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List of abbreviations
CFP

Consolidated Fiscal Programme

CITA

Corporate Income Tax Act

EC

European Commission

ЕU

European Union

FC

Fiscal Council

GES

General Equlizing Subsidy

GDP

Gross domestic product

ICM

International Capital Markets

IMF

International Monetary Fund

LTFA

Local Taxes and Fees Law

MF

Ministry of Finance

MTBF

Medium-Term budgetary forecast

MTO

Medium-Term budgetary objective

NSI

National Statistical Institute

OECD

Organisation for economic cooperation and development

PITA

Personal Income Tax Act

PFA

Pupblic Finance Act

pp.

Percentage Points

SBRBA

State budget of Republic of Bulgaria Act

UMTBF

Updated medium-term budgetary forecast
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Introduction
The current statement is prepared in accordance with the provisions of Art. 6, Para 3 of
the Fiscal Council and Automatic Correction Mechanisms Act, which requires the Fiscal Council
of Bulgaria to observe the compliance with the fiscal rules and to prepare a motivated statement
with recommendations on the autumn macroeconomic forecast, the Draft of the State Budget Act
2019, the Updated Medium-Term Budgetary Forecast for the period 2019-2021, as well as other
strategic documents of the Ministry of Finance and Council of Ministers related to the
compliance with the fiscal rules.
The Draft of the Medium-Term Budgetary Forecast for the period 2020-2022 was
published by the Ministry of finance on 02.04.2019. Within short period the Fiscal Council
prepaired its statement. It was based on publicly available documents uploaded to the website of
the Ministry, as well as specific data provided to the Council by the Ministry with regards to the
need of additional information required for the preparation of the statement.
Fiscal monitoring includes activities such as analyzing and evaluation of key budgetary
documents and forecasts prepared by the Ministry of Finance and motivating certain corrective
actions if necessary. Fiscal Council and Automatic Correction Mechanisms Act requires the
activities of the Fiscal Council to be based on the principles of independence, publicity,
objectivity and transparency.
Fulfilling its duties, the Fiscal Council has prepared this statement, which includes analysis
and evaluation of:
1) The economic perspectives for the period 2020-2022 (the spring macroeconomic
forecast of the Ministry of Finance);
2) The objectives and basic parameters of the fiscal policy (including the observance of the
fiscal rules);
3) revenue and expenditure policies under the Medium-Term Budgetary Forecast for the
period 2020-2022, and
3) The sustainability of public finances.
Information from the Ministry of Finance, the National Statistical Institute, analyzes of
international organizations (the European Commission, OECD, IMF, the Worldbank, etc.), own
assessments, etc. were used for the preparation of the statement.
In addition to fulfilling the obligations of the law, the Fiscal Council aims to contribute to
expanding the scope of fiscal information and budget analysis through this opinion. In our view,
sharing information, analyzes and ideas can only assist authorities in making effective decisions
that affect the economy and the economic cycle. The debate on government decisions and broad
consensus on fiscal issues helps sustainability and achieving long-term stability in governance.
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I.

Assessment of the macroeconomic forecast

The evaluation of the macroeconomic framework is a mandatory element of the fiscal
monitoring carried out by the Fiscal Council. The macroeconomic forecast is an important
economic document that is the basis for forecasting all fiscal indicators and its accuracy is
critical to accurately forecasting budget parameters.
At this stage, the Fiscal Council does not prepare its own macroeconomic forecast. The
analysis is based on a review of the structure, the relationships between the different sectors
and the comparison of the official macroeconomic framework with the forecasts of some
internationally recognized organizations (OECD, IMF, EC, WB etc.) in order to identify reasons
for differences if such are present. The deviations from the spring macroeconomic forecast are
also examined.
The macroeconomic perspectives include data for the international environment
(economic growth of the world and Europe, US dollar/Euro exchange rate, US dollar/barrel
price and energy commodity prices), GDP and its components estimates, labour market and
prices, the balance of payments and the money sector. Spring and autumn macroeconomic
forecasts are compared to seek out an explanation of the differences between them. Most often
the differences between the forecasts are due to changes in the economic environment (external
and internal), which leads to a change in expectations and assessments of the development of
the main economic indicators. In some cases, changes may be due to the occurrences of risk
events.
The nominal value of GDP for 2018 reaches BGN 107 925 million, representing a nominal
increase of 6.8% compared to 2017 or real growth of 3.1%. A significant slowdown of 0.7 pp
from 3.8% in 2017 is observed. Real growth shows a minimal deviation in the direction of
decrease and most of the expectations of different institutions and organizations - for example
both the December forecast of the BNB and the winter of the EC (3.2%).
The deviation of 0.5 pp. (13.9%) compared to the UMTBF of the Ministry of Finance from
October 2018 could be considered significant. However, in nominal terms, this deviation is
minimal in comparison with 2018 - BGN 107 925 million reported against BGN 108 141 million
forecasted.
Deviations in real growth expectations throughout the period 2019-2022 are presented in
Table. 1.
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Tabl. 1 Forecasts of real GDP growth in UMTBF for 2019-2021 and MTBF 2020-2022

Real GDP Growth
Year

UMTBF

Revisions
Absolute value
(pp.)

MTBF

Relative value
(%)

3,1%

-0,5

-13,9%

3,7%

3,4%

-0,3

-8,1%

2020

3,5%

3,3%

-0,2

-5,7%

2021

3,5%

3,3%

-0,2

-5,7%

2022

-

3,3%

-

-

2018

3,6%

2019

(report)

Source: Calculations of the FC; Data: MF

Expectations of the MF for real growth in 2019 are 3.4%, which is 0.2 pp. lower than the
February forecast of the EC. The inflation rate in 2019 is similar in both forecasts. In 2020,
however, the EC's expectations are considerably more optimistic - 3.6% growth compared to
3.3% of the MF. There is also a difference in the inflation forecast - 1.8% of the EC versus 2.5% of
the MF, which is explained by the different time ranges of the data used.
The development of GDP growth by components is presented in Table. 2. Most of them are
undergoing major revisions.
Tabl. 2 Revisions in real GDP growth by components in MTBF 2020-2022 compared to UMTBF 20192021*

GDP
Components

2018

2019

2020

2021

UMTBF

MTBF

Rev.
(pp.)

UMTBF

MTBF

Rev.
(pp.)

UMTBF

MTBF

Rev.
(pp.)

UMTBF

MTBF

Rev.
(pp.)

