDP over 2005-08, or an annual average of around 

were to a large extent, driven by the goods and 
services required by the foreign investments. Non-

-

between 2002 and 2008, 

after that. 

Graph 2.2.16: Unit labour costs by sector 
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Source: European Commission 

thereafter does 

observed since 2011, indicate a structural change 
-cyclical 

-
house model for adjusting the CA, taking into 
account 

 2.2.17). 

Graph 2.2.17: Component contributions to change in CA 
balance 2007-2015 
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2.3. LABOUR MARKET AND SOCIAL SITUATION 

Overview 

The Bulgarian labour market is weak with low 
employment and high unemployment rates. The 

in terms of working-
20- en from over 

The working-

labour market. This 

15-
while the rate for those aged 15-

market is forecast to remain modest in 2015-16. 

Certain sectors and types of workers have been 
particularly affected by the crisis. As recognised 

 (19

has increased the most during the economic crisis 
for unskilled and low-skilled workers, young 

the construction and manufacturing sectors. The 
construction sector suffered the consequences of a 
bust in the real estate market. Job losses in 

-oriented sector, 
indicate t
for labour shedding to reduce costs and increase 

 

Taking a broader view, the underlying 
problems in the composition of the labour force 
lead to low employment and limit the 
economy’s adjustment capacity in the short 
term, while restricting growth potential in the 
medium and long term
labour market changes shows that the education 

could 
market needs. The high rate of skills mismatches is 

(19) -2014 

sectors that have been hard hit by the crisis, and, 
on the other hand, big misalignments between 

demand in the labour market. 

skills is exacerbated by high levels of emigration. 
These factors come in addition to overall concerns 

d add to the challenges 
for the labour market.  

Long-term unemployment increased in the 
post-crisis period and risks becoming 
structural. The average duration of 

ob 

2.3.2). As noted in 
the 2014 in-
une

irrelevant with the changing labour market 

 

Graph 2.3.2: Unemployment by duration 
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Source: European Commission 

Minimum-wage setting 

Bulgaria has a nation-wide statutory minimum 
wage set by the government. A freeze between 
2009 and 2011 has been followed by marked 
increases and stronger-than-average wage 
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growth. Although in nominal terms the Bulgarian 
minimum wage is the lowest in the E
increases between late-2011 and mid-2015 amount 

-
legislated two-

-17. As a result, the 
minimum-to-average-wage ratio has increased and 

 2.3.3). 

distortive for the labour market. 

Graph 2.3.3: Minimum and average wage (BGN) 
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Source: European Commission 

Recent minimum wage increases have doubled 
its coverage and increased its importance for 
the employability of some workers. According to 

20) the 
 of workers receiving the minimum 

 (21) while no estimations 
have been made for the legislated increases in 
2015 and beyond. According to a study 
commissioned by the Ministry of Labour, (22) the 

not consider the minimum wage as a significant 
factor for their hiring and firing decisions. 
However, the general result does not hold for all 

(20) See Nikolova, A., N. Panayotova, 2013, Labour market, 

thresholds, Ministry of Finance  
(21) Based on tax administration data, Ministry of Finance 
(22) Survey on minimum wage and MSST, Ministry of Labour 

-skilled 
labour, like extractive industries, hotels and 
restaurants and energy sectors as well as those in 
the north-west region of the country consider the 
minimum wage growth as a factor for decreasing 

 

Minimum wage increases are decided without 
following a mechanism based on relevant 
macro-indicators. There are no clear guidelines 
for minimum wage setting in Bulgaria and there is 
lack of and effective consultation 

. Consequently, the system 
creates uncertainty as to whether the right balance 
will be struck between the objectives of 

and safeguarding labour income on the other. 

Minimum social security thresholds 

The system of minimum social security 
thresholds (MSST) and their increases in recent 
years may price the low-skilled out of the 
labour market and limit the options for labour 
market adjustment. This system of MSST sets 
over 700 different minimum social security 
contribution levels, for about 85 economic sectors 

 
system targeted combating the shadow economy 

broadly followed average wage growth. (23)  

MSST growth for the unskilled and low-skilled 
has been accelerated through administrative 
minimum-wage increases. creases of 
the minimum wage have made it the MSST for the 
low-

 2.3.4). Although thresholds are negotiated 

actually i
lowest-

 

(23) the average wage 
grew by around 10 , while average MSST growth 
exceeded 25 , as those were negotiated in late 2008 
before the full effects of the crisis were realised. No 
adjustment to the MSST has been made since to correct for 
this misalignment. 
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Graph 2.3.4: Number of sectors with minimum wage as the 
MSST 
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Source: Ministry of labour, European Commission 

The current thresholds-setting process implies 
an element of regressive social taxation.  the 
case of workers whose actual wages are below the 
relevant MSST, the burden of social security 
contributions is higher than the statutory rate for 

 This could de 
facto lead to a higher tax wedge for lower-
labour. For instance, the minimum contributory 

5, which will tend to 
increase the relative cost of social security 
contributions for lower-
agricultural sector. 

A study commissioned by the Bulgarian 
Ministry of Labour and Social Policy 
recommends that MSST should be kept 
unchanged in economic sectors with a high 
concentration of low-skilled employees. The 

country-

of low-
 on 

MSST indexation for sectors with high value 

low-
. The study 

itself highli

-time 

(e.g. on a lower salary, w -

without a labour contract. 

The Ministry of Finance has completed one 
study of the MSST system and is working on 
another. Early results indicate that these 

firms in two of the sectors examined — retail trade 
and the hotel and restaurant sector — while no 

examined —  

Progress made in analysing the impact of MSST 
has not been translated into government policy. 

unchanged the MSST for those cases when social 

was reversed in 2015, 

all sectors, where no agreement between the social 
be reached. 

Social consequences of unemployment 

Joblessness has been identified as a major 
driver of poverty in Bulgaria (see also the 2014 
in- -

-64) at risk of 

 2.3.5). 
rty is 

 2.3.7), indicating 

(24) Also, the risk of 

higher than for the retired and other economically 
 2.3.6). The creation of 

  

(24) The below-average in-

-11. 
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Graph 2.3.5: AROPE 
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AROPE - People at risk of poverty or social exclusion 
Source: European Commission 

 

Since the crisis, labour market expenditure has 
mechanically shifted to passive measures as 
spending on unemployment benefits increased. 

ce 2008 and 
this has acted as an automatic stabiliser following 
the deterioration of the labour market (see 

 2.3.8). 

Improving the employability of young people 
not in employment, education or training 
(NEETs) remains a major challenge. 
2014, a national agreement was signed between the 
authorities and relevant stakeholders to ensure the 

 to 
-registered 

education. The government has also recently 
selected non-

oviding information and advice. The 

reach inactive NEETs: it organised job fairs and 

rantee, the 
 (EA) -

 

discussed in more detail in section 3.2. 

Graph 2.3.6: AROP by employment status 
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Graph 2.3.7: In work AROP 
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Labour market policies supported by the 
European Social Fund have continued to play 
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an important role in Bulgaria. Although 

and the related issues of training and education are 
discussed further in section 3. 

