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INTRODUCTION 

 
This Opinion was prepared in pursuance of the provisions of Art. 6 of the Law on 

Fiscal Council and Automatic Corrective Mechanisms, which requires the Fiscal Council 

of Bulgaria to monitor compliance with the numerical fiscal rules and to prepare a 

reasoned opinion and recommendations on the medium-term budget forecast, as well as 

other strategic documents of the Council of Ministers related to compliance of the fiscal 

rules. 

The draft mid-term budget forecast for the period 2020-2022 was published by the 

Ministry of Finance on 25.10.2019. Within 28 October 2019 or within one working day, 

the Fiscal Council prepared its opinion on the basis of publicly available documents from 

the Ministry of Finance website. 

Fiscal surveillance activity involves the analysis and evaluation of key budget 

documents and forecasts prepared by the Ministry of Finance and the motivation of 

certain corrective actions as needed. The Law on Fiscal Council and Automatic 

Corrective Mechanisms also requires that the Fiscal Council's activities be based on the 

principles of independence, publicity, objectivity and transparency. 

In fulfilment of its duties, the Fiscal Council has prepared this Opinion, which 

includes analysis and evaluation of the economic prospects for the period 2020-2022, 

the objectives and main parameters of fiscal policy (including compliance with fiscal 

rules), revenue and expenditure policies according to the Updated mid-term budget 

forecast for the period 2020-2022, the main fiscal parameters set out in the draft Law on 

the General Government Budget for 2020. For their implementation information was 

used by the MF, NSI, BNB, analyses of international organizations (EC, OECD, IMF, WB), 

own estimates, etc. 

In addition to fulfilling its legal obligations, the Fiscal Council, through this Opinion, 

aims to contribute to broadening the scope of fiscal information and budgetary analysis. 

Sharing information, analysis and ideas can help authorities make effective decisions 

that affect the economy and the economic cycle. The debate over government decisions 

and broad fiscal consensus contributes to sustainability and long-term stability in 

government. 



 

 

I. Assessment of the macroeconomic framework 

 
The assessment of the macroeconomic framework is a mandatory element of the 

fiscal monitoring carried out by the Fiscal Council in accordance with Art. 6, para. 1, item 

2 of the Law on Fiscal Council and automatic corrective mechanisms. The high 

importance of the macroeconomic forecast is assumed by its key role in forecasting all 

fiscal indicators. Its accuracy is critical to forecasting budget parameters. 

 
At this stage, the Fiscal Council does not make its own macroeconomic forecast. 

The analysis is based on a review of the structure, sectorial links and comparison of the 

official macroeconomic framework with the forecasts and data of some national 

(Bulgarian National Bank, National Statistical Institute) and internationally recognized 

organizations (Organization for Economic Cooperation and Development, International 

Monetary Fund, the European Commission, the World Bank, etc.), aiming to find the 

differences, if any. Due to the different timing of the forecasts being published, the 

analysed periods do not usually coincide completely. Deviations from the spring 

macroeconomic forecast are also examined. 

 
The macroeconomic forecast includes data on the international environment (real 

world and European economic growth; US dollar/Euro exchange rate; US dollar price 

per barrel of oil and price of energy raw materials), estimates of GDP and its 

components, labour market and prices, balance of payments and monetary sector. The 

spring and autumn macroeconomic forecasts are compared to seek 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 changes in 

the expectations and estimates for the development of the main economic indicators. In 

some cases, changes may be due to occurring risk events. 

 

1. Comparability of the analysed data 

 
The budget procedure for 2020 was approved on the basis of Art. 67 of the Law on 

Public Finances by Decision No. 52 of the Council of Ministers of 31.12.2019. In item 

2.2.8. of Decision No 52 is foreseen the autumn macroeconomic forecast to be published 

by 04.10.2019 on the website of the Ministry of Finance. It is published on the website of 

the Ministry of Finance on 21.10.2019. 

The text of the autumn macroeconomic forecast explicitly mentions (p. 11) that 

statistics released before 24.09.2019 were used. On this basis, the Fiscal Council 

assumes that in the autumn macroeconomic forecast published on 21.10.2019 the 

updated data for Key Indicators of Bulgaria, announced by the NSI on 04.10.2019 is not 



 

 

taken into account. At the same time, it is clarified in the forecast text (p. 3) that on 

17.10.2019 the NSI published revised GDP data for the period from 1995 to Q2 2019 due 

to changes in methodology on the recommendation of Eurostat. It appears that the 

revised data of 17.10.2019 was taken into account in the forecast, despite the explicit 

clarification that data disclosed by 24.09.2019 were used. 

It should be noted that the data update is not negligible. For example, in 2017, 

there is a downward revision of real growth from 3.8% to 3.5%.On one hand, it is due to 

a change in the base and, on the other, to a change in the structure (decrease in 

consumption). 

The values at INFOSTAT have been updated but on the NSI website there is a lack 

of detailed information on the audit carried out, its scope and methodology.  For 

this reason, the Fiscal Council does not have detailed information on the revised data. 

Probably the information about the Key Indicators of Bulgaria, published by the NSI on 

04.10.2019, did not reflect the revision in question. From this point of view, it is hardly 

envisaged in the macroeconomic models of international organizations, and accordingly 

it is not taken into account in their current forecasts for the development of the 

Bulgarian economy. 