4,8%

6,0%

1,2

5,4%

4,6%

-0,8

4,2%

4,0%

-0,2

4,1%

3,6%

-0,5

8,9%

6,5%

-2,4

9,5%

9,9%

0,4

5,1%

5,0%

-0,1

6,7%

6,3%

-0,4

Export

2,3%

-0,8%

-3,1

2,8%

1,8%

-1,0

2,7%

2,0%

-0,7

2,7%

1,8%

-0,9

Import

5,3%

3,7%

-1,6

6,7%

5%

-1,7

4,1%

3,3%

-0,8

4,6%

3,2%

-1,4

Consumption
Investments

*The data for 2018 is forecasted in the UMTBF 2019-2021 and reported in the MTBF 2020-2020
Source: Calculations of the FC; Data: MF
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Based on the data presented in Tabl. 2, the Fiscal Council finds that there is an expectation
of a slight change in the structure of the growth. While predictions for 2018 were that growth
was driven by investments to a much greater extent than consumption, in fact the values of the
two components were close. For 2019, however, the MTBF 2020-2022 saw a significant
increase in investment and a slowdown in consumption, while UMTBF 2019-2021 predicted
a steady increase for both components. Consumption is revised down 0.8 pp, while in the case of
investments - an increase of 0.4 pp. is observed. These revisions are largely due to the changed
base from 2018. For the remainder of the projected period, the impact of investment on growth
is rising.
In the MTBF 2020-2022, a significant increase in exports is foreseen despite a drastic
reduction in 2018. It is precisely for this component that the deviation between the projected
values in the UMTBF 2019-2021 and those reported in the MTBF 2020-2022 is the highest -3.1
pp. The downward revision of exports for the remainder of the projected period is lower than
the import revision, which means that the expected effect on net exports is more favorable than
the UMTBF 2019-2021. This circumstance should be explained in more detail, as the
upcoming unfavorable economic cycle and international uncertainty is likely to have a
negative effect on exports. The risks arising from these factors can also be attributed to
investment.
In MTBF 2020-2022, the negative dynamics of exports, which is offset by the significant
growth in consumption (6% in 2018 compared to 4.3% in 2017), is seen as the main factor for
lower growth in 2018. The deviation from the forecast (4.8%) is 1.2 pp., which can be seen as
significant since it equals 25%. A comparison between expectations for consumption dynamics
in the UMTBF 2019-2021 and MTBF 2020-2022 is presented in Graph. 1
Graph. 1 Revision in projections for consumption in UMTBF 2019-2021 compared to MTBF 2020-2022
6,50%
6,00%
5,50%
5,00%

UMTBF

4,50%

MTBF

4,00%
3,50%
3,00%
2018

2019

2020

2021

*The data for 2018 is forecasted in the UMTBF 2019-2021 and reported in the MTBF 2020-2020
Source: Calculations of the FC; Data: MF
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In addition, the Fiscal Council considers that the negative impact on the growth forecast
for 2018 is also strongly influenced by the slowdown of investments. According to the
Council, the projections for their levels were overestimated in both the MTBF 2019-2021 and
the UMTBF 2019-2021, as presented in the statementes on the respective documents. While
8.9% growth in investments was projected in UMTBF 2019-2021, the reporeted value is only
6.5%. The deviation is 2.4 pp. or -27%. However, investment growth is considerable compared
to the previous year (6.5% in 2018 at 3.2% in 2017). The slowdown is partly offset by the higher
projections for 2019 (9.9% in the SCP versus 9.5% in the ASBP). The Fiscal Council considers
that the 9.9% level is also overestimated. For example, the December forecast of the BNB is
6.9%. For the remainder of the forecast period, revisions to expectations are compared to
UMTBF 2019-2021.
Lower growth and revision of expectations in the negative direction for the country are in
line with those for the euro area. In a number of countries (including outside Europe) such as
Italy, Germany, Turkey, China, etc., with which the Bulgarian economy is bound, there is a
considerable delay and signs of deepening this trend. The growth of the European economy
slows significantly to 1.9%, compared to 2.4% in 2017. Comparison with trends in Europe and
the world is presented in Graf. 2.

Graph. 2. Expected real GDP growth in 2019-2022 г.
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2022
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Source: Calculations of the FC; Data: MF

As seen from Graph. 2 the expectations for real growth of the Bulgarian economy are
considerably higher than those for the European (EU 28). However, the autumn forecasts for
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lagging behind the world are confirmed once again. Although anticipated growth contributes
to convergence towards the EU, this process is slowing down.
Average annual inflation for the year 2018 is 2.6%, but peaked at 3.7% in August. It is
expected to fall below 2% in 2019 and increase in the following years by the end of the period
but not to reach the 2018 levels. This indicator is of utmost importance to Bulgaria's economy as
it has to meet the price stability as criteria for convergence which is a necessary condition for
joining the euro area. The prices of energy resources are significantly influenced by inflation.
Reducing its levels towards the end of 2018 is due precisely to the drop in the price of crude oil
by 30%.
Given the volatility of the currency and commodity markets, the comparison between the
forecasts in the UMTBF 2019-2021 and the reported values in the MTBF 2010-2020 confirms
the high accuracy of the forecast. For the remaining years until the end of the period, the Brent
crude oil price was revised downwards. This has a negative impact on the revenues from
excise duties and VAT. The opposite is the trend for non-energy raw materials, which are
subject to higher growth. The effect of the expected decline in oil prices is somewhat mitigated
by the US dollar projections. The USD / EUR exchange rate was revised downwards from 1.16 in
the UMTBF 2019-2021 to 1.13 in the MTBF 2020-2022 for the whole period considered.
There is a continuing downward trend in unemployment in the labor market, reaching
5.2% in 2018, which is even below the expectations in the UMTBF 2019-2021. Accordingly, each
of the projections for 2019 and 2020 has been revised downwards by 2 pp. and the 4% figure for
2021 is expected to remain unchanged in 2022. By 2018, the employment and economic activity
of the working population reached their highest historical levels. However, the compensation
per employee in 2018 shows a decline of 4.9 percentage points compared to 2017. - from 10.5%
to 5.6%. The reported value is lower than the forecast (6.6%) in the UMTBF 2019-2021 with 1
pp. However, income growth is higher than labor productivity, which is 3.2%. Compensation
is expected to increase to 7.8% in 2019, but this level is lower by 0.6 pp. compared with the
2019-2021 UMTBF. The remainder of the period is also characterized by a minimal decrease
compared to the autumn forecast. Given the background of negative demographic trends
and the lagging rate of labor productivity versus income, there is an increased risk of
"overheating" in the labor market.
In 2018, the current account balance is positive - 4.6% of GDP, and exceeds the projected
value of 2.9% in the UMTBF 2019-2021, but the surplus shrank from 6.5% in 2017. The
projections over the whole considered period are revised, with a negative current account
balance expected not in 2021, but in 2022. Exports to the EU increased in 2018 but not enough
to offset the significant slowdown in exports to Turkey - 12.9% as well as the trade with the
Russian Federation. In the case of foreign direct investment, there were no significant deviations
either between reporting and forecasting data or in terms of revisions in the expectations for the
period considered. They maintain a stable level of 3.5% for each of the years.
The market value of Gross International Foreign Exchange Reserves marks an increase of
6% in 2018 compared to the previous year. The banking system remains stable. The share of
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non-performing loans is declining but still well above the EU average, which has also criticized
by the EC. Company loans increased by 1.4 pp. in 2018 compared to the estimated value in the
UMTBF 2019-2021. The remaining years of the period under review have also been revised
upwards. The expected values in the MTBF 2020-2022 are noticeably higher than those in the
more conservative December forecast of the BNB.
Significant growth was also observed in household loans - 5.1 pp. compared to 2017 (from
6.1% in 2017 to 11.2% in 2018) and to the forecast in the UMTBF 2019-2021 (9.6%) - 1.6 pp.
Significantly is revised the increase in the remaining years of the period under review. The
repeated warnings of the BNB to banks confirm the likelihood of increased risk in the sector.
The assessment of macroeconomic risks in the MTBF 2020-2022 is mainly characterized
by an increase in insecurity linked to the fragile external environment. A significant part of
the factors that influenced the economy in the second half of 2018 and the beginning of 2019
continue to have effect at the moment. Exports to Turkey are expected to remain negatively
impacted by the slowdown in the Turkish economy. The conditions of continuing uncertainty
about Brexit and the risks of a political crisis in the UK have a negative impact on EU
development. Expectations for the approach of negative economic cycle have a destimulating effect on private investment.
According to the Fiscal Council, the forecast should focus more strongly on external
environment risks. There are no particularly significant revisions to the autumn forecast given
the approach of the negative economic cycle which is underlying in the analyzes of the
international organizations. Therefore, the Council considers that its effect should be further
analyzed. According to the Fiscal Council, a more in-depth argument for growth expectations
is needed. It is difficult to compare with the forecasts of other institutions due to lack of ones
with the same time frame or content. For the 2020-2022 period most indicators change in sync.
Difficulties in providing human resources may appear as a factor limiting investment. This is also
a major risk for the implementation of the macroeconomic scenario, both in the short and
medium term.
The macroeconomic forecast for the 2020-2022 period is in line with the current
expectations for the development of the international economic environment. The forecast for
the main macroeconomic indicators is realistic.
The Fiscal Council considers that publishing a wider macroeconomic forecast with a
higher number of indicators would be a positive factor allowing for higher quality fiscal analysis.
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II. Assessment of the Fiscal Framework
2.1.