Graph 2.3.8: Labour market policies ( % of total LMP 
expenditure) 
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Source: European Commission 

Overall, the post-crisis labour-market 
adjustment is made even more difficult by the 
lack of adequate wage and social contribution 
setting systems, which continues to limit job 
creation and poverty resorption, and poses risks 
for the country's growth potential. 
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3.1. TAXATION AND FISCAL FRAMEWORK 

Amid the deterioration in government finances 
in 2014, social pressures and contingent 
liabilities generated by unreformed sectors pose 
a threat to fiscal sustainability. Structural 

healthcare, are necessary to ensure fiscal 

term, several large state-
accumulate 

significant contingent liabilities for the 

significant tax evasion affect tax revenues. The 
2014 country-
Bulgaria set out the need for measures to 
strengthen tax collection, reinforce the fiscal 

-term 
 

Fiscal sustainability 

Bulgaria’s public finances do not appear to face 
major sustainability risks in the medium term. 

value 
it continues to rise until 2030. However, based on 
current 
likely changes due to low adequacy, the budgetary 

to long-term fiscal sustainability. The old-age-

 -64 
-28: 

- 25

contain growth in age-  to 
contribute to the long-term sustai
finances. -term 

-
s, health care, long-term care, education 

 

Bulgaria has made no progress in the area of 
pension reform. The new government has 

retirement age in 2015. There are still no 

in the long term and to equalise the retirement age 

(25) a
m No 8, 2014 

y 

increased by 
2013. (26) 

The adequacy and sustainability of the pension 
system depend on reforms that incentivise and 
support longer and less interrupted working 
lives. 

nd to be below the national 
27

-
risk-of-
high level. The key drivers be
entitlements are early retirement and short 

time was 56.2 years. 
 

28) and reduce the 

exclusion among the over-
Bulgarian society is likely to aggravate the 
situation in the future. 

Health care systems 

The Bulgarian healthcare system faces several 
major challenges, including poor health 
outcomes, low funding and notable 
inefficiencies in the use of resources. Life 

needs for healthcare and long-term care in the 

(26) According to the Bulgarian authorities. 
(27) BGN 241 in 2013 (2014: BGN 251). Pensioners below the 

energy assistance and free health insurance 
coverage. 

(28) gender g
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Strategy are still lacking and these have not 
ording to 

-insurance 
contributions. (29) This is also linked to non-

on the system. 

The healthcare system fails to address the issues 
of equitable access
reasons for the lowest-income quintile of the 

-highest 

addition, the incidence of bribery and informal 
erage. 

(30

already a substantial barrier to equitable access, 

stren

high-

its investment in healthcare.  

The health-insurance fund is accumulating 
deficits due to non-payment of health 
contributions and administrative pricing 
practices in healthcare services. The system 

care has slightly gained significance in nominal 
terms 
it is still quite limited (see 1.2). Acute 

-

budget of the healthcare fund was increased in July 

healthcare fund which risks becoming a structural 
feature. The healthcare fund is contractually 

(29) World Bank (2013), ‘
. 

(30) ‘Study on c healthcare sector , 
-A2, October 2013. 

or even 
unnecessary medical care (see 

 care, funding and referral systems may 
 

Graph 3.1.1: Unmet medical needs "too expensive" ( % of 
respondents) 
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Source: European Commission 

 

Graph 3.1.2: Developments in health sector financing in 
Bulgaria (million BGN) 
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Graph 3.1.3: Structural indicators in the hospital sector 
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Bulgaria has no integrated long-term care 
(LTC) system and is one of the EU Member 
States with the lowest long-term care 
expenditure as a share in GDP. LTC services are 

systems, with different eligibility criteria. The 
availability of care services is inadequate, 

-care services. As a 

negative effects on their labour market 

-term care to 
hifting from institutional to 

community-based care, strengthening coordination 

. 

Taxation 

Improving tax collection continues to be a 
major challenge in Bulgaria. The tax system as 
such does not entail major issues for the Bulgarian 
economy. The tax mix by economic function is 
rather favourable to growth, as the tax structure is 

 
labour  are well below the 
E
taxes (31) and environmental taxes (other than on 

(31) See ‘Taxation t , 2014 ed. 

that are least detrimental to growth, are below the 

and further fine-tuning its tax revenue 
 

High tax compliance costs are one of the main 
challenges for Bulgaria’s business environment 
and improving the efficiency of tax 
administration is key. 
tax burden, the tax collection system in Bulgaria 

ns 
-

(SMEs). This is one of the key bottlenecks 

Bulgaria (454 hours/year vs
about 189, see 1.4), as is the number of 

standardised business. (32) Similarly, the 

high in Bulgaria, 
other -tax 

systems to e-

limited. Som
2015 with facilitated access to the electronic 

Agency. 

(32) PwC — Paying Taxes 2014: 
- -

-taxes-  
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Graph 3.1.4: Administrative burden of tax systems for a 
medium-sized company (2012)* 

0

50

100

150

200

250

300

350

400

450

500

BG CZ PL HU LV SI SK RO HR LT EE EU

Consumption tax
Labour tax
Corporate tax

LAF minus

LAF plus

 

Source: PricewaterhouseCoopers, the Wold Bank and the 
International Finance Corporation. 
* A country’s performance is considered to differ 
significantly from the EU-28 average if it is further from the 
average then the ‘LAF minus’ point. The ‘LAF minus’ point is 
determined using the average and the standard deviation, 
so as to capture the dispersion of the distribution, and on 
the assumption of a normal distribution. The ‘LAF minus’ 
point is then set such that the countries below this point (or 
above, if high values of a particular variable indicate 
negative performance) are in the bottom third of the 
distribution, assuming a normal distribution. All averages 
are GDP-weighted unless otherwise indicated. 

Tax compliance continues to be an important 
issue in Bulgaria. While it is difficult to obtain 
reliable estimates of tax evasion, the value of the 
non-

33

on labour (calculated on the basis of the legal tax 

indicates a high level of concealed earnings. 
Efforts to reduce the shadow economy may 
involve addressing the tax burden for low-income 
earners, as shown by 

.  

Recovery of unpaid taxes poses a challenge for 
the administration. 

(33) 
 

due is collected, it is essential to have an effective 

the analysis by the OECD (2013), debt collection, 

g 
issue in Bulgaria (see 1.5). This may be 
due to the fact that Bulgaria has a low level of 
write-offs — — indicating 
that the tax authorities risk wasting resources 

reasonable cost.  

Bulgaria is lacking a comprehensive tax 
compliance strategy. 

reduced unnecessary administrative burdens, and 

 

translate into frequent legislative changes, which 
often contradict each othe
investment by businesses (e.g. the installation of 
additional control devices), and thus create 

indicate issues with enforcement of tax legislation. 

tax assessment/filing, tax collection and, 
subsequently, risk assessment and tax audits have 

admi
the efficiency of tax collection. 

 a coordinated 

between tax, customs and law enforcement 
authorities, including judicial follow-  
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Graph 3.1.5: Undisputed tax debt as a percentage of net 
revenue (2011) 
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Reliance on recurrent property tax is limited. 

tax yield and are considered to have little 

 Given the low levels of 
recurrent taxati
increase in the revenues from recurrent housing 
taxes could create room to shift taxation away 
from more distortionary taxes. 

Environmental tax rates are low. Relatively high 

are due to the high energy intensity of the 
economy and energy taxation rather than the 
environmental targeting of the tax system (the 
share of revenues 

energy — 
energy — is low in Bulgaria, reflecting low energy 
efficiency against relatively low tax rates for 
energy sources. Taxation rates for some of the 

.(34) 
Simultaneously, weak indicators relating to air 
quality and waste management suggest that the 
current levels of taxation may not be an adequate 

(34) 
ts, the rate for 

 

incenti

our and contribute to achieving 
environmental goals. 
the increase in energy taxation with resource 

for energy consumers down and reduce high 
energy bills for end users.Fiscal framework 

The reinforcement of the Bulgarian fiscal 
framework stalled during 2013-14. The currently 

d, some related secondary legislation was 
delayed during 2013-

Public Finance Act required the government to 

body, the ‘fiscal counc -

monitoring national numerical fiscal rules. The 

change of government and extraordinary 
 has 

for the structural balanced-budget rule. Parliament 
is scheduled to debate the relevant legal act in 

Council Directive 2011/85 on requirements for 

extent to which the new institution will, in 

adequate resources to effectively carry out its 
mandate. 