A basic principle in data analysis is its comparability with respect to the timing, 

content and methodology of their calculation. Having in mind the lack of sufficient 

information on the methodology and scope of the audit, as well as on short deadlines 

since its implementation, the Fiscal Council considers that this principle is to some 

extent breached - both in terms of comparability with international organizations and at 

comparison with the spring macroeconomic forecast. These circumstances presuppose 

that there are inconsistencies in the opinion, which are also observed in the autumn 

macroeconomic forecast (for example, the discrepancy discussed above regarding the 

dates of updated data used). However, benchmarking in the two projections is essential 

for the change in fiscal indicators. That is why the Fiscal Council does the traditional 

comparative analysis between them. 

2. Analysis of macroeconomic indicators 

 
According to the October revision, the nominal value of GDP for 2018 is BGN 1.8 

billion higher, reaching BGN 109.7 billion. Despite a nominal increase of 1.7%, real 

growth remains at 3.1%. To a certain extent, this phenomenon is due to the change in 

the reported nominal GDP in 2017 - from BGN 101 billion before the revision to BGN 

102.3 billion after (ie an increase of 1.3% on the basis). The increase is also due to a 

structural change - higher exports and investment and lower consumption. 

There is a significant discrepancy in the estimates for real growth in the first half of 

2019 of the NSI and the Ministry of Finance. The autumn macroeconomic forecast cited 

an average value of 4.1% (against 3.5% in the second quarter), while in the NSI 

publication of 04.10.2019 both the first and the second quarter indicated a growth of 3.5 



 

 

%.Similar is the European Commission's estimate for real growth of 3.5% in the first 

quarter, published in July in the European Economic Outlook for July. The Ministry of 

Finance's expectations for real growth remain at 3.4% for 2019, which is significantly 

lower than the 3.7% forecast published in the BNB Economic Review (current as of 

24.06.2019) and the October Macroeconomic Survey of the International Monetary 

Fund. However, given the NSI's data, the Ministry of Finance's expectations of a delay in 

the second half of the year, and risks to exports due to adverse international conditions, 

the Fiscal Council considers that the forecast for 3.4% real growth in 2019 is rather 

optimistic. For example, the European Commission estimates 3.3% in July (before the 

weaker summer tourist season is accounted for). 

The Ministry of Finance has not revised its estimates for real growth in any of 

the four years (2019-2022), therefore, it is not necessary to provide a comparative 

table with changes in the forecast data. This is unusual both in view of the significant 

changes in the structure of GDP as a result of the revision discussed above and in the 

context of lower global projections. The unchanged expectations for real growth 

appear optimistic given the general trend in international institutions that have 

lowered their projections internationally. The relatively small and open Bulgarian 

economy is unlikely to be influenced by global trends, especially in terms of exports. 

The spring macroeconomic forecast expects the Bulgarian economy to lag 

minimally behind the global economy. However, due to the low forecasts for the second 

one and the lack of revisions to Bulgaria, the autumn macroeconomic forecast provides 

advanced growth of the Bulgarian economy ahead of the world one in 2019 

(Graph.1.), that also seems optimistic. For similar reasons, the European economy is also 

increasing its lead. In case the projections turn out to be realistic, such circumstances 

would significantly speed up the convergence process.  
 

Graph.1.Expected Economic Growth 2019-2022 

 
Source: FC according to MF data 
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The autumn macroeconomic forecast envisages a fall in the USD/EUR exchange 

rate, with expectations revised from USD 1.13/EUR for the entire period in the spring 

forecast to USD 1.12/EUR for 2019 and USD 1.10/EUR for the remainder of the period 

up to 2022 in the autumn forecast. For 2019, there is a minimal increase in the price of 

Brent crude oil compared to the spring forecast. For the rest of the period the trend is 

opposite and expectations are revised downwards by about 7%. However, it will be 

offset to some extent by the stronger dollar. 

After consumption expectations fell by 2 p.p. to 4.8% in the spring forecast, in the 

autumn they are significantly increased - up to 5.7%. Private consumption is expected to 

be a major motor of growth, with public consumption contributing significantly to GDP 

growth. Expectations for the remainder of the forecast period are also significantly 

higher (Graph.2, Тable1). 

 

Graph.2.Consumption expectations in the spring and autumn forecast 2019-2022 

 
Source: FC according to MF data 
 

 
Table1.Spring and autumn 2019 consumption forecasts 

 
Year 

Real GDP growth Deviation 

Spring 
Forecast 

Autumn 
Forecast 

Absolute 
value (p.p.) 

Relative 
Value (%) 

2019 4.6% 5.7% 1.1 23.9% 

2020 4.0% 5.2% 1.2 30.0% 

2021 3.6% 4.5% 0.9 25.0% 

2022 3.5% 3.7% 0.2 5.7% 

Source: FC according to MF data 

 
 

The contribution of the increase in public sector employment compensation to 
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revised. In its opinion on the spring forecast, the Fiscal Council expressed doubts 

about the accuracy of the forecast, insofar as the figures appeared to be 

overstated.  The autumn forecast shows a significant decline (Graph.3., Тable.2.) up to 

1.9% (against 9.9% in the spring forecast). An unfavourable external environment is 

indicated as a prerequisite, which will certainly affect the investment intentions. 

However, the deviation is likely due in part to the methodology mentioned above. 

It is noteworthy that in the previous analysed periods, in case of failure to meet the 

investment expectations, they were postponed to the next year. However, this autumn 

macroeconomic forecast does not show such a trend, despite the significant decline. In 

the Council's view, such a deviation should be substantiated in detail. 