Assessment of Fiscal Stance for the Period 2020-2022

The assessment of the fiscal stance is obligatory in the analysis of the fiscal situation in the
country and is used as a decision-making bases on the direction and impact of the government's
fiscal policy depending on the economic cycle. Stabilizing fiscal policy implies taking into
account the economic cycle phase and taking measures aimed at smoothing the fluctuations in
economic development (countercyclical fiscal policy).
The fiscal stance is assessed according to the change in the structural balance compared to
the level of the economy versus the potential. This is because the difference between the actual
product and its potential value (the value of the product achieved in optimal employment and
the full capacity of the production factors) is measured by the deviation from the potential GDP.
The change in the structural balance, in turn, shows the direction of government policy, as
the structural balance is that part of the general budget balance that reflects government
discretion.
Fig. 3 Structural Balance

Structural Balance
Output Gap
MTO

Source: MF
In this section, the fiscal stance will be assessed, without here detailing the (1)
macroeconomic developments that are presented in a separate section when assessing the
macroeconomic forecast, (2) the budget balances presented in the assessment of the fiscal
forecast and the assessment of fiscal rules and (3) the development of debt indicators, which are
also subject to separate presentation. It should be considered that the general budget balance,
although is a very important indicator for the fiscal stance, is not sufficient for an adequate
assessment of the fiscal policy. Also, in some cases, a structural adjustment may be necessary,
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although that the stabilization is not a problem, as high taxes can destabilize the labor market
and savings, while government spending may be less effective. Therefore, an important issue is
the adequate structure of the economy.
The EC report on the macroeconomic imbalances for Bulgaria in February 2019 notes that
the economic growth of the country, albeit significant, does not support accelerated convergence
towards the EU. Fiscal governance creates space for addressing economic and demographic
challenges and implementing structural reforms while improving fiscal governance, notably
with regard to tax collection and tax administration efficiency, is still forthcoming. There are no
indicators for assessment of the cost efficiency in the public sector as well as mechanisms for
tracking the results of medium-term planning. State-owned enterprises still pose a serious
risk to public finances and fiscal governance, and these businesses are rarely subject to
professional management and rules to ensure transparency and independence in the decisionmaking process. There are challenges ahead the development of a number of sectors –
Healthcare, Innovation, Energy and Infrastructure Development.
The economy of Bulgaria has grown steadily in recent years, as the growth is mainly due to
increased domestic demand. After 2015, the economy grows by more than 3% per year, with
real economic growth of 3.1% in 2018, according to NSI latest data. The slowdown in economic
growth is also a reason for modest expectations for future economic development (around
3.3%).
Potential GDP is also expected to grow by about 3.3% per year and expectations are
slightly lower than expected in the autumn mid-term budget forecast. The growth is limited by a
slight increase in capital and labor. On the other hand, the importance of total factor productivity
is growing as a growth factor for the potential product. According to EC estimates, the
contribution of capital accumulation to potential GDP growth has been at its lowest level for the
last decade.
In public finance, fiscal consolidation has been going on in recent years. In terms of
surpluses for three consecutive years and the anticipation of an upward economic trend above
potential growth, the planned deficit of 0.5% of GDP in CFP in 2019 seems to be illogical.
It is projected to reach a zero CFP balance over the period 2020-2022. For the General
Government sector, the expectations are also for a budget deficit in 2019 (-0.2% of GDP) and
then a surplus of 0.5-0.6% of GDP at the end of the period (2020-2021). Regarding the Structural
Balance, a deficit is also planned in 2019 amounting to 0.3% of GDP and surpluses of 0.4% of
GDP for 2020-2021. The medium-term budgetary objective remains as defined under the MTBF
at -1% of GDP, given the lower level of consolidated debt, which is expected to reach 17.7% of
GDP at the end of the period.
Based on data in the MTBF and the Government Convergence Program, as well as its own
estimates, the fiscal stance of Bulgaria for the period 2012-2022 is presented in the following
graph:
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Graph. 4. Fiscal Stance of Bulgaria for the period 2012-2022
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Source: FC, Data: MF

The UMTBF for 2019-2021 was already expected that in 2018 the output gap will be
positive and the structural balance will amount to 0.4% of GDP with a fiscal expansion of 0.7 p. p.
In the MTBF 2020-2022 it can be seen that for 2018, no positive deviation of the potential has
been realized, but there is an expectation that in the coming years there will be one, albeit
already in lower values, within 0.1 to 0.4% in 2022. The structural balance for 2018 exceeded
expectations and reached to 2% of GDP (at 1.1% of GDP in 2017) instead of the expected fiscal
expansion of 0.7 percentage points there is a fiscal restriction of 0.9 p. p.
In 2019 the positive output gap is expected to reach 0.1%, but the budget balance is
negative (-0.2%) and the structural deficit amounts to 0.3% of GDP, i.e. talking to a slightly procyclical fiscal policy. An anti-cyclical fiscal stance is already planned in 2020. No structural
balance changes are planned in 2021. This talks about expansion in the conditions of a slight
overheating of the economy in 2019 instead of restriction. The Fiscal Council believes that fiscal
authorities should focus on budget policy towards a reduction in the economic cyclicality,
such as increasing structural surpluses and withdrawing resources from the economy, as
overheating can have negative consequences.
From the review of the fiscal stance, it can be concluded that in 2019 a procyclical policy
is in place (the structural balance deteriorates by 2.3 pp. with an expected positive deviation
from the potential), in 2020 is countercyclical and in 2021 and 2022 again becomes slightly
procyclical. Concerns are that in the course of the current year, the actions of fiscal authorities
may have procyclical pressure on the economy and additional inflation. It is recommended the
government to start exercising more serious restriction through its discretionary measures to
avoid procyclicality. The Fiscal Council recommends that the change in the deviation from
potential GDP be carefully monitored and the fiscal stance has to be countercyclical or, at
worst, neutral.
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2.2.

Compliance with Fiscal Rules

The Fiscal Council notes that fiscal rules under the PFA are respected in the budget
forecast, which is a factor for achieving a sound budgetary position and good fiscal
governance. In some cases, there is a deviation from the rules in some fiscal years. For the
moment, this is not systematic, but we do recommend careful monitoring of the fiscal rules,
especially as regards the expenditure rules, even with the ongoing budget implementation.