Analysis in this section suggests that the policy 
challenges identified in last year’s staff working 
document remain broadly valid. 

healthcare sector, the lack of adequacy in the 

significant tax evasion raise concerns over fiscal 
sustainability. 
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3.2. LABOUR MARKET MEASURES, EDUCATION AND SOCIAL 
PROTECTION 

As economic growth is still insufficient to 
support substantial job recovery in Bulgaria, 
the labour market continues to be an area of 
serious concern. The negative effect of the crisis 

 
-term, 

structural than cyclical. f the 
-

labour market will require more resources and 
35) School-to-job transition is still slow. 

The insufficient quality of education and training 
systems and their limited relevance to the labour 

-skilled 
labour force to the economy. 

labour market challenges in the medium and long 

36) 

inclusion in general, remains limited. This 
becomes a growing concern going forward as 

37), 

g  

Active Labour Market Policies (ALMP) 

Bulgaria is facing a rate of young people who 
are not in employment, education or training 
(NEETs) that is well above the EU average: 21.6 

-

not in touch 

market activation measures. This can, at least 

(35) ‘
national collective bargaining systems , Fundación 1º de 
Mayo 2014. 

(36) See Gesellschaft für Versicherungswissenschaft und -
gestaltung e.V. -

 
(37) 

Note", 2010. 

-28 average (6.1 
 

under the Youth Guarantee scheme. (38) More than 

sional qualifications. As a 
-

education or training. 

Active labour market policies remain 
insufficiently developed both in terms of 
coverage and targeting those most in need, 

considerably lower than in 
-

-10 countries (see 
 Service 

the recently-announced results of the net-

ndary or higher education. 
However, 

2012. Key factors include an effective 
a fine-tuned 

targeting of such as 
low-
disabilities, the long-

 

(38) FRA Roma Survey, 2014. 
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Graph 3.2.1: Labour market policies 
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Source: European Commission 

Financing remains heavily dependent upon the 
European Social Fund. 

considerably affected by the substantial cuts in 

long- and increasing, 
-quality 

coordination and integration between various 
 offices is lacking. The coordination 

between 
assistance directorate is not geared towards an 
efficient and integrated delivery of measures 
towards the most vulnerable. The EA has limited 

jobseekers being more likely to be referred to 
d only limited access 

jobs. -actively 

its 
 via 

better service targeting. 

The fragmentation of agencies providing labour 
market integration and benefits and social 
assistance services to unemployed and inactive 
people persists. There are at least five different 
agencies in charge of the needs of vulnerable 

challenge for delivering benefits and services to 

focused on administrative functions and rule 

 by focusing on the 
 A 

our and social services in 
 

Rather strict eligibility criteria (39)contribute to 
the low coverage of unemployment benefits, 
with those not receiving any benefit being also 
not easily reached by activation measures. 

 -

countries, Bulgaria has relatively strict entitlement 
conditions, though it is not one of the strictest with 
regard to requirements 

40) The lack of access 

the large informal sector. (41) 

The low levels of unemployment benefit 
coverage can be partly attributed to changes in 
the composition of the unemployed population. 

year and full-
 young 

-term 
-time or seasonal 

(39) The following conditions are required: registration at a 
local  office  being insured with the State 
Social Security for at least 9 months in the 15 
months  
According to changes in the law in 2011, registration must 
be made within seven days. The aim of this activation 

given the large number of dismissals and high caseload of 
 office staff, this formal administrative 

e has not had  
(40)  
(41) Packard, Truman G., Johannes Koettl, Claudio Montenegro 
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to a high  

Education and Skills 

Improving the overall quality of the education 
system remains a challenge. Although the 2012 

the third- ience, with students 
from non-

 

environment — 
infrastructure and limited work-based learning — 

nges include allowing for 

education and ensuring effective coordination 
 

Persistent skills mismatches in the labour 
market are linked to unresponsive education 
and training systems

in 2013, higher education faces continuing 

e
institutional reforms in the management of 
universities as key to a more innovative higher 

the Bulgarian university ranking system reveal that 

concentrated in 6 (42) 

sectors. For instance, a 2013 survey by the 
Chamber of Commerce highlighted that, whereas 

Similarly, according to the ‘e-

(42) 

Tourism. 

from educational institutions. (43

workforce and the society at large, digital skills in 

 

a lack of digital skills 
at all levels fro
( 2.2). Skills mismatches eventually mean 
that graduates take jobs in which their educational 
qualifications and skills are under-used. The 
incidence of over-education increased in Bulgaria 

-education fell 
44) 

Graph 3.2.2: Digital Economy and Society Index 
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Source: European Commission 

Adult participation in lifelong learning (LLL) 
in Bulgaria is the lowest in the EU 

business sectors identified 

(43) strategy for the effective 
-20). 

(44) ver-education  ‘Skills 
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L 

learning, a coordination system of lifelong learning 

level, and a system to identify and recognise non-
formally acquired knowledge, skills and 

 

Important challenges exist in regard to the 
provision of inclusive early childhood and 
school education for disadvantaged children, in 
particular Roma children
children aged 3-6 enrolled in kindergartens 

4 
-school education is still below 

. Survey and census 
  of Roma 

children aged 4- -school or 
  of Roma children aged 

7–15 are outside the educational system. The early 
school-

-10 average (see 2.3), with 
rogress towards meeting the national target 

(45), 

school-age not attending scho

have never been to school (against negligible 
levels in both cases for non-
indicates that many Roma attend de facto 

Bulgaria). According to the authorities, the 
monthly family allowance for children has been 
linked to regular school attendance (including 

- 46) however, it 
is not yet clear that the measure has had a 

school attendance among 
vulnerable children. n 2013/14 there was a 

-

data). 

(45) 
Member States.. 

(46) Following the amendment of the Law on Family 
Allowances in 2013. 

Graph 3.2.3: Education spending and early school leavers 
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Source: European Commission 

Some steps are being taken to improve the 
labour market relevance and quality of 
education. Amendments were made to vocational 
education and training ( ) legislation in July 

ET strategy in October 2014. 

non-
forms of work-based learning. Changes have been 

curricula 
to better meet labour market needs. A recently-

forecast labour market needs, an accreditation 

universities an
financing system for universities. Strategies on 

School Education Act after years of delays, and the 

leaving — -
alert mechanism — is still at an early stage.  

Social Protection, Poverty and Social Exclusion 

Poverty and social exclusion remain a 
particular concern for Bulgaria, together with 
high levels of income inequality. Bulgarian 
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47) Particularly 
worrying are the high at-risk-of-

48) and the high rates of 

in 2013) and elderly over 

factor in Bulgaria
2.4). Recent data also 

show an increase in income inequality (as 

between 2012 and 2013. With the income share of 
t

Member States with the highest score on this 

winter due to 
-

assistance (49) in winter 2012/13, due to strict 
eligibility criteria. 