Graph.3.Consumption Expectations in Spring and Autumn Macroeconomic Forecasts 2019-2022 

 
 

Source: FC according to MF data 

 
Table2.Spring and autumn forecast for gross fixed capital formation 2019-2022 

 
Year 

Gross. of fixed capital Deviation 

Spring 
Forecast 

Autumn 
Forecast 

Absolute 
value (p.p.) 

Relative 
Value (%) 

2019 9.9% 1.9% -8.0 -80.8% 

2020 5.0% 3.9% -1.1 -22.0% 

2021 6.3% 3.7% -2.6 -41.3% 

2022 6.8% 5.8% -1.0 -14.7% 

Source: FC according to MF data 
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phenomenon, especially given the recovery of imports. The effect of these trends is 

observed with respect to the expected negative contribution of net exports by the end of 

the forecast period. Export prospects are not positive due to adverse circumstances 

and international uncertainty. The effect of the trend in net exports is projected to fall 

in the current account surplus to 2.5% of GDP at the end of the period considered. 

Expectations for changes in exports and imports are in line with expectations for 

the development of the external environment. 

The unemployment forecast for 2019 has been revised downwards by 2 p.p. to 

4.4%, however, expectations were revised by the end of the review period, so it is not 

necessary to provide a comparative table with changes in the forecast data. They are in 

the direction of further reduction to 4% at the end of the forecast period. Restricted 

labour supply due to declining working-age population is a prerequisite for slowing 

down in unemployment. The narrowed potential for growth of the economically active 

population is also a problem in the labour market. Efforts should be directed towards 

upgrading skills that will improve quality and, consequently, labour efficiency. 

This approach would be more successful than seeking a quantitative solution. 

Expectations for growth compensation in hiring have been raised compared to the 

spring forecast, but its slowdown is confirmed in the coming years. It is mainly due to 

the increase in the minimum wage and the increase in public sector wages and 

especially in education. The increase in the compensation of employees corresponds to 

the expectations for growth in consumption. Given that about half of those in 

employment receive incomes close to the minimum wage, it is likely that a sustained 

upward trend over the past few years will have a negative effect on small businesses due 

to the significant increase in labour costs. 

Although growth in nominal unit labour costs is expected to slow down gradually, 

it should be emphasized that labour productivity still lags far behind the increase in 

employee compensation. Keeping this trend in the long run reduces the 

competitiveness of the Bulgarian economy. Labour market conditions signal a risk of 

overheating, which should be addressed in a more in-depth and comprehensive analysis. 

Inflation recorded in the first eight months of 2019 is higher than projected. This 

effect was offset to some extent by lower expectations for other years during the 

period. Despite the lack of up-to-date information on plans for Bulgaria's accession to 

the euro area, it should be borne in mind that price stability is a risk factor for the 

country in terms of compliance with the convergence criterion. Prices of services and 

food products are the main contributors to inflationary processes. However, their 

growth is expected to slow down their pace as well as limit the impact of international 

commodity prices. Revisions to inflation expectations over the spring forecast are 

presented in Graph.4 и Table 3. 

 

 

 



 

 

Graph.4.Inflation Expectations in Spring and Autumn Macroeconomic Forecasts 2019-2022 

 

 
Table3.Spring and fall inflation forecasts for 2019-2022 

 
Year 

Average annual inflation Deviation 

Spring 
Forecast 

Autumn 
Forecast 

Absolute 
value (p.p.) 

Relative 
Value (%) 

2019 1.8% 2.5% 0.7 38.9% 

2020 2.5% 2.1% -0.4 -16.0% 

2021 2.3% 2.2% -0.1 -4.3% 

2022 2.2% 2.1% -0.1 -4.4% 
Source: FC according to MF data 

 
In the monetary sector, both loans and deposits are projected to increase over the 

forecast period. Private sector debt growth slows down by August. However, it is 

expected to reach 8.3% at the end of the forecast period at 5.9% in 2019. The trend is 

opposite for households, with a slowdown to 8.2% at the end of the period, compared to 

9.8% in 2019. . Positive developments include the decline in bad and restructured 

loans, as well as improved bank balances. Although stress tests conducted by the ECB 

have identified some problems with specific banks, steps have been taken to address 

them. Despite warnings issued by the BNB in the previous year, there has been an 

increase in home loans, with a forecast that it will continue. However, a slowdown in 

housing prices is expected, which to some extent minimizes the risk in this sector. 

The assessment of macroeconomic risks in the autumn forecast has not been 

deepened, despite the growing global uncertainty. The effects of the volatile 

geopolitical environment and the increasing number of protectionist measures are 

already being taken into account. The main risk to Bulgaria is the declining rate of 

exports and private investment. China's economy is declining, affecting Bulgaria 

indirectly through our common trading partners. GDP decline in Turkey is lower than 
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expected, but the country is still at risk of recession. The Turkish lira is kept low and the 

effect of our neighbour’s military action in Syria is unclear, but has already led to 

warnings from the US. There remains also the risk of Brexit without an agreement and 

the general uncertainty over the UK's exit from the EU, which has been going on too long 

and implies a possible political crisis. There is no information as to whether the 

forecast has taken into account the possible consequences of a US-EU trade war, as 

indicated. The uncertainty and intensity of increasing political, trade and financial risks 

globally are an indicator of a slowdown in global economic growth. 