2.2.1. Motives
The purpose of this chapter is to assess the consistency of the projections with the
numerical constraints on the medium-term budgetary objective, budget, debt and cost
constraints.
It should be recalled that Bulgaria is obliged to comply with the requirements of the
Preventive part of the Stability and Growth Pact, which includes defining and achieving the
medium-term budgetary objective, respecting expenditure constrains and preparing
convergence programs for non-euro area countries.
The following data were used to assess compliance with the fiscal rules:
The Medium-Term Budget Forecast 2020-2022 and Bulgaria's Convergence Program,
including information on the General Government sector and CFP on a cash basis and the spring
macroeconomic framework;
-

NSI Statement of Revenue and Expenditure of General Government for 2017;

-

Appropriate assessment of discretionary government measures;

2.2.2. Budget Balance Rules
Medium-Term Budget Objective (MTO) and Structural Balance
Bulgaria's medium-term budgetary objective is defined in structural terms for the General
Government Sector in Art. 23 of the PFA. It should not exceed 0.5 per cent of the Gross Domestic
Product. The medium-term budgetary objective for the structural deficit on an annual basis may
exceed 0.5 per cent of GDP but no more than 1 per cent, provided that the General Government
Debt is below 40 per cent of gross domestic product and the risks in terms of the long-term
sustainability of public finances are low. Due to the low General Government Debt Ratio (below
40% of GDP) it is assumed that the MTO of Bulgaria for the period of the analyzed Medium-Term
budget forecast is -1% of GDP.
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Structural Balance is calculated in compliance with the Commonly agreed methodology for
cyclically-adjusted budget balance1. In the calculation of the structural balance, the budget
balance is cleared by the cyclical impact of economic activity and by the effect of the one-off
government measures. As a result, the Structural Balance reflects government policy and is an
accurate indicator of the effect of government action on the economy.

Structural Balance (% of GDP)

Graph. 5. Structural Budget and MTO
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Note: Current Medium-Term Budget Objective for Bulgaria is -1% of GDP.

Source: Calculations of the FC; Data: MF

As shown by Graph. 5 Bulgaria has fulfilled its MTO as early as 2016. For the last reporting
year 2018, the Structural Balance is 2% of GDP, wich is significantly above the MTO of -1% of
GDP. The Government, through its discretionary measures, has been conducting a restrictive
fiscal policy by withdrawing through taxes and other budget revenues more resources from the
economy than it has added through its costs.
For the whole projection period is expected that the MTO will be implemented, as
the Structural Balance is expected to be between -0.3% and 0.3% of GDP.
General Government Deficit and Cash Balance
According to Art. 25, para. 2 of the PFA, the General Government deficit on an annual basis,
calculated on the basis of the methodology of the European System of National and Regional
Accounts of the Community, may not exceed 3 per cent of GDP. According to Art. 27, para. 4 of
the PFA, the annual budget deficit of the consolidated fiscal program, calculated on a cash basis,
can not exceeds 2 per cent of gross domestic product. This fiscal rule is national and its
compliance is the result of specific national legislation without analogy in European documents.

1

For additional information:
http://ec.europa.eu/economy_finance/publications/economic_paper/2013/pdf/ecp478_en.pdf
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Graph. 6. General Government Balance and CFP (% of GDP)
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After 2015 the cash balance and the general government balance are in the positive area,
except for the current year for which a small deficit is planned but still far from the ceiling of the
constraints of both fiscal rules. This is a positive sign of fiscal policy, although the general
balance is rarely used to assess fiscal policy.
After 2019 the general government balance for the forecast period 2020-2022 is planned
with small surpluses - from 0.4% of GDP in 2020 to 0.1% in 2022. The CFP balance for the three
projected years has a zero deficit and is also far from the 2% deficit. It is noteworthy that often
the overall budget balance is planned more conservatively than it is when implementing
the budget. It should be noted that large budget surpluses are not always a sign of an effective
fiscal policy, especially if they are not in line with the economic cycle.

2.2.3. Expenditure Rules
Rule for Expenditure share in GDP
This rule limits the so-called "Government size" or the size of the public sector. According
to economic theory, the larger size of the government reduces the potential for economic growth
and limits economic activity. Therefore too large a size is not desirable. The Government size
limit is imposed only on CFP's total costs (Article 28 of the PFA), but not for the General
Government sector, but the Fiscal Council nevertheless considers that this indicator should be
monitored in both scope.
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Graph. 7. Government Expenditure (% of GDP)
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For the reporting period until 2017 inclusive, this Expenditure Benchmark Rule was
violated in 2014 and 2015 for the General government sector. Total budget expenditures in
Consolidated Fiscal Programme are around 36.6%. In 2019 the increase until 38.5% has been
planned and after that decrease until 35% in the end of investigated period has been planned. It
can be concluded that the state does not put significant pressure on the economy and the
private sector.
The General Government expenditure projection is in below the limit of 40% of GDP. The
general government and CFP expenditure projections are below the 40% of GDP limit for the
whole period considered. For the projection period, it increased to 38% of GDP in 2019 and then
again decreased to 36%. It should be considered that in reporting data there is often a higher
share of budget expenditure compared to the forecast, which supports the thesis that
conservative planning does not correspond to a more expansive budget implementation
whose outcome is higher than projected costs, especially if there is a certain fiscal risk.

Expenditure Benchmark Rule
The Expenditure Benchmark is defined as the fiscal rule in the PFA, Art. 26, according to
which the annual growth of expenditure should not exceed the reference growth potential of the
Gross Domestic Product, the cost range and the methodology for calculating the reference
growth of the potential Gross Domestic Product being determined according to EC requirements.
Certain exceptions have been defined which allow for higher expenditure growth than the
reference.
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Description of the methodological features in the calculation of the Expenditure
Benchmark Rule:


For the calculation of the rule, information from the Medium Term Budget Forecast
(MTBD) 2020-2022 on a cash basis and for the general government sector are used;



Data from spring macroeconomic forecast of MoF for 2019-2022;



For calculating the rule, we used data for the discretionary measures of the MTBF 20202022 as well as data on the Convergence Program;



The assessment of the total and capital costs of the European programs fully covered by
the revenues from the EU funds is based on information in table 2c of the Convergence
Program;



One-off measures for the projection period are not foreseen;



For the year 2019, the EC sets a real reference growth rate for Bulgaria at the rate of
2.7% of GDP, this level being also adopted for the projection period.



For calculation purposes, the EC guidelines for calculating the cost rule in the Vade
mecum on the Stability and Growth Pact, April 2019.

The graph provides information on compliance with the Expenditure Benchmark Rule for
the period 2012-2022. The rule is illustrated by the nominal indicators and in the MTBF 20102020 indicators are indicated in real terms, but this does not change the overall conclusions.
Graph. 8. Compliance with annual spending growth rule
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For 2012 and 2013, there is no precise information on the amount of revenue discretionary
measures. No further assessment related to one-off measures has been made.
For the period under review, we can note that the growth of expenditure for some
individual years exceeds the reference growth of potential GDP. The deviation is more significant
in 2014, but the assessment requires further analysis of the one-off costs associated with State
interference with the CCB. The rule was violated in 2017 and in 2019. In the forecast years
2020-2022 it is projected the rule will be complied with. It should be borne in mind that,
according to the requirements of the Stability and Growth Pact, countries which have achieved
and exceeded their medium-term budgetary objective have not been monitored to what extent
they have respected the Expenditure Benchmark Rule. However, the Fiscal Council considers
that compliance with the Expenditure Benchmark Rule is an important condition for
achieving long-term stability with respect to fiscal targets.
It should also be borne in mind that the Expenditure Benchmark Rule is influenced by
both the adjusted capital expenditure and the amount of European expenditure covered by EU
revenue which is excluded from its calculation. From this point of view, the quality of their
planning is very important.
An important condition is also the qualitative definition of discretionary revenue
measures, as the total cost is adjusted by their calculation method. The precise and accurate
calculation of the effects of discretionary measures can have a significant impact on the accuracy
of the index and compliance.