Graph 3.2.4: Severe material deprivation 
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Source: European Commission 

An important reason for the high risk of 
poverty is the poor effectiveness of the social 
protection system (see 2.5). Total 

(47) 
fewer in 2012 than in 2008) is almost 

exclusively due to a decrease in  
(48)  Roma 

Survey, 2014. 
(49) 

vulnerable. 

GDP in -
coverage and adequacy of social transfers, (50) the 
quality of social services and access to these are all 

a significant  of 

ment benefits and social 

informal work. Job creation is therefore key to 

 and access to ALMP 
measures .  

Graph 3.2.5: Reduction in the risk of poverty after social 
transfers 

0

5

10

15

20

25

30

35

06 07 08 09 10 11 12 13

%

EU-27 EU-10 Bulgaria
 

Source: European Commission 

Social assistance schemes are still ineffective in 
supporting the inclusion of those furthest from 
the labour market. Means-tested benefits have 
not increased noticeably since the crisis, unlike 
non-means-

51) 
As a result, a growing numbe

s 
include the strict eligibility thresholds and the lack 

(50) Bulgaria is the country with the third-least effective social 

 
(51) 6   the 
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s 

-time basis. This 
condition was tightened in 2010, with an increase 
in the amount of working time required.  

Bulgaria has not adopted (or planned) any 
measures or new legislation to increase social 
assistance’s effective coverage or increase its 
link with activation measures. ision 
of adequate social benefits also requires the 

coordinating the institutions involved, and systems 
to monitor effectiveness and efficiency. 

Children continue to face a high risk of poverty 
and social exclusion 

-17 living in severe 

households with children. (52) The lack of access 

-
of-

and low-skilled second earners. 
contribute substantially to the income of 
households with children, given that the other 
social transfers are rather ineffective in lifting 

de-institutionalisation of children in care has 
hallenge remains to ensure 

the financial sustainability of the newly-

good-quality alternative family and community-
based services. 

The challenge of the integration of Roma people 
also remains. 

(52) or children aged 0 to 2 stood at 8 
 -28: 28 

-  

three quarters of working Roma suffering from in-

by a lack of basic housing amenities. (53) 

activities on Roma integration, and monitoring and 
fighting discrimination in the labour market are 

Some efforts have been made to 
activate local actors on Roma integration. 

integration strategy would require more systematic 
measures in mainstream housing, healthcare, 

-discrimination 

measures on the Roma, the fact remains that very 

to further the in

that it can effectively coordinate the cross-sectorial 
and follow-

. 

The analysis in this section suggests that the 
policy challenges identified in last year’s staff 
working document remain valid. 
insufficient targeting of education and training 

-

levels. 

(53) 51  live without water, sewage or 
electricity, while 28  do not have a toilet, kitchen or 
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3.3. BUSINESS ENVIRONMENT, PUBLIC ADMINISTRATION AND 
JUDICIARY 

Broad economic reforms to spur 
competitiveness and productivity can help 
Bulgaria unlock its growth potential. 
growth model relies heavily on foreign direct 

significantly since the crisis. This could have a 
negative long-

Creating a business 
environment conducive to investment, research 
and innovation, increased energy and resource 

A well-
functioning judicial system is also an essential 

itive 
business climate. The 2014 country-
recommendations for Bulgaria addressed the need 

administration, justice and energy. 

Business Environment 

Bulgaria faces significant challenges in creating 
a business environment conducive to growth. 

ranking on ease-of-doing business and lies in the 
-10 mid-range (

in lowering the cost of starting a business, key 

The 
fragmented institutional set-
changing governance arrangements for the 
business environment are major bottlenecks and 

-

on the business climate. Regulatory restrictions on 

subsectors are relatively high in Bulgaria, even 
54) Enabling 

medium- to high-tech industries, would be key to 

(54) According to the World Bank Services Trade 
database. 

-
 

Graph 3.3.1: Doing business for EU10 
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Source: IMF Doing business 

The insolvency framework appears ineffective, 
increasing uncertainty among market 
participants and reducing the country’s overall 
attractiveness to investors. According to the 
Doing Business indicators, handling insolvencies 
takes longer than in neighbouring countries, over 
three years, and the recovery rate of claims is less 
than one third of the sum due (significantly lower 
than the OECD average). The number of 
insolvencies increased considerably in Bulgaria in 
recent years, but in absolute numbers is 
significantly lower than the number of insolvencies 

insolvencies could be the ineffectiveness of 

and debtors more likely to engage in informal 
negotiations. (55

arrangements leads to uncertain outcomes for the 
 

efficient framework for handling insolvencies 
should also be seen in the light of the high 
indebtedness of non-
Bulgaria, as highlighted in section 2.2 above. 

(55) -insolvency 
nsol external study), Bulgaria 

 
a combination of very  to restructure 
debt to sustainable levels and a lack of incentives for 

-  
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the way for future investments.  

Businesses in Bulgaria are lagging behind in 
integrating digital technology in their processes 
and sales channels
serv

internal collaboration and to reach customers 

ucts and services online 

. 

Network Industries 

Limited progress has been made on promoting 
competition and efficiency in energy markets. 

the single-
accumulation of tariff deficits, the financial 
stability of state- , reliance on a 

the national regulator. With regard to electricity, 

market and trading rules by announcing the 
setting- -exchange. The day-ahead 

Bulgarian electricity market remains non-

addressed. Construction of critical infrastructure 

is subject to delays mainly as a result of regulatory 
and financial difficulties. Bulgaria is vulnerable to 

  
 

There is a need to address the National 
Electricity Company (NEK) situation, to avoid 
a future negative impact on the government’s 
budget. The Bulgarian economy is highly energy 
intensive and the state-owned vertically-integrated 
Bulgaria Energy Holding (BEH) accounts for 

NEK, a large BEH subsidiary, faces financial 
difficulties because of contractual obligations for 

has been an increase in energy system costs due to 

stimulated by generous subsid
and co-generation, long-
agreements and delays in market liberalisation. (56) 
Revenue from regulated end-consumer-tariff 
schemes is not sufficient to cover the 

. The existence of this tariff deficit is 

relevant amounts. (57)  

The weak financial position of some segments of 
the energy sector could pose significant fiscal 
risks, if not adequately addressed. A deficit has 

foreign-
collect revenues from energy consumers) and in 
the incumbent state-
NEK

Foreign-owned energy distribution firms have 
announced their intention to sue Bulgaria over 
non-
electricity from renewable energy sources. They 
claim to have incurred substantial losses as a result 
of these obligations. NEK and the distribution 

amounts of 
renewable subsidies, which are collected by the 

to NEK. 

The state-owned railway operator also faces 
financial and restructuring difficulties. Traffic 

-1990s, 

(56) in recent 
years in Bulgaria is estimated to be more than 
billion. By 2012, Bulgaria had already reached its 
renewable target for 2020. 

(57) 
standards for regulated utilities, lack of cost benchmarking, 
and 
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-

action to recover sums due and negotiations are 
still ongoing on the restructuring of loans. 

s need to be 
better aligned with demand and infrastructure 

-
discriminatory basis. Reforms based on 
recommendations by the World Bank and 

 

Development of the broadband network is 
lagging behind, in particular in rural areas.  

of homes in Bulgaria, there is virtually no high 

divide between urban and rural areas. Wireless 

-term evolution wireless 
networks has been slow. One of the main obstacles 

still used by the Ministr

and the low availability of broadband 

. 