 
 

II. Assessment of the fiscal framework 

2.1. Assessment of the fiscal position for the period 2020-2022 13 
 

The assessment of the fiscal position is obligatory in the analysis of the fiscal 

situation in the country and serves as a basis for deciding on the direction and impact of 

the fiscal policy of the government depending on the economic cycle. Stabilizing fiscal 

policy implies adapting to the economic cycle phase and taking measures aimed at 

smoothing out fluctuations in economic development (countercyclical fiscal policy). 

The fiscal position is assessed in the light of the change in the structural balance of 

the economy relative to its potential. The change in the structural balance, in turn, 

indicates the direction of government policy movement, insofar as the structural balance 

is that part of the general budget balance that reflects government discretion. The 

change in the structural balance, in turn, indicates the direction of government policy 

movement, insofar as the structural balance is that part of the general budget balance 

that reflects government discretion. 
 

Graph.5.Structural budget balance 

 
Source: FC according to MF data 
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This section assesses the fiscal position, without dwelling on (1) the 

macroeconomic development presented in a separate section for the macroeconomic 

forecast, (2) the budget balances that are presented in the fiscal forecast and the 

assessment of fiscal rules and (3) the development of debt indicators, which are also 

subject to self-presentation. It should be borne in mind that, although the starting 

budget is a very important indicator of the budgetary position, the overall budget 

balance alone is not sufficient to adequately assess fiscal policy. 

The EC macroeconomic imbalances report for Bulgaria in February 2019 notes 

that, although significant, the country's economic growth does not support accelerated 

convergence with the EU. Fiscal governance creates space for addressing economic and 

demographic challenges and for implementing structural reforms, while improving 

governance, especially in terms of tax collection and tax administration effectiveness. 

There are no indicators in the public sector to evaluate performance in terms of 

governance of costs, as well as mechanisms for tracking the results of mid-term 

planning. State-owned enterprises still pose a serious risk for public finance and 

fiscal management, with these businesses are rarely subject to professional management 

and rules to ensure transparency and independence in decision-making. There are 

challenges facing the development of a number of sectors - healthcare, innovation, 

energy and infrastructure development. 

Bulgaria's economy has been growing steadily in recent years, driven mainly by 

increased domestic demand. Since 2015, the economy has grown by over 3% annually, 

with real economic growth at 3.1% in 2018.The slowdown in economic growth is also a 

reason for more modest expectations for future economic development (around 3.3%). 

The Ministry of Finance predicts a slowdown in potential GDP growth of 3.3% in 

2019 to 2.7% in 2022.Expectations are much lower than expected in the spring medium-

term budget forecast. Growth is limited by the contribution of labour, which decreases 

annually by 2 p.p. and becomes negative in 2021-2022.The contribution of capital is 

slightly increasing and overall factor productivity is also slowing down, but continues to 

be a major source of potential growth. According to EC estimates, the contribution of 

capital accumulation to potential GDP growth has been at its lowest level in the last 

decade. 

In the area of public finances, there has been a consolidation in recent years. For 

three consecutive years, unplanned surpluses have been realized. For 2019 initially, a 

CFP deficit of 0.5% of GDP was planned, but with the budget update the expenditure was 

increased and now the deficit is expected to be just over 2% of GDP. 

The CFP zero balance is projected to be reached in 2020-2022. For the general 



 

 

government sector, expectations are also for budget deficit in 2019(-0.2% of GDP) and in 

2020(0.1% of GDP), after which the balance becomes positive at 0.5% and 0.1% of GDP 

at the end of the period (2021-2022).In terms of structural balance, deficits are also 

planned in 2019 and 2020 amounting to 0.2% and 0.1% of GDP, a surplus of 0.25% of 

GDP for 2021.and again a deficit of 0.3% of GDP at the end of the period. The medium-

term budgetary objective remains as defined in the MTF at -1% of GDP, given the lower 

level of consolidated debt, which is expected to reach 18% of GDP at the end of the 

period. 

On the basis of data in UMBF and the Convergence Program of the Government, as 

well as its own estimates, the fiscal position of Bulgaria for the period 2012-2022 is 

presented in the following graph: 

Graph.6.Fiscal position of Bulgaria for 2012-2022 

 
 
 

Source: FC according to MF data 
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potential deviation already reaching 1.3% in 2022.The structural balance for 

2018exceeded expectations and amounted to 2% of GDP (compared to 1.1% of GDP in 

2017), and instead of the expected fiscal expansion of 0.7 p.p. fiscal restriction of 0.9 

percentage points was implemented. 

In 2019, the deviation from the potential is expected to close, but a change in the 

structural balance implies a fiscal expansion of 2.2% p.p. In 2020, the fiscal position is 

almost neutral because of the small change in structural balance. A restriction of the 

structural balance of 0.4% is planned in 2021, which, with the expected positive 

deviation from the potential, is a sign of a countercyclical fiscal position. The fiscal 

position in 2022 is pro-cyclical as an expansion of 0.6 p.p. is planned. This means 

loosening under positive potential deviation within 1.3% instead of tightening. In this 

sense, the Fiscal Council recommends to the Ministry of Finance to rethink the budget 

policy for 2022.  

From the review of the fiscal position, it can be concluded that in 2019 the 

structural balance deteriorated by 2.2 p.p., but due to zero deviation from the potential, 

the position seems neutral. In 2020 it is also almost neutral, in 2021 it is anti-cyclical, 

and in 2022 becomes pro-cyclical. In last year's opinion, the Fiscal Council expressed its 

concern that in 2019, the actions of the fiscal authorities may have pro-cyclical 

pressure on the economy and generate additional inflation. It is recommended that the 

government exercise more severe restriction through its discretionary measures to 

avoid pro-cyclicality. The Fiscal Council recommends that the change in deviation 

from potential GDP be closely monitored and that the fiscal position be counter-

cyclical or, at worst, neutral. 