2.2.4. Debt Rule and debt policy
The fiscal rule for limiting the share of the consolidated debt of the General Government
sector is stipulated in Art. 29 of the PFA according to which the nominal amount of the general
government consolidated debt at the end of each year may not exceed 60 per cent of gross
domestic product. This rule is also one of the main requirements of the Stability and Growth
Pact.
Consolidated debt is tracked only for the General Government sector, although in the PFA
there are rules and limitations also for the debt of social security funds and the municipal debt.
The share of consolidated debt in General Government Sector is gradually decreasing after
2016 and has reached 23% in GDP in 2018.
This trend is projected to continue and at the end of the period (2022) to reach 17% of
GDP as it was in 2012 before the drastic increase of debt.
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Graph. 9. GG Consolidated Debt (% of GDP)

Source: Calculations of the FC; Data: MF

At the end of 2018 consolidated debt declined compared to the previous year and reached
BGN 24.4 billion. Expectations are for repayment of maturity liabilities without assuming a new
debt. In the current year the debt is expected to decrease to BGN 23,898 million, and by 2022
should reach BGN 23 113 million. As seen in absolute terms, the decrease is not significant,
but due to GDP growth in relative terms, the decline is more tangible.
In 2020-2021, the expiry of the repayment deadline for six government securities issues
and the nominal value of the consolidated debt must decrease to BGN 23.1 billion in nominal
value, or about 17% of GDP. The average maturity of the debt for the period varies between 5.7
and 7.1 years and the most significant debt being the 5 to 10 year maturity. (45%).
Currently, there is no serious risk of breaching the fiscal debt rule of the sector. The
share of consolidated debt in GDP is significantly below 60%. Bulgaria is defined as a low risk
country in terms of medium-term fiscal stability risks associated with government debt. An
essential condition for managing the risks to long-term fiscal stability is to monitor fiscal
sustainability indicators and to monitor debt dynamics.
The foreign currency and interest rate structure of government debt does not imply
currency risk or interest rate risk.
Preference is maintained on the fixed interest rate obligations. Interest costs over the
entire period remain at levels below 1% of GDP. Structurally, the central government sub-sector
debt occupies 97% and has the most significant impact on debt dynamics. A major share of
central government debt accounted for 58.8% of the bonds issued to the ICM. Current conditions
of the debt market, incl. high liquidity and low interest rates imply a favorable environment for
refinancing debt obligations, if necessary.
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In order to maintain fiscal stability, it is also important to monitor the contingent liabilities
with potential impact on the general government sector. Contingent liabilities include: liabilities
arising from the activities of public companies, guaranteed debt of the SS sector, non-performing
loans and liabilities related to PPPs. The level of contingent liabilities of state-controlled
enterprises is highest, classified outside the SG sector (total 10.4% or BGN 10.5 billion).
Percentage, at the end of 2018, contingent liabilities account for 21.6% of GDP. Compared to
the EU average debt level - 39.12%, the indicator reported in Bulgaria is defined as low
risk. Nonetheless, continuous monitoring of state-owned enterprises contributes to managing
and controlling future fiscal risks.
Guaranteed debt in General Government Sector as at the end of 2018 is around BGN 178.1
million or 0.2% of GDP. According to forecast data, the debt will increase to 340 million, but will
remain around 0.2% of projected GDP growth (while preserving the expectations of a positive
economic growth dynamics). The projected increase is related to the launch of the project
"Interconnection Gas Connection Greece - Bulgaria".
According to data from the European Commission2, the risks to fiscal sustainability in
Bulgaria are low, both in the short and the medium term. The allegation is supported on the
basis of S1 Sustainability Determination and Debt Sustainability Analysis (DSA) calculations.

2.3.

Analysis of government revenue

The precise forecasting of tax revenue is critical to ensure the objective of a balanced
budget and/or a limited need for deficit financing. The forecast should be based on the real
potential for tax collection in the previous year and should follow the macroeconomic
development of the economic environment. The aim is to have maximum comparability between
the macroeconomic forecast and the estimated revenue, thus giving a quantitative dimension to
the risks for the collection of revenues over the year.
The tax policy of the Republic of Bulgaria is oriented towards securing macroeconomic
and fiscal stability in the medium and long term as well. It also aims to secure the necessary
financial resources for the implementation of the fiscal policy of the government while being
predictable in order to promote investment activity by maintaining low tax rates. There are a
number of administrative reliefs that improve the business environment. Over the past ten years
there has been no change in the revenue structure.

2European

Commission, Fiscal Sustainability Report 2018, January 2019
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Graph. 10 Structure of Revenues

Source: Calculations of the FC; Data: MF

Despite growth in nominal value, as a share of GDP, revenue declined to 36,7% in 2018
and to 36% in the end of the projected period. The revenue from taxes and social securities in
the period 2020-2022 is expected to maintain levels from 29.9% to 28.3% of GDP which are
close to the usual values for the current tax system.
Graph. 11 Revenue from tax and social securities by aggregates (% of GDP)
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According to the forecast, the total Consolidated Fiscal Program revenues will reach BGN
43.86 billion in 2019 and tax-insurance revenues will reach BGN 34.55 billion. The data for 2019
are not revised according to the Updated Medium Term Budget Forecast 2019-2021, but the
amendments in 2019 are most significant. Total revenues and aid increase by 10.6% in nominal
terms compared to 2018, while in the forecast period 2020-2022, the average annual increase is
4-5%. Tax revenues also grow at a declining rate - from 7.2% in 2019 to 5.1% in 2022. The
increase in non-tax revenues and allowances is significant only in 2019 (over 25%). From 2019
on divergent variations are envisaged in small margins.

Graph. 12. Changes in revenues by types of taxes, billions BGN
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A positive effect on the insurance income is expected from the increase of the minimum wage
to BGN 610 in 2020 (increase of the base by 8.9%) and to BGN 650 in 2021 (increase of the base by
6.6%). A positive effect on revenue will also be achieved with respect to personal income tax, but to
a certain extent it will have a negative impact on income from taxes on profit. Revenues from
personal income tax and social security contributions are increasing also under the impact of both
the number of employees and the compensation of employees. The effect of the increase of the
remuneration of the pedagogical staff and of the minimum social security income by economic
activity is also positive.
Estimated VAT revenues for 2020 amount to BGN 11 570 million, admitting a positive effect of
increased consumption, exports and imports. The risks in this regard are related to a possible
overestimation of consumption. The growing importance of investment for the growth will have a
negative effect on revenue from indirect taxes which are related to consumption.
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A serious problem in Bulgaria remains the collection of VAT, which is the main source of
budget revenues. Various measures have been undertaken and the collection rate is expected to
increase. At the end of the projection period, VAT revenues are expected to exceed BGN 13 billion.
As regards the taxes under the Law on Corporate Income Tax, it is envisaged to maintain the
10% rate for the entire period as well as the amount of the advance payments. For 2020, revenues of
nearly BGN 3 billion are projected, with a minimum growth of slightly over 6% on an annual basis,
reaching 3.4 billion at the end of the projection period.
The increase in budget revenues is mainly due to discretionary government measures and, to a
minimum, the increase in tax collection. Despite the positive effect of discretionary measures on
nominal revenue, their share of GDP is decreasing. According to Fiscal council, there is some
discrepancy between the forecast for revenue dynamics and expectations of the macroeconomic
development. Nominal tax revenue growth is underestimated in terms of expected GDP growth.