Bulgaria continues to face major challenges in 
meeting water supply and sanitation 
requirements. 

sanitation sector, the water sector requires 

governance (e.g. the regionalisation of water 
services), as well as institutional and regulatory 

began in 2009, but which has not yet been fully 
 

Air pollution represents a serious threat for 
human health, while having direct economic 
costs. 97.3 

damage to the environment and human health, 

member-states, with more than double the damage 
c
to the second on the list. This makes Bulgaria the 
country with the highest share of external costs 

in the range of 5-
of air 
sector and domestic solid fuel combustion. 

Public Administration and Judicial System 

In spite of reforms to modernise public sector 
administration, the efficiency of government 
institutions remains low due to the 
fragmentation of efforts and the lack of policy 
steer. (58

remain, 
affecting key sectors of the economy and causing 

G 3.2). (59) 

Corruption remains a persistent problem in 
Bulgaria, potentially deterring investment and 
undermining the quality of government 
services. (60

issued unde
61) These include a lack of 

overall strategy and coordination, institutional 
shortcomings, and a weak track record on reaching 

(58) According to the World Economic Forum  2014-15 
, the main obstacles to a well 

functioning business environment in Bulgaria are 

-  
(59) As of 31 December 2014, a little over 56  of 

Structural Funds have been claimed. Eligibility of the 

December 2015. 
(60) 

Member State
 

-

increased dramatically to levels not otherwise seen since 
 

(61) SWD(2015) 9 final. 
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involving high- on. The 
identifies 

stigative 
agencies. Consistent checks and dissuasive 

interest. 

Graph 3.3.2: Worldwide Governance Index (WGI) and EU 
Cohesion Policy Funds absorption rates 
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Source: World Bank, European Commission 

Strategies to develop public sector 
administration and e-government were adopted 
in March 2014. The e-government strategy is 

with concrete measures 

strengthening the role of administration and 
roving efficiency at local level. As regards 

reducing the administrative and regulatory burden, 

62) 
-

 

(62) -
 

The insufficient development of e-government 
limits efforts to increase transparency and 
reduce the administrative burden. 

-
and single 
rationalise e-administrative services remains 

 authorities over the internet, 

- -government. 
s 

government services available online in a manner 
that is both user- -
14, the user-centric e-government indicator (63) for 

-
government indicator (64) stood at 32, again well 

 

Public policies in research and innovation 
suffer from inefficient governance structures, 
weak long-term financial commitment and a 
lack of policy focus. (65)  

The quality of 

lack of -based institutional funding to 
incentivise higher quality research, and limited 

es. The 

is 
not evaluated using 

(63) The ‘user-centric e-government  in
indicator measuring the availability of e-government 
services, their connectedness and their user-friendliness for 
seven areas of government services through a user journey 

s (well defined user 
needs). 

(64) The ‘t -government  

 sector. The indicator has been measured over 
seven areas of government services through a user journey 

s (well defined user 
needs). 

(65) Bulgaria has the third lowest  of innovative firms 
government 

-high and 
high-  
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standards, resulting in a lack of 
Poor 

 
  

government funding on business investment. 
D effective str

 remains a 
challenge for Bulgaria, and 

 

Public procurement is affected by a frequently 
changing legal framework and insufficient 
administrative capacity. 

this have resulted in a lack of legal certainty. The 
amendment to the Public Procurement Act of May 
2014 has further aggravated the situation, with 

a number of weaknesses in the legal 
framework remain unaddressed

dardised 

country. The ex-ante verification of tender 

The limited and non-exhaustive ex ante controls 
he 

Procurement Agency, which is entrusted with 
those checks. At the same time, however, many 

findings. T
— — 

-
66) These difficulties 

resulted in irregularities that were significant 
 

the 2007-13 Structural Funds. 

The effective application of public procurement 
rules now constitutes a general ex ante 
conditionality applicable to all EU funds under 

(66) The gains deriving from the switch to e- could 
administrative 

efficiency by cutting the duration of th -to-

traceability. These, in turn, 
 and 

Market. 

the programming period 2014-20. The national 

2014, envisages a number of measures to address 

guidelines asing 

-

oiding abuse of the remedies 
system. However, the Commission has noted a 

instability. 

The quality and independence of the judicial 
system remain a challenge. According to the 

 

decreased, with Bulgaria now sharing with one 
 

-15 
ranks Bulgaria 126th out of 144 countries on 

 
y to 

the courts and other judicial authorities. Bulgaria is 

Judicial System Act, including on introducing e-

Scoreboard shows that Bulgaria does randomly 

out the allocation. (67) 
the quality of justice, the use of electronic 
communication be

 

Evaluation of courts’ activities is limited, as 
there is no system of regular evaluation in 
place, nor are there quality standards or 
specialised court staff responsible for policies 

(67) Allegations of this kind of 
relation to two high-

for the management of the Sofia City Court to be held 
accountable for the faili  
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and systems to ensure quality. Bulgaria does not 
conduct surveys of court users or legal 

administer and manage cases has not increased 

electronic communication and exchange of 
information between the courts and their 
stakeholders is only used in some fields. Electronic 

recovery, common in other Member States, is not 

labour law c

courts. Only the initial training is mandatory for 
judges.  

As regards the efficiency of the judicial system, 
the situation is improving in terms of time 
needed to resolve cases, the capacity of courts to 
manage their workload and the backlog in 
courts
Scoreboard and analytical work on the ground. 
However, 
on litigious civil and commercial cases, which are 

 as mentioned above, the 
time to resolve insolvency cases continues to be 

ia.  

Analysis in this section suggests that the policy 
challenges identified in last year’s staff working 
document remain broadly valid. 

intensity and low energy efficiency of the 

and the lack of effectiveness in the judiciary have 
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ANNEX A 
Overview Table 

2014 commitments Summary assessment(68) 

Country-specific recommendations (CSRs) 

CSR 1: Reinforce the budgetary measures 

strengthen the budgetary strategy to ensure 
that the medium-term objective is reached 
and, thereafter, maintained. Ensure the 

strategy to strengthen tax collection, tackle 

costs. 

Bulgaria has made no progress in addressing CSR 1 
(this overall assessment of CSR 1 excludes an 

Growth Pact): 

defining the ‘correction 
 

measures taken to fight tax evasion do not address the 

strategy addressing tax collection, as drafts are still 
under discussion. 

CSR 2: -term strategy for the 

annual increase in the statutory retirement 
age and setting out a mechanism to link the 
statutory retirement age 

statutory retirement age for men and women. 

ter account of the 

financing to outcomes, accelerating the 
network and 

-  

Bulgaria has made no progress in addressing CSR 2: 

Some measures reverse the earlier reform, including 

 

 on linking the retirement age 

for men and women. 

No effective change was made to eligibility criteria and 
 

fective 

healthcare services. The National Healthcare Strategy 
2014-

only begun in 

(68)   

 

 
 

 

way in addressing the CSR.  
Fully addressed  
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late 2014. 

CSR 3: 

targeting the most vulnerable, such as low-
skilled and elderly workers, the long-term 

and effectiveness of active labour market 
-seekers, 

and reach out to non

education or training, in line with the 

t 
benefits and social assistance and their links 
with activation measures. Take forward the 

thresholds for social security contributions 
so as to make sure that the system does not 

-skilled out of the labour 
market. Establish, in consultation with social 

adjustment of the statutory minimum wages 

accessibility and effectiveness of social 
services and transfers for children and older 

 

Bulgaria has made limited progress in addressing CSR 
3: 

most vulnerable. A 
 

well targeted. 