2.2. Compliance with fiscal rules 

 
The Fiscal Council notes that the fiscal rules under the LPF are complied with 

in the budget forecast, which is a factor for achieving a stable budgetary position 

and good fiscal management. In some cases, deviations from the rules have been 

observed in some fiscal years. This is not systematic at the moment, but we still 

recommend careful monitoring of the fiscal rules, especially in regard to spending rules, 

and in the ongoing implementation of the budget. 

2.2.1. Justification / motives 

 
The purpose of this chapter is to assess the consistency of forecasts with numerical 

constraints on the medium-term budgetary objective, budgetary, debt and expenditure 

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, meeting the cost growth 

constraint and preparing convergence programs for non-euro area countries. 

 

 
The following data was used to assess compliance with the fiscal rules: 

- Medium-Term Budget Forecast 2020-2022 and the Convergence Program of 

Bulgaria, including information on the general government sector and CFP on a cash 

basis and the spring macroeconomic framework; 

- NSI reporting on revenue and expenditure of general government sector. 

 
2.2.2. Balance sheet rules 

 

Medium-term budgetary 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 LPF. It should not exceed 0.5 per cent of 

gross domestic product. The medium-term budgetary objective of the structural deficit 

on an annual basis may exceed 0.5 per cent of GDP, but not more than 1 per cent, 

provided that the general government debt is below 40 per cent of gross domestic 

product and the risks to long-term sustainability of public finances are low. Due to 

the low amount of consolidated debt per sector General Government (below 40% of 

GDP) is assumed to be -1% of GDP for the analysed medium-term budgetary forecast. 

The structural balance is calculated according to the commonly agreed 

methodology of EU for a cyclically-adjusted budget balance1.In calculating the structural 

balance, the budget balance is cleared from the cyclical impact of economic activity and 

from the effect of one-off government measures. As a consequence, the structural 

balance reflects the government policy and is an accurate indicator of the effect of 

government action on the economy. 

 

 

 

 

 

                                                             
1 1 For more information:  http://ec.europa.eu/economy_finance/publications/economic_paper/2013/pdf/ecp478_en.pdf 
 

http://ec.europa.eu/economy_finance/publications/economic_paper/2013/pdf/ecp478_en.pdf


 

 

 
Graph.7.Structural budget balance and MTO 

 
 

Source: FC calculations by MF data 

 

As can be seen in Graph.5 Bulgaria has reached its medium-term budgetary 

objective as early as 2016. For the last reporting year 2018 the structural balance is 2% 

of GDP, which is well above the medium-term budgetary objective of -1% of GDP. The 

government, through its discretionary measures, pursued a restrictive fiscal policy, 

seizing through taxes and other budgetary revenues more from the economy than 

adding through its expenditures. 

The MTO is expected to be implemented over the forecast period, with the 

structural balance expected to move between -0.3% and 0.3% of GDP. 

General Government Sector Deficit and Cash Balance 

According to Art. 25, para. 2 of the LPF, the general government sector deficit on an 

annual basis, calculated on the basis of the methodology of the European System of 

National and Regional Accounts of the Community, cannot exceed 3 per cent of GDP. 

According to Art. 27, para. 4 of the LPF, the annual budget deficit under the consolidated 

fiscal program, calculated on a cash basis, may not exceed 2 percent of gross domestic 

product. This fiscal rule is national and its compliance is the result of specific national 

legislation unmatched in European documents. 
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Graph.8.Balances of general government and CFP (% of GDP) 

 

Source: FC calculations by MF data 
 

After 2015 both the cash budget and the balance of General Government sector are 

in the positive zone, with the exception of the current year, for which a small deficit was 

planned, but with the updating of the state budget the CFP deficit has widened to just 

over 2% of GDP. In this way, the national rule defined in Art. 27, para. 4 of the LPF was 

slightly breached. In its opinion on the updated LGGBRB for 2019, the Fiscal Council 

recommended that the revenue should be updated in view of its over-execution in the 

first months of the year, in order not to breach the fiscal rule, but it was not reflected by 

the fiscal authorities. After all, for the forecast period 2020-2022 the values remain far 

from the range of both fiscal rules. This is a positive sign of fiscal policy, although the 

general balance is rarely used to evaluate fiscal policy. 

The balance of the general government sector improves by 2021, after which it 

worsens, but remains in the positive zone. A zero balance is foreseen under the CFP for 

the three forecast years. It seems that often the overall budget balance is planned 

more conservatively than is realized in the implementation of the budget. 
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2.2.3. Cost rules 

Expenditure share of GDP rule 

This rule limits the so-called "Size of the state" or size of the public sector. 

Excessive government intervention in the economy diminishes the potential for 

economic growth and limits economic activity. Too large a size is therefore not 

desirable. The size limit of the state is imposed only for the total CFP expenditures 

(Article 28 of the LPF) and not for the general government sector, but nevertheless the 

Fiscal Council considers that this indicator should be well monitored in both scope. 