Graph. 13 Changes in tax collection
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The information available in the Medium term Budget forecast suggests that the government
relies heavily on the development of consumption as a source of revenue for the budget. At the same
time, expectations are its contribution to growth to lag behind investment. In addition, indirect
consumption taxes are characterized by a high rate of tax avoidance. In the Services sector, there is
also a negative effect of undeclared income, which affects both the income from personal income tax
and the social security contributions. These areas are of key importance to enhancing tax collection.
The revenue outturn in the Medium term Budget Forecast 2020-2022 is in line with the
macroeconomic assumptions outlined in the forecast. The Fiscal Council confirms its position that the
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current tax and social security system and structure in Bulgaria corresponds appropriately to the
objectives of economic growth and higher employment.

2.4.

Analysis of government expenditure

An assessment of the expenditure part of the MTBF 2019-2021 is based on the economic cost
structure, the analysis of the deviations between the planned and the reported level,
assessments of the cost-effectiveness of the results achieved by the systems and the quality of
the policy description.
As regards the macroeconomic parameters of the expenditure section, there is a consistency in
the policy followed and the already stated intentions. The budget reallocates about 33-39% of
GDP. The rule of government size is compliant and the public expenditures are below 40% of
GDP.
Graph. 14 Expenditure Structure by economic elements (% of GDP)
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From 2017 until the current year public spending has increased its share in GDP, but the
forecast predicts a reversal of the trend. The expenditure planned in the Consolidated Fiscal
Program continue to increase in nominal terms every year, but in terms of GDP their growth
over the projection period shows a downward trend in relative share - from 38% in 2019 to
36% in 2022. After the planned increase of over BGN 5 billion in 2019, the increase for the next
three years will be in the range of BGN 1.3-2.3 billion, which makes an increase by 3-4%. At the
end of the period, the cost will reach nearly BGN 50 billion.
The Fiscal Council assesses positively the downward trend in the share of government
expenditure according to the economic cycle.
The analysis of the deviations between planned and reported MTBF implementation
confirms the findings of traditionally good macro-level budget management. Overall, the
fiscal framework adheres to the fiscal targets set. The average nominal deviation for the
period 2010-2018 was 3%, while the average deviation calculated by the share of expenditure to
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GDP was significantly higher - 8%. This difference is understandable and is a consequence of the
traditional approach of nominal targeting of government expenditures rather than determining
the real size.
The average size of the deviation of current expenses is -0.4%, ranging from
underperformance by 4,1% in 2010 and over-performance by 2.8% in 2018, while the capital
expenditure deviation is 14.8%, with variations being huge - from underperformance by 40% in
2017 to over-performance by 32% in 2015. In the last 10 years, over-performance of capital
expenditures was observed only in 2015 which was the last year for arranging payments under
the operational programs from the 2007-2013 programming period. Over the rest of the year
there has been a failure, but the most significant has been in the last 3 years. According to the
Fiscal Council, this is an indicator of the need to improve the process of capital expenditure
planning.
In the current budgetary practice, the efficiency and quality of expenditure at sectoral
level is not guaranteed. A positive example is the project between the MoF and the World Bank
to conduct a review of public spending in certain sectors and municipalities. We encourage such
reviews, drawing on the experience of the international financial institution.
Incorporating more information in the presentation of spending policies, both fiscal
measures and key performance indicators, will allow the tracking of policy progress and
will contribute to the more effective and efficient public spending management. The indepth review of the cost structure can give an answer to the question at which expense the
planned fiscal consolidation will be in the next three years.

Graph. 15. Expenditure by functions 2007-2021 (% of GDP)
40,0%
4,6% 5,9%

5,9% 5,7% 5,5% 7,1% 6,3% 6,0% 6,0%
3,0%
4,7%
4,3%
3,5%
2,3%
2,1%
2,6% 2,3% 2,2% 2,1% 1,9% 1,9% 1,8%
1,8% 1,7%
4,5%

4,6%

20,0%

12,8%

12,0% 12,3%

13,4% 13,6% 13,2% 12,6% 12,2% 12,1% 12,1% 12,0% 11,8% 11,5%

4,0% 4,0% 4,0% 4,3% 4,8% 4,5% 4,2% 4,2% 4,4% 4,6% 4,6% 4,5% 4,4%
3,6% 3,3% 3,4% 3,8% 3,9% 3,5% 3,3% 3,3% 3,6% 3,6% 3,8% 3,9% 3,7%
4,3% 3,5% 3,4% 3,8% 3,9% 3,7% 3,6% 4,1% 4,1% 4,3% 4,1% 3,9% 3,8%

0,0%
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
IХ. РАЗХОДИ НЕКЛАСИФИЦИРАНИ В ДРУГИТЕ ФУНКЦИИ
VIII. ИКОНОМИЧЕСКИ ДЕЙНОСТИ И УСЛУГИ
VII. ПОЧИВНО ДЕЛО, КУЛТУРА, РЕЛИГИОЗНИ ДЕЙНОСТИ
VІ. ЖИЛ. СТР-ВО, БКС И ООС
V. СО, ПОДПОМАГАНЕ И ГРИЖИ

Source: Calculations of the FC; Data: MF

25

It is expected that the relative share will decrease in almost all functions, except for
education costs. The expenditure structure shows that the largest decrease will be in the
function "Economic activities and services" (by 1.1 pp compared to the plan for 2019). The
relative share of the largest function in GDP – “Social Insurance, Assistance and Care” decreased
by 0.6 pp. to 11.5% in 2022. The expenditures in function “Defense and security” see a reduction
by 0.5 pp.
The budget has a structural cost problem in terms of the fact that the level of running costs
is relatively constant in recent years - 30-31% of GDP. The delay in the absorption of EU funds
further shifts forward the absorption profile and increases the financial burden on the budget in
the coming years.
Staff expenses, which represent 12% of the costs, will exceed BGN 10 billion in 2020. For
the past 10 years the staff expenses have doubled in nominal terms and their share in GDP has
been steadily rising since 2012 reaching 8,3% in 2020. Maintenance costs are within 4% of GDP
and expenditure for social assistance and care are about 15% of GDP.
Current costs are six times higher than capital costs, and this is one of the serious cost
structure problems. The capital costs are approximately 5% of GDP, and in 2019 are expected to
reach 5.7%
Graph. 16 Current and capital expenditure dynamic (% of GDP)
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According to the Fiscal Council, the holding of public investments at a constant level of
4.9% of GDP does not correspond thoroughly to the expectations for a more serious absorption
of EU operational programs at the end of the 2014-2022 programming period, as demonstrated
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by the experience of the first program In addition, expectations for growth in investment
(including public investment) are a major component of projected economic growth.
The key points in social policy for 2020-2022 are as follows:
1) An increase in the minimum wage is envisaged in 2020-2021 in order to reach BGN
650. In addition to that, an increase in salaries and wages for the budget sector
employees is being discussed, but a final decision on this issue will be taken at a
second stage of the budgetary procedure for 2020.
2) The pension age has been increased with 2 months for women and 1 month for men.
An update of the pensions according to the so-called "Swiss rule” is envisaged. Also, an
increase in the minimum pension in 2020-2022 is envisaged, as well as retaining the
maximum pension at the amount of BGN 1,200.
3) No changes are envisaged as regards the payment of cash benefits for temporary
incapacity and maternity.
It is admitted that some of the policies need to be reviewed in the second stage of the
budgetary procedure for 2020. They should be aligned with government priorities, with the
fiscal rules and objectives.