Limite -
registered NEETs. Mechanisms to monitor and 
evaluate the Youth Guarantee remain weak. 

assistance and their links with activation measures. A 

 

increases in minimum thresholds, but with unclear 
-  

guidelines for minimum wage setting. 

and effectiveness of social transfers and services for 
 

CSR 4: 
ursue the reforms of vocational and higher 

education in order to increase the level and 
relevance of skills acquired at all levels, 

educational institutions and business with a 
view to better aligning outcomes to labour 
market needs. Strengthen the quality of 
vocational education and training institutions 

-school and school education of 
 Roma, 

Bulgaria has made limited progress in addressing CSR 
4: 

 

and is being discussed in the National Assembly. 

labour market needs and better link university 
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in education. 

leg  

lifelong learning. 

inclusive education for disadvantaged children, in 
 

the rules linking the child allowance to school 
attendance. 

CSR 5: 

medium-
-government, streamlining 

rement system by enhancing 

ex-ante 
Procurement Agency and taking concrete 

-

 

Bulgaria has made limited progress in addressing CSR 
5: 

administrative burden with a few measures being 

 

-
-government strategy for 

2014-

necessary infrastructure to be used by government 
institutions. 

 

Directive — 
to be seen.  

 

 

ures, addressing systemic shortcomings, are 
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CSR 6: 

market barriers, reducing the weight of the 

regulator. Accelerate int
with neighbouring Member States and 

 

Bulgaria has made limited progress in addressing CSR 
6: 

ent 

 an energy 

turnover is high. 

and gas interconnect  

Europe 2020 (national targets and progress) 

Policy field target  Progress achieved  

 The early school-

towards meeting the target. A 
strategy on early school leaving is currently being 

 

 

ds meeting the target. A 

being discussed in the National Assembly.  
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reduction by 2020 

 

–
energy intensity decreased at an average annual rate of 

69). 

Bulgaria is not on track to meet its national target on 
 

 

already reached its 2020 RES target. 

Ne

for RES (2012) and a tax on the revenues of wind and 

in court and found to be discriminatory. (The grid 

Administrative Court and the law setting the tax on 
revenues was found unconstitutional by the Bulgarian 
Constitutional Court). 

RES stakeholders are not involved in the decision-

of the internal energy market rules. 

continue, Bulgaria may fail to reach its 2020 target. 

Greenhouse gas (GHG) emissions target: 

emissions are not covered by this national 

Change in non-ETS greenhouse gas emissions between 

int

(69)  has not received the new National Action Plan on Energy 
Efficiency by 15 May 2014. 
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target) 
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ANNEX B 
Standard Tables 

 

Table B.1: Macroeconomic indicators 

1996-
2000

2001-
2005

2006-
2010

2011 2012 2013 2014 2015 2016

Core indicators
GDP growth rate 0.9 5.2 3.0 2.0 0.5 1.1 1.4 0.8 1.0

1 1.6 0.5 1.0 -0.3 -0.1 0.3 0.0 -0.9 -1.5
n.a. 5.5 6.5 3.4 2.4 0.4 -1.6 -0.5 1.0

2 2.1 7.7 2.3 0.6 2.8 -1.5 2.0 0.1 0.4
3 14.2 14.7 7.7 11.3 12.3 13.0 11.7 10.9 10.4

12.5 20.9 28.3 21.3 21.5 21.3 21.1 20.3 19.4
17.1 16.8 16.4 22.9 21.5 23.7 23.3 22.9 21.7

General government (% of GDP)
Net lending (+) or net borrowing (-) -1.8 0.5 -0.6 -2.0 -0.5 -1.2 -3.4 -3.0 -2.9
Gross debt n.a. 44.4 16.3 15.7 18.0 18.3 27.0 27.8 30.3
Net financial assets n.a. 5.2 6.6 1.2 0.4 n.a. n.a. n.a. n.a.
Total revenue 35.8 39.0 37.1 32.6 34.7 37.1 37.1 37.4 37.2

37.5 38.6 37.6 34.7 35.2 38.3 40.5 40.4 40.1
  of which: Interest 7.4 2.4 1.0 0.7 0.8 0.8 0.8 0.8 0.9
Corporations (% of GDP)
Net lending (+) or net borrowing (-) 5.6 1.6 -5.7 6.6 5.4 n.a. n.a. n.a. n.a.
Net financial assets; non-financial corporations n.a. -75.6 -169.1 -179.5 -157.0 n.a. n.a. n.a. n.a.
Net financial assets; financial corporations n.a. -2.6 -14.0 10.5 -0.2 n.a. n.a. n.a. n.a.

9.5 17.7 23.9 16.0 18.3 n.a. n.a. n.a. n.a.
23.7 27.1 28.3 30.1 29.4 n.a. n.a. n.a. n.a.

Households and NPISH (% of GDP)
Net lending (+) or net borrowing (-) -7.5 -7.6 -7.8 -3.4 -4.8 n.a. n.a. n.a. n.a.
Net financial assets n.a. 49.3 63.5 71.7 77.5 n.a. n.a. n.a. n.a.
Gross wages and salaries 24.6 30.4 30.9 31.8 31.4 n.a. n.a. n.a. n.a.

3.8 0.4 0.4 -0.1 0.1 n.a. n.a. n.a. n.a.
Current transfers received 12.0 15.3 13.3 14.8 15.0 n.a. n.a. n.a. n.a.
Gross saving -6.3 -7.0 -5.8 -1.8 -3.4 n.a. n.a. n.a. n.a.
Rest of the world (% of GDP)
Net lending (+) or net borrowing (-) 4.2 -5.9 -14.6 2.3 0.5 3.5 3.1 3.4 3.1
Net financial assets 0.0 0.0 0.0 101.8 85.1 n.a. n.a. n.a. n.a.

4.7 -10.7 -13.6 1.0 -2.8 -0.6 -0.6 0.3 0.4
-2.5 1.1 -3.6 -3.3 -1.7 -1.9 -2.2 -2.3 -2.5
0.2 0.4 0.3 1.2 1.3 1.3 1.4 1.3 1.2

Tradable sector 50.7 50.6 46.2 47.5 47.3 47.9 n.a. n.a. n.a.
Non-tradable sector 38.8 36.4 38.8 39.6 38.7 38.2 n.a. n.a. n.a.
  of which: Building and construction sector 3.7 4.4 6.8 5.4 5.1 4.1 n.a. n.a. n.a.  
Notes: 
1 The output gap constitutes the gap between the actual and potential gross domestic product at 2010 market prices. 
2 The indicator of domestic demand includes stocks.  
3 Unemployed persons are all those who were not employed, had actively sought work and were ready to begin working 
immediately or within two weeks. The labour force is the total number of people employed and unemployed. The 
unemployment rate covers the age group 15-74. 
Source: European Commission, 2015 Winter forecast. European Commission calculations 
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Table B.2: Financial market indicators 
2009 2010 2011 2012 2013 2014

1) 108.6 111.2 109.5 113.7 118.7 110.0
58.3 55.2 52.6 50.4 49.9 n.a.
83.7 80.5 75.0 73.0 69.6 n.a.

Financial soundness indicators:
6.4 11.9 15.0 16.6 16.9 n.a.

17.0 17.4 17.6 16.6 17.0 n.a.
9.8 7.8 5.7 6.3 5.7 n.a.