Graph.9.Expenditure share of GDP 

 

Source: FC calculations by MF data 

 

For the reporting period to 2018, inclusive, this expenditure rule was violated in 

2014 and 2015 for the general government sector. For 2018, the total budget 

expenditure under the CFP is around 36%.For 2019 an increase of up to 38.5% was 

planned, but after the update of the LGGBRB (in which the expenditures increased) and 

the update of the GDP data (in which the estimated GDP increased) this ratio is already 

39%. The mid-term forecast envisages a gradual reduction of government spending to 

35% of GDP at the end of the period. 

Expenditure estimates by general government and the CFP are below the 40% of 

GDP limit for the entire period considered. For the forecast period, it increases to 39% of 

GDP in 2019 and then decreases again to 35%.It should be borne in mind that in the 

reporting years there is often a higher share of budget expenditures than projected, 

which supports the thesis that conservative planning does not respond to more 

expansive budget execution which results in higher costs than expected, especially if 

there is some fiscal risk involved. 
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Cost growth restriction 

The cost growth restriction is defined as a fiscal rule in the LPF, Art. 26, according 

to which the annual growth of expenditures should not exceed the reference growth of 

the potential gross domestic product, and the scope of the costs and the methodology for 

calculating the reference growth of the potential gross domestic product are determined 

in accordance with EC requirements. Certain exceptions have been defined which allow 

for higher cost growth than the reference cost. 

The graphic shows information on compliance with the expenditure rule for the 

period 2014-2022. The rule is illustrated by the nominal indicators, and in UMTF 2020-

2022 these indicators are in real terms, but this does not change the overall conclusions. 

Graph.10.Compliance with the rule of annual cost growth 
 

 

Source: FC calculations by MF data 
 

The spending rule was violated in 2019 and in the forecast years 2020-2022 

compliance is envisaged. It should be borne in mind that according to the requirements 

of the Stability and Growth Pact, countries that have achieved and exceeded their 

medium-term budgetary objectives are not monitored for compliance with the 

expenditure rule. However, the Fiscal Council considers that compliance with the 

expenditure rule is an important condition for achieving long-term fiscal stability. 

2.2.4. Debt rule and debt policy 

 
The fiscal rule for limiting the share of consolidated debt of general government 

sector is set out in Art. 29 of the LPF, according to which the nominal amount of the 

consolidated debt of the general government sector at the end of each year may not 

exceed 60 percent of GDP. This rule is also one of the basic requirements of the Stability 

and Growth Pact. 
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Consolidated debt is monitored only for general government, although the LPF has 

rules and restrictions on both social security and municipal debt. 

After 2016 the share of consolidated debt in the general government sector 

gradually declines and in 2018 has reached 22% of GDP. It is projected that this trend 

will continue to reach the value of 18% of GDP at the end of the period (2022), close to 

the levels before the drastic increase in debt in 2014. 

Graph.11.Consolidated debt of general government sector 
 

 

Source: FC calculations by MF data 

 
 

At the end of 2018 the consolidated debt decreases compared to the previous year 

and reaches BGN 24.4 billion. The amount of debt is expected to fall to BGN 24 143 

million this year, and by 2022 it should be BGN 26 052 million. In MTF 2020-2022 debt 

was projected to shrink to BGN 23.1 billion in spring, i.e. debt management policy has 

changed dramatically within half a year and instead of decreasing, nominal debt 

will increase. As can be seen in absolute terms, debt is increasing by about BGN 1 

billion a year (with the exception of 2022), but due to GDP growth in relative terms, 

there is a decline. 

Currently there is no significant risk of breach of the fiscal debt rule of the 

sector. The share of consolidated debt in GDP is well below 60%.Bulgaria is defined as a 

low risk country in terms of medium-term fiscal stability risks related to sovereign debt. 

An essential prerequisite for managing long-term fiscal stability risks is the monitoring 

of fiscal sustainability indicators and the monitoring of debt dynamics. The current 

conditions on the debt market, incl. high liquidity and low interest rates suggest a 

favourable environment for refinancing debt when needed. 
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2.3. Analysis of Revenue Policy  

 
Correct forecasting of tax revenue is critical in order to meet the objective of a 

balanced budget and/or limited need for deficit financing. The forecast should be based 

on the opportunities for real tax revenue 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 forecasted 

revenue, thereby quantifying the risks to revenue execution during the year. 

The taxation policy of the Republic of Bulgaria is oriented towards ensuring 

macroeconomic and budgetary stability in the medium and long term, as well as the 

necessary financial resources for the implementation of the fiscal policy of the 

government, and the predictability is set in order to encourage investment activity by 

maintaining low tax rates. There has been no significant change in the structure of 

revenues in recent years, and is not planned during the forecast period. The leading 

share of revenue from value added tax and social and health insurance contributions 

remains. 

Graph.12.Revenue structure 

 
 

Source: FC calculations by MF data 
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GDP, they show a minimal increase in 2020 compared to 2019. It is mainly due to two 

factors. First of all, the increase of the compensation of the employees, respectively, of 

the income from the personal income tax and social and health insurance contributions. 

In turn, this phenomenon presupposes expectations of accelerated growth of 

consumption in line with the macroeconomic forecast. Therefore, the second one 

foresees an increase in the value added tax revenues. In 2021 and 2022, tax revenue is 

expected to decline as a share of GDP - from 29.5% in 2020 to 28.8% at the end of the 

period. These levels are close to the normal values for the current tax system.    

According to the Fiscal Council, detailed argumentation and analysis are needed 

regarding expected revenues, as long as there has been a steady trend of 

undervaluation in recent years. 

Graph.13.Tax revenue by major aggregates (% of GDP) 

 
 

Source: FC calculations by MF data 

 
 

In recent years, the level of indirect taxes has come closer to that of direct taxes. 