2.5.

Discretionary measures

Revenue measures planned on an accrual basis amount to a total of BGN 1 173,3 million
for the period 2020-2022 and are twice as small as the discretionary measures planned in the
UMTBF 2019-2021. This is because many of the discretionary measures were set for 2019 (an
increase in the maximum insurance income from BGN 2,600 to BGN 3,000, the change in the
Local Taxes and Fees Act about the vehicle tax, the increase in the excise duty on a heated
tobacco product, the Electricity System Security Fund), which is outside the forecast period, at
the same time for 2022 only 30 million BGN from insurance choices are provided.
The most significant measure of discretion is the introduction of a toll charge and an
electronic vignette with a total effect of BGN 557 million for the projection period (it has a
partial effect in 2019). Another BGN 308.8 million is additional revenue from the income tax and
social security contributions due to the change of the minimum wage, the minimum insurance
thresholds and the minimum insurable income. The remaining discretionary measures on taxes
and social security contributions are related to the increase of the salaries in the budgetary
sphere, with an expected impact on the revenues from the income tax and social security
contributions of BGN 222.6 million for the projection period.
In terms of costs, discretionary measures planned on an accrual basis amounted to BGN
2,939.1 million for the period 2020-2022 (compared to BGN 4,801.4 million in the UMTBF 20192022). The reason is that BGN 2 261 million will be lost for the year 2019 and the planned for
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2022 amount to BGN 555 million. The capital expenditures amount to BGN 933 million and are
for the acquisition of military equipment and aircraft. Planned BGN 557 million is the cost of
introducing the toll system, but absolutely the same amount is included as revenue discretionary
measures, which we think is a mistake or, if it is not, needs a more detailed representation of
exactly what revenue and / or costs are involved. The other costs are current and are related to
an increase in wage costs (wages, salaries of civil servants and teachers' salaries), some
retirement costs related to changes in the pension system, social benefits, as well as insurance
contributions after the increase in the minimum insurance thresholds.
Income is credited with income from income tax and social security contributions as a
result of wage increases in the budgetary sphere, and the cost is not reflected. Moreover, on page
59 of the MTBO 2020-2022 it is claimed that the wage increases in the budget sector are not
definitively decided and will become apparent at the next stage of the budgetary procedure. On
the other hand, there is a heading of "Increasing the teacher’s salaries" in the expenditure, and
no additional funds from the income tax and social security contributions are provided in the
revenues as a result of this increase.
The comparison of discretionary measures in the revenue and expenditure side shows
that the government is oriented to an expansive fiscal policy (new spending commitments
exceed 2.5 times the additional revenue measures). We have to warn about the risks of the
negative effects of such a policy on the level of inflation during the period of functioning
of the economy above its potential.

2.6.

European funds and programs for the period 2020-2022

Between 2020 and 2020, European funds will have greater impact on public
finances. At the end of 2018 the average implementation of EU programs (by index „actually
paid funds“) is approximately 28%.
It is expected that over the next three years a major part of the projects under OP
„Transport and Transport Infrastructure 2014-2020“, under OP "Environment" as well as the
urban projects under OP "Regions in Growth" will be implemented. A major challenge for the
country is by the end of 2020 to reach the thresholds under the automatic decommitment
conditions (so-called rule N + 3). It is planned that the expenditure of the National Fund - an
account for EU funds for the period 2019-2022 will be in the range 1.9-2.2% of GDP. By shifting
the timetable for project implementation, the need for payment of these funds may be delayed.
Revenue from the national fund - an account for EU funds for the period 2019-2022 varies
between 1.1-1.3% of GDP. This dynamics is again in direct dependence on the timetable of
implementation of major European projects.
Changes in projected revenue and expenditure data may be due to a delay in the start of
projects due to prolonged appeal procedures, delay of certification and verification of costs by
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the Managing Authorities and the EC, imposition of substantial financial corrections to the
beneficiaries, problems with the provision of own participation, etc. The forecast has taken into
account that up to 10% of the amount of certified expenditure in the previous accounting year is
expected to be recovered by the EC with an annual clearance of funds and deadlines for
submitting payment applications. Also, the government is ready to provide interest-free loans
from the Treasury Department (DDS 6) and options for debt financing from various financial
institutions such as the Bulgarian Development Bank, for example.
The problems associated with appealing some of the procedures for major European
infrastructure projects delay the implementation of capital expenditure and postpone them over
time. In view of the continuation of the N + 3` rule, actual payments and corresponding
reimbursements to the budget are likely to be concentrated in 2020-2021. This, in turn, should
lead to an increase in capital spending and have a significant impact on the size of the budget
balance, which has not found such a reflection in the numerical data in the forecast.
Due to its specificity, such as the structuring of the program and the method of payment,
the projects under the State Fund "Agriculture" are reported separately. Total, expected
revenues and proceeds for the period 2020-2022 amount to BGN 7,784.4 million. Expenditure
and payments expected for the same period amounted to BGN 4081.4 million. Additional
impacts on public finances include the common agricultural policy, fisheries policy, other
accounts for EU funds and funds under international programs and contracts.
According to projected data, the contribution to the EU's general budget for 2020-2022.
should increase and reach BGN 1 672.7 million in 2022.
Graph 18 Contribution to the general budget of the EU 2014-2022
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The risks of increasing Bulgaria's contribution to the EU budget are related to the
occurrence of additional or unpredictable needs in the EU budget, implementation of spending
policies, change in the amount of other EU revenues, change in the amount of traditional own
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resources collected from all member states and others. Negotiations on UK withdrawal may also
be a prerequisite for changing contributions from other Member States.
The forecast is expected to be revised in the light of the changes to the own resources
legislation based on the proposed own resources legislative package and the new Multiannual
Financial Framework, which determines the amount of spending in the EU budget. The results of
the European elections in May 2019 will also have a significant impact on the Union's policies.
The revenue side of the municipalities envisages an increase of BGN 140 million by the
CFP for 2020 compared to the estimates of the CFP for 2019. An increase of BGN 100.9 million is
envisaged for 2021 and for 2022, with BGN 106.4 million.
Growth is based on an increase in revenue from property taxes, revenue and property
income and local fees. According to data published by the MoF as at 31.12.2018, the average
collection rate of property tax and motor vehicle tax is 71.4%.
The level of local tax revenue can be increased by introducing measures to improve
collection and increase tax effort. Impact on raising local taxes will also be in the direction of
changes to the Local Taxes and Fees Act, which aim optimization of municipal revenues.
In the period 2020 – 2022, the work under amendment to the methodology for the
determination of municipal waste fee continues. Some municipalities change to the tax base
(from tax assessment to value of waste, for example). This leads to a change in the collection rate
and the amount of household waste tax. At the end of the period, the change in methodology will
affect the sum of total non-tax revenue of local authorities.
Regarding the state transfers to local authorities an increase is envisaged as follows: 2019
- by 450.6 million BGN, 2021 - BGN 375.5 million, 2022 - without change. However, a major
increase is foreseen in the part of the general grant for state delegated activities, which in turn
does not contribute to raising the level of fiscal autonomy of the municipalities.
In the CFP estimates for 2020, an increase of the expenditures of the municipal budgets is
foreseen by BGN 553.2 million compared to 2019. An increase of BGN 539.7 million is envisaged
for 2021 compared to 2020. The 2022 municipal expenditure forecast is at the level of 2021. On
the basis of the estimates presented, there is a more significant increase in the expenditures for
state delegated activities.
According to the latest data for municipal finances published by the Ministry of Finance
(March 2019), as at 31.12.2018, the average revenue share of the total revenues for the country
decreased to 36.65% compared to 38.39% at the end of 2017, there is no change regarding the
strong dependence of the municipalities on state transfers. Based on the assumptions and
forecasts for the period 2020-2022, there are no foreseen measures to raise the level of fiscal
decentralization of the Bulgarian municipalities.
In order to maintain financial discipline at the local level, quarterly analyzes are carried
out and data on the financial status of municipalities and municipalities in the financial recovery
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procedure is published. Assessments for financial independence, financial sustainability and
effectiveness indicators, compliance with fiscal rules, monitoring of the level of municipal budget
spending obligations, expenditure commitments, debt level and annual debt costs, budget
balance, etc. are prepared.
In connection with continuous monitoring of the local government sector and in order to
maintain good fiscal discipline, the Ministry of Finance follows a procedure for identifying
municipalities with financial difficulties and introduces actions for their rescue, if necessary.
According to the recent data published by the Ministry of Finance, the increase in the
number of municipalities in financial difficulty is reported. The municipalities meeting the
criteria for classification in the negative group are 17, compare with 13 or 4.9% of all
municipalities at the end of 2018.
There are municipalities that are permanently listed in the list - Septemvri, Pernik and
Stambolovo. All three municipalities have received interest-free loans for financial
rehabilitation, but have not yet reported a significant improvement in their financial status.
The municipal debt as at 31.12.2018 is in total amount of BGN 1 396 million or 1.3% of GDP.
Bulgaria remains one of the EU countries with the lowest level of local debt.