1) 4.1 1.6 3.8 3.5 1.1 2.8
1) 8.6 3.7 1.3 1.0 -0.8 -0.8

1) 126.4 117.4 107.6 102.4 94.1 92.6
2) 0.0 0.0 0.0 0.0 0.0 0.0

138.4 137.8 127.9 128.1 134.7 n.a.
3) 8.1 7.9 7.2 8.7 8.5 8.4

76.6 75.4 71.0 69.5 70.3 67.6
399.3 326.2 274.8 300.3 190.3 218.4
351.5 254.2 248.6 227.7 102.1 119.4  

1) Latest data November 2014. 
 
2) Latest data September 2014. 
3) Latest data June 2014. Monetary authorities, monetary and financial institutions are not included. 
* Measured in basis points. 
Source: IMF (financial soundness indicators); European Commission (long-term interest rates); World Bank (gross external 
debt); ECB (all other indicators).  
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Table B.3: Taxation indicators 

2002 2006 2008 2010 2011 2012
Total tax revenues 28.5 30.7 32.3 27.5 27.3 27.9

Breakdown by economic function 1

11.9 16.6 17.2 14.4 14.2 14.9
              of which:

7.3 10.7 10.9 9.2 8.7 9.4
              - excise duties on tobacco and alcohol 1.6 2.2 2.8 2.5 2.6 2.6
             - energy 2.1 2.5 3.0 2.6 2.6 2.5
             - other (residual) 0.9 1.1 0.4 0.2 0.3 0.3

11.9 10.0 9.7 9.0 9.2 9.1
0.0 0.1 0.1 0.1 0.1 0.1
4.2 3.2 4.3 3.2 3.1 3.1
0.5 0.8 1.0 0.8 0.8 0.8

     p.m.  Environmental taxes2 2.3 2.9 3.4 2.9 2.9 2.8

VAT efficiency3

45.1 71.6 75.6 65.5 62.9 65.1  
1. Tax revenues are broken down by economic function, i.e. according to whether taxes are raised on consumption, labour 
or capital. See European Commission (2014), Taxation trends in the European Union, for a more detailed explanation.  
2. This category comprises taxes on energy, transport and pollution and resources included in taxes on consumption and 
capital. 
3. VAT efficiency is measured via the VAT revenue ratio. It is defined as the ratio between the actual VAT revenue collected 
and the revenue that would be raised if VAT was applied at the standard rate to all final (domestic) consumption 
expenditures, which is an imperfect measure of the theoretical pure VAT base. A low ratio can indicate a reduction of the 
tax base due to large exemptions or the application of reduced rates to a wide range of goods and services (‘policy gap’) 
or a failure to collect all tax due to e.g. fraud (‘collection gap’). It should be noted that the relative scale of cross-border 
shopping (including trade in financial services) compared to domestic consumption also influences the value of the ratio, 
notably for smaller economies. For a more detailed discussion, see European Commission (2012), Tax Reforms in EU Member 
States, and OECD (2014), Consumption tax trends. 
Source: European Commission 
 

 

 

65 

www.parlament.gv.at



 

 

 

Table B.4: Labour market and social indicators 

2008 2009 2010 2011 2012 2013 2014

70.7 68.8 65.4 62.9 63.0 63.5 65.0

2.4 -1.7 -3.9 -2.2 -2.5 -0.4 0.3

65.4 64.0 61.7 59.8 60.2 60.7 61.8

76.1 73.8 69.1 66.0 65.8 66.4 68.1

46.0 46.1 43.5 44.6 45.7 47.4 49.5

age 15 years and over) 2.3 2.3 2.4 2.4 2.4 2.7 2.7

age 15 years and over) 2.7 2.7 2.6 2.6 2.7 3.2 3.0

years and over) 2.0 2.0 2.2 2.1 2.2 2.2 2.4

contract, age 15 years and over) 5.0 4.7 4.5 4.1 4.5 5.7 5.6

49.7 46.7 36.7 38.6 40.9 n.a. n.a.

1
5.6 6.8 10.3 11.3 12.3 13.0 11.6

2 2.9 3.0 4.8 6.3 6.8 7.4 6.9

11.9 15.1 21.8 25.0 28.1 28.4 23.6

17.4 19.5 21.8 21.8 21.5 21.6 n.a.

24 with at most lower sec. educ. and not in further education or 
training)

14.8 14.7 13.9 11.8 12.5 12.5 n.a.

27.1 27.9 27.7 27.3 26.9 29.4 n.a.

aged less than 3 years) 2.0 1.0 1.0 0.0 0.0 n.a. n.a.

less than 3 years) 9.0 7.0 6.0 7.0 8.0 n.a. :

3.3 -3.4 4.7 4.3 3.1 1.5 1.4

2.4 -2.8 -0.1 -0.1 0.1 0.0 0.0

0.9 -0.6 4.8 4.4 3.0 1.5 1.3

8.0 3.7 8.6 -0.2 6.1 9.7 1.7

12.6 12.4 5.2 2.5 4.4 5.2 n.a.

3.8 7.7 2.4 -2.2 1.3 6.1 n.a.
 

 

1 Unemployed persons are all those who were not employed, but had actively sought work and were ready to begin working 
immediately or within two weeks. The labour force is the total number of people employed and unemployed.  Data on the 
unemployment rate of 2014 includes the last release by Eurostat in early February 2015.  2 Long-term unemployed are persons 
who have been unemployed for at least 12 months. 
Source: European Commission (EU Labour Force Survey and European National Accounts) 
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Table B.4: Labour market and social indicators (continued) 
 

2007 2008 2009 2010 2011 2012

Sickness/healthcare 3.7 4.4 3.9 4.2 4.5 4.4

1.1 1.2 1.4 1.4 1.4 1.4

Old age and survivors 7.0 7.4 8.6 9.0 8.6 8.5

Family/children 1.2 1.3 2.0 2.0 1.9 1.8

0.3 0.3 0.5 0.6 0.6 0.6

Housing and social exclusion n.e.c. 0.0 0.0 0.0 0.0 0.0 0.0

Total 13.7 15.0 16.7 17.6 17.2 16.9

of which: means-tested benefits 0.7 0.7 0.7 0.8 0.7 0.7

Social inclusion indicators 2008 2009 2010 2011 2012 2013

1 
44.8 46.2 49.2 49.1 49.3 48.0

44.2 47.3 49.8 51.8 52.3 51.5

65.5 66.0 63.9 61.1 59.1 57.6

2 21.4 21.8 20.7 22.2 21.2 21.0

3 41.2 41.9 45.7 43.6 44.1 43.0

4 
8.1 6.9 8.0 11.0 12.5 13.0

7.5 7.4 7.7 8.2 7.4 7.2

21.0 17.4 23.6 19.0 18.1 21.3

5 2368.7 2755.3 2868.6 2689.8 2552.9 2549.2

41859.0 41174.0 41802.0 44879.0 46416.0 n.a.

income, age: total) 27.0 27.4 29.6 29.4 31.4 30.9

ratio) 6.5 5.9 5.9 6.5 6.1 6.6
 

1 People at risk of poverty or social exclusion (AROPE): individuals who are at risk of poverty (AROP) and/or suffering from 
severe material deprivation (SMD) and/or living in households with zero or very low work intensity (LWI). 
2 At-risk-of-poverty rate (AROP): proportion of people with an equivalised disposable income below 60 % of the national 
equivalised median income.  
3 Proportion of people who experience at least four of the following forms of deprivation: not being able to afford to i) pay 
their rent or utility bills, ii) keep their home adequately warm, iii) face unexpected expenses, iv) eat meat, fish or a protein 
equivalent every second day, v) enjoy a week of holiday away from home once a year, vi) have a car, vii) have a washing 
machine, viii) have a colour TV, or ix) have a telephone. 
4 People living in households with very low work intensity: proportion of people aged 0-59 living in households where the 
adults (excluding dependent children) worked less than 20 % of their total work-time potential in the previous 12 months. 
5 For EE, CY, MT, SI and SK, thresholds in nominal values in euros; harmonised index of consumer prices (HICP) = 100 in 2006 
(2007 survey refers to 2006 incomes) 
6 2014 data refer to the average of the first three quarters. 
Source: For expenditure for social protection benefits ESSPROS; for social inclusion EU-SILC. 
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Table B.5: Product market performance and policy indicators 