While in 2017 there is a minimal excess (about 0.5% of GDP) of the indirect ones, in 

2018 their size is relatively equal and in 2019 a slight predominance of direct taxes 

(about 0.5% of GDP) is expected. This trend is exacerbated in the coming years in the 

forecast period, with a plan for the predominance of direct taxes to be around 1% of GDP 

in 2022.In view of expectations of a reduction in the growth rate of compensation of 

employees against the backdrop of real GDP growth driven by consumption, the Fiscal 

Council considers that the observed phenomenon is not in line with the 

macroeconomic projections and should be further substantiated.  
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Graph.14.Share of direct and indirect taxes (% of GDP) 

 
 

Source: FC calculations by MF data 

 
 

UMBF envisages total CFP revenues to reach BGN 46.83 billion in 2020(36.9% of 

GDP) and tax and social security revenues to reach BGN 37.35 billion. Total revenues 

and grants increase by 6.9% compared to 2019 and tax and social security revenues 

increase by 8.1%. 

 
Graph.15.Change in revenues by types of taxes, BGN million 

 
 

Source: FC calculations by MF data 
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Graph.16.Change in revenue by type of tax as a share of GDP 
 

 
Source: FC calculations by MF data 

 

The increase in the minimum wage by BGN 50 up to BGN 610 is expected to have a 

positive effect on social security income.(8.9% increase on base). A similar result is 

foreseen by the increase of the minimum social security income for self-insured persons 

up to BGN 650 in 2021 and 2022. However, it should be emphasized that some of them 

carry out their activity in the service sector, which is characterized by a relatively - high 

level of income concealment. A significant increase in the minimum social security 

income for farmers and tobacco growers is also expected in 2020 from BGN 400 to BGN 

610.(52.5%), which would bring it into line with the minimum wage. Maintaining 

minimum social security income by major economic activities, combined with an 

increase in the minimum wage, narrows the range between them. 

Increasing the minimum wage will have a positive effect on income from the PIT, 

but to a certain extent negative on the income from income taxes (due to the increase in 

labour costs).The expected income from the PIT is BGN 4 358.5 million. The rise in 

expectations for them is in line with other key macroeconomic factors - an increase in 

the compensation of employees and a fall in the unemployment rate. Similar is the effect 

of the increase in public wages (BGN 38.2 million more revenue) and the education 

sector (BGN 25.2 million more revenue).Given the higher base than 2018, the net 

increase in revenue is also accelerating compared to 2019. 

The estimated VAT revenues for 2020 amount to BGN 11 730 million. The increase 

is due not only to consumption, but also to an increase in the tax effectively paid, taking 

into account the action taken to prevent abuse and tax fraud. However, there is a lack of 
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detailed information regarding these measures and their improvement, since VAT 

collectivity has traditionally been a problem in Bulgaria. Efforts to increase budget 

revenue and combat VAT fraud include harmonizing legislation with Directive 

2018/1910, as well as preventing VAT registration by avoiding a formal change of entity. 

The second measure occurs at a relatively late stage after identifying problems in this 

area and raising public awareness of their presence. The Fiscal Council welcomes the 

efforts made in this regard. The measures envisaged The CITA are aimed at compliance 

with Directive 2016/1164 and Directive 2017/952. 

Increasing budget revenues while maintaining the weight of tax burden is 

associated with measures to increase collection rates by preventing opportunities for 

tax evasion and non-contribution, limiting tax fraud and tax avoidance. The measures for 

reducing administrative burdens are described in detail, however, significant 

measures to improve collection are not sufficiently substantiated.  Such measures 

may have been provided for in the specific plans of the respective revenue 

administrations, but have not been addressed in detail in the documents analysed. The 

Fiscal Council recognizes as a positive measure the ongoing monitoring of large 

debtors. It is considered essential for budget revenue to prevent the write-off of 

overdue liabilities. 

Graph.17.Change in tax collection 

 
Source: FC calculations by MF data 

 

After significant growth in non-tax revenues in 2019, their nominal value is 

expected to remain relatively constant over the remainder of the forecast period. 

Consequently, as a share of GDP, it will decline, approaching the values of 2017-2018 

before the changes related to the Electricity System Security Fund. A net decrease in the 

fund's revenue of BGN 400.9 million is also expected in 2020. 

The amount of revenue from the toll collection system for the use of the national 

road network based on the distance travelled for vehicles over 3.5 tons is considerable. 

Therefore, careful planning of its launch is essential. It has been postponed for March 

2020. 
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The information available in UMBF suggests that the government continues to rely 

mainly on the development of consumption as a source of economic growth and the 

provision of adequate budget revenues. However, indirect taxes related to consumption 

are characterized by a high tax avoidance rate. In the Services sector, there is also a 

negative effect of undeclared income, which has an impact on both PIT income and social 

security contributions. With the exception of measures against the formal change of 

entity, no legislative or other measures have a significant effect on collection in these 

areas. 

The development of revenues in UMBF 2020-2022 is in line with the 

macroeconomic assumptions described in the forecast. The Fiscal Council reaffirms its 

position that the current tax and social security system and structure in Bulgaria 

fits in the most appropriate way to the goals of economic growth and higher 

employment. 

 

2.4. Cost policy analysis 

 
The estimation of the expenditure part of the MTF 2020-2022 is based on the 

economic cost structure, the analysis of the deviations between the planned and the 

reported level, the estimates of the cost effectiveness in relation to the achieved system 

results and the quality of the policy description. . 