2.7.

Fiscal decentralization and local finance
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changes to the Local Taxes and Fees Act, which aim optimization of municipal revenues.
In the period 2020 – 2022, the work under amendment to the methodology for the
determination of municipal waste fee continues. Some municipalities change to the tax base
(from tax assessment to value of waste, for example). This leads to a change in the collection rate
and the amount of household waste tax. At the end of the period, the change in methodology will
affect the sum of total non-tax revenue of local authorities.
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increase is foreseen in the part of the general grant for state delegated activities, which in turn
does not contribute to raising the level of fiscal autonomy of the municipalities.
In the CFP estimates for 2020, an increase of the expenditures of the municipal budgets is
foreseen by BGN 553.2 million compared to 2019. An increase of BGN 539.7 million is envisaged
for 2021 compared to 2020. The 2022 municipal expenditure forecast is at the level of 2021. On
the basis of the estimates presented, there is a more significant increase in the expenditures for
state delegated activities.
According to the latest data for municipal finances published by the Ministry of Finance
(March 2019), as at 31.12.2018, the average revenue share of the total revenues for the country
decreased to 36.65% compared to 38.39% at the end of 2017, there is no change regarding the
strong dependence of the municipalities on state transfers. Based on the assumptions and
forecasts for the period 2020-2022, there are no foreseen measures to raise the level of fiscal
decentralization of the Bulgarian municipalities.
In order to maintain financial discipline at the local level, quarterly analyzes are carried
out and data on the financial status of municipalities and municipalities in the financial recovery
procedure is published. Assessments for financial independence, financial sustainability and
effectiveness indicators, compliance with fiscal rules, monitoring of the level of municipal budget
spending obligations, expenditure commitments, debt level and annual debt costs, budget
balance, etc. are prepared.
In connection with continuous monitoring of the local government sector and in order to
maintain good fiscal discipline, the Ministry of Finance follows a procedure for identifying
municipalities with financial difficulties and introduces actions for their rescue, if necessary.
According to the recent data published by the Ministry of Finance, the increase in the
number of municipalities in financial difficulty is reported. The municipalities meeting the
criteria for classification in the negative group are 17, compare with 13 or 4.9% of all
municipalities at the end of 2018.
There are municipalities that are permanently listed in the list - Septemvri, Pernik and
Stambolovo. All three municipalities have received interest-free loans for financial
rehabilitation, but have not yet reported a significant improvement in their financial status.
The municipal debt as at 31.12.2018 is in total amount of BGN 1 396 million or 1.3% of GDP.
Bulgaria remains one of the EU countries with the lowest level of local debt.
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2.8.

Recommendations

1. In the context of negative demographic trends and the lagging rate of labor
productivity versus income, there is an increased risk of "overheating" in the
labor market.
2. Additional aruments for the expected growth expectations should be provided
as the upcoming unfavorable economic cycle and international uncertainty is
likely to have a negative effect on both investment and exports. According to
the Fiscal Council, the forecast for economic growth is optimistic. For this
reason, we recommend that the government have an alternative scenario
where there is a significant decline in economic activity. In this case, it is
necessary to present the appropriate measures and buffers to meet the
unfavorable cycle.
3. The Fiscal Council approves the pledged trend of a slower increase in
government expenditure relative to GDP growth, which ultimately reduces
relative government intervention in the economy to 36% of GDP.
4. The Fiscal Council finds the trend that no budget deficits are foreseen in the
three-year forecast period as positive, but believes that it would be reasonable
to plan surpluses, which would allow buffers against possible economic shocks
instead of a neutral fiscal policy zero balances.
5. The Fiscal Council recommends that the change in the deviation from potential
GDP should be carefully monitored and that the fiscal position should be
counter-cyclical or, at worst, neutral.
6. The Fiscal Council supports the Government's intentions not to increase the tax
burden and maintain low-tax policy and a broad tax base. Reserves for fiscal
consolidation through revenue should be sought for measures to increase tax
collection.
7. The risks for revenues are related to potential overestimation of consumption.
The growing importance of investment for growth will have a negative impact
on revenue from indirect taxes that are related to consumption. To some
extent, revenue expectations appear to be underestimated against the
background of the projected economic development.
8. The Fiscal Council assesses positively the downward trend in the share of
government expenditure according to the economic cycle.
9. The large deviations between the planned and reported capital cost figures
justify the Fiscal Council to recommend that measures should be taken in
relation to more accurate capital program planning.
10. Over the period is envisaged a reduction in consolidated debt and the opening
of additional fiscal space to attract new capital at still low prices. The
intentions of reducing the debt burden as a share of GDP are also supported by
the Fiscal Council.
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11. Expenditure and corresponding payments for the European programs for
2020-2021 are expected to be postponed. This will lead to an increase in
capital public revenues and expenditures and a correspondingly strong impact
on the budget balance. While entering the unfavorable phase of an economic
cycle, European funds can be a useful tool to mitigate negative consequences.
12. The municipal sector does not pose a significant risk to public finances, but the
forecast testifies that the process of fiscal decentralization continues to be
frozen.

Conclusion
The Fiscal Council considers that the proposed forecasts fully reflect the conditions
in the international context and the socio-economic situation in Bulgaria. It contributes to
increasing the sustainability of public finances. The Fiscal Council expresses its positive
opinion on the spring macroeconomic forecast and the draft of the Mid-term Budgetary
Forecast for 2020-2022.

CHAIRMAN OF THE FISCAL COUNCIL OF BULGARIA:
PROF. BORIS GROZDANOV, PHD
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