2004-08 2009 2010 2011 2012 2013 2014
1 3.0 -1.1 4.9 4.6 2.1 1.6 n.a.
1 n.a. n.a. n.a. n.a. n.a. n.a. n.a.
1 n.a. n.a. n.a. n.a. n.a. n.a. n.a.
1 -4.1 7.0 1.0 10.9 4.6 3.0 n.a.
1 in the wholesale and retail sector (annual growth n.a. n.a. n.a. n.a. n.a. n.a. n.a.
1 in the information and communication sector 15.1 -5.7 -5.3 0.6 -2.9 -0.4 n.a.

Patent intensity in manufacturing2

gross value added of the sector)
n.a. n.a. n.a. n.a. n.a. n.a. n.a.

Policy indicators 2004-08 2009 2010 2011 2012 2013 2014

Enforcing contracts3 (days) 564 564 564 564 564 564 564

Time to start a business3 (days) 35.4 18 18 18 18 18 18
0.5 0.5 0.6 0.6 0.6 0.7 n.a.
4.2 4.6 4.1 3.8 n.a. n.a. n.a.

2008 2009 2010 2011 2012 2013 2014

Product market regulation4, overall n.a. n.a. n.a. n.a. n.a. 1.57 n.a.

Product market regulation4, retail n.a. n.a. n.a. n.a. n.a. 0.20 n.a.

Product market regulation4 n.a. n.a. n.a. n.a. n.a. n.a. n.a.

Product market regulation4, network industries5 n.a. n.a. n.a. n.a. n.a. 2.45 n.a.  
1Labour productivity is defined as gross value added (in constant prices) divided by the number of persons employed. 
2 Patent data refer to applications to the European Patent Office (EPO). They are counted according to the year in which 
they were filed at the EPO. They are broken down according to the inventor’s place of residence, using fractional counting if 
multiple inventors or IPC classes are provided to avoid double counting.  
3 The methodologies, including the assumptions, for this indicator are presented in detail here: 
"http://www.doingbusiness.org/methodology" .  
4 Index: 0 = not regulated; 6 = most regulated. The methodologies of the OECD product market regulation indicators are 
presented in detail here "http://www.oecd.org/competition/reform/indicatorsofproductmarketregulationhomepage.htm"  
5 Aggregate OECD indicators of regulation in energy, transport and communications (ETCR). 
Source: European Commission; World Bank — Doing Business (for enforcing contracts and time to start a business); OECD (for 
the product market regulation indicators) 
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Table B.6: Green Growth 

Green growth performance 2003-2007 2008 2009 2010 2011 2012
Macroeconomic

Energy intensity kgoe / € 0.85 0.71 0.66 0.67 0.71 0.67
Carbon intensity kg / € 2.80 2.39 2.18 2.27 2.44 2.24

kg / € 5.52 5.49 4.64 4.56 4.96 n.a.
Waste intensity kg / € n.a. 5.99 n.a. 6.30 n.a. 5.92
Energy balance of trade -0.7 -8.4 -5.3 -6.1 -6.7 -7.2

14.8 14.2 13.2 14.1 11.9 13.7
1.8 -1.3 3.2 -3.7 -0.4 6.5

Ratio of environmental taxes to labour taxes ratio
Ratio of environmental taxes to total taxes ratio

Sectoral 
kgoe / € 0.88 0.66 0.48 0.51 0.50 0.46

Share of energy-intensive industries in the economy 13.7 13.3 12.6 12.3 13.1 12.4
€ / kWh n.a. 0.06 0.06 0.07 0.07 0.07
€ / kWh n.a. 0.02 0.03 0.03 0.03 0.04

n.a. 0.03 0.01 0.00 0.00 0.00
n.a. 0.00 0.00 0.01 0.01 0.01

ratio
Share of GHG emissions covered by ETS* n.a. 57.3 55.5 55.6 60.6 57.4

kgoe / € 1.87 2.28 2.40 2.25 2.65 2.41
kg / € 5.13 6.28 6.74 6.23 7.36 6.59

Security of energy supply
47.5 51.7 45.1 39.6 36.0 36.1
0.48 0.40 0.39 0.60 0.62 0.65

Diversification of energy mix n.a. 0.27 0.26 0.27 0.29 0.27
Renewable energy share of energy mix 5.2 5.3 6.3 8.2 7.1 8.9  

Country-specific notes:  
2013 is not included in the table due to lack of data. 
General explanation of the table items: 
All macro intensity indicators are expressed as a ratio of a physical quantity to GDP (in 2000 prices) 
Energy intensity: gross inland energy consumption (in kgoe) divided by GDP (in EUR) 
Carbon intensity: Greenhouse gas emissions (in kg CO2 equivalents) divided by GDP (in EUR) 
Resource intensity: Domestic material consumption (in kg) divided by GDP (in EUR) 
Waste intensity: waste (in kg) divided by GDP (in EUR)  
Energy balance of trade: the balance of energy exports and imports, expressed as % of GDP  
Energy weight in HICP: the proportion of "energy" items in the consumption basket used for the construction of the HICP 
Difference between energy price change and inflation: energy component of HICP, and total HICP inflation (annual % 
change) 
Environmental taxes over labour or total taxes: from DG TAXUD’s database ‘Taxation trends in the European Union’ 
Industry energy intensity: final energy consumption of industry (in kgoe) divided by gross value added of industry (in 2005 EUR)  
Share of energy-intensive industries in the economy: share of gross value added of the energy-intensive industries in GDP 
Electricity and gas prices for medium-sized industrial users: consumption band 500–2000MWh and 10000–100000 GJ; figures 
excl. VAT. 
Recycling rate of municipal waste: ratio of recycled municipal waste to total municipal waste 
Public R&D for energy or for the environment: government spending on R&D (GBAORD) for these categories as % of GDP 
Proportion of GHG emissions covered by ETS: based on greenhouse gas emissions (excl LULUCF) as reported by Member 
States to the European Environment Agency  
Transport energy intensity: final energy consumption of transport activity (kgoe) divided by transport industry gross value 
added (in 2005 EUR) 
Transport carbon intensity: greenhouse gas emissions in transport activity divided by gross value added of the transport 
sector 
Energy import dependency: net energy imports divided by gross inland energy consumption incl. consumption of 
international bunker fuels 
Diversification of oil import sources: Herfindahl index (HHI), calculated as the sum of the squared market shares of countries of 
origin 
Diversification of the energy mix: Herfindahl index over natural gas, total petrol products, nuclear heat, renewable energies 
and solid fuels 
Renewable energy share of energy mix: %-share of gross inland energy consumption, expressed in tonne oil equivalents 
* European Commission and European Environment Agency 
** For 2007 average of S1 & S2 for DE, HR, LU, NL, FI, SE & UK. Other countries only have S2. 
*** For 2007 average of S1 & S2 for HR, IT, NL, FI, SE & UK. Other countries only have S2. 
Source: European Commission 
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