With regard to the macroeconomic parameters of the expenditure side, 

alternations between expansion periods and consolidation periods are observed. As a 

share of GDP, costs vary between 33% and 39%. The rule of public expenditure below 

40% of GDP is respected. 

Graph.18.Structure of expenditure by economic elements (% of GDP) 

 
Source: FC calculations by MF data 
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The planned CFP expenditure for 2020 is estimated at BGN 46,826.50 million, 

which is an increase of BGN 536, 9 million from revised spending data for 2019 or about 

1%. Comparing the planned CFP expenditures for 2020 with the initial data on expected 

performance, it should be noted that the planned growth was about 2% or by BGN 855 

million. A minimum increase of 3% and 4% respectively is also foreseen for the next two 

years. At the end of the period the costs will reach BGN 50,142.9 million.  

Despite the annual increase in expenditure, expressed as a percentage of GDP over 

the period 2020-2022, their relative share in GDP is expected to decrease from 38.9% to 

34.8%. The Fiscal Council welcomes the downward trend in the share of 

government spending in line with the economic cycle. 

The budget has a structural problem in terms of expenditure, for the level of 

current expenditure has been relatively constant in recent years at 29-31% of GDP. 

For the last ten years, capital cost overruns have been observed only in 2015. This 

year is the last year for making payments and completing projects for the 2007-2013 

programming period. According to the 2019 expected performance, capital expenditures 

reach 7.1% of GDP. The reported result has been a record in recent years, but this is 

mainly due to the expenditures approved by the state budget law for 2019 for the 

acquisition of a new type of combat aircraft. In 2019, a one-time initial deposit was made 

for the entire amount of the contracts related to the acquisition of the aircraft. 

It is striking that for the period 2020-2022, the planned capital expenditures range 

from 4.7 to 5.2%.At the same time, the level of implementation of European programs is 

moderate, with the real disbursement of the largest programmes amounting to between 

33-38%. Following the analogy of 2015 (the last year of the first programming period, 

when capital expenditures reach 7.8% of GDP), we assume that capital expenditures are 

likely to be higher than planned. Given the lack of additional data and more extensive 

underlying assumptions for the forecast, we cannot provide more specific data on the 

precision of capital expenditure planning. 

The inclusion of more information in the presentation of spending policies - 

both through fiscal indicators and through key indicators to measure their 

implementation rate - would allow tracking the progress made on policies 

implemented, as well as making a more accurate assessment of management of 

public costs. 

Table4.Change in expenditure by function 2018/2019 

general government budget 2019* 2020 Change Change 

Costs by CFP functions 45,007.30 45,429.00 421.70 1% 

I. General public services 2,885.10 3,020.70 135.60 5% 

II. Defence and Security 6,785.30 5,356.00 -1,429.30 -21% 

III. Education 4,203.40 4,813.50 610.10 15% 

IV. Healthcare 5,256.70 5,755.20 498.50 9% 



 

 

V. Social security, assistance and care  

13,945.30 
 

14,847.70 
 

902.40 
 

6% 

VI. Housing, public works, utilities and 
environmental protection 

 

 
2,446.20 

 

 
2,359.10 

 

 
-87.10 

 

 
-4% 

VII. Culture, sports, leisure activities and 
religious affairs 

 

713.9 
 

783.1 
 

69.20 
 

10% 

VIII. Economic activities and services 
 

8,102.20 
 

7,838.80 
 

-263.40 
 

-3% 

IХ. Expenses not classified in other 
functions 

 

669.2 
 

654.9 
 

-14.30 
 

-2% 

 
* Data for 2019 is based on the revised estimate 

Source: FC calculations by MF data 

 
Among the stated priorities at the spending policies in the 2020 budget are: 

 
 Education - The implementation of measures aimed at increasing the 

attractiveness of the teaching profession and the motivation of existing 

teachers by increasing the basic remuneration is continuing. The aim is to 

double the remuneration of pedagogical specialists by 2021, compared to 

the remuneration of 2017 (planned expenditure growth for 2020 - 15%); 
 

Graph.19.Cost modification in function III. Education 2005-2022 (% of GDP) 

 
Source: FC calculations by MF data 

 
 Health care - the aim is to build a health information system using new 

technologies in the field of eHealth. The aim is to improve the quality and 

efficiency of healthcare processes (planned expenditure growth for 2020 - 

9%); 
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Graph.20 Changing costs in function IV. Health care for the period 2005-2022(% GDP) 

 
 

Source: FC calculations by MF data 

 
 Social security, assistance and care - it is planned that from 1 July 2020 

all pensions granted until 31 December 2019 will increase by 6.7%, and a 

minimum wage increase is planned (planned increase in spending for 2020 

- 6%). 

 

Graph.21.Changes in expenditures in the function Social security, assistance and care for the 
period 2005-2022. (% GDP) 

 
Source: FC calculations by MF data 

 

 
The following chart presents the structure of expenditure by function as a 

share of GDP for the period 2010-2022. 
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Graph.22.Expenditure structure by function as share of GDP, 2010-2022 

 
Source: FC calculations by MF data 

 

 

The data presented in the graph shows that for the period 2019-2022 the following 

is planned: 

 increasing the share of education expenditure to 3.9% in 2021 and a 

decrease in 0.222 of GDP in 2022.The decrease planned for the last year is 

also due, to some extent, to the projected GDP growth; 

 health expenditure remains relatively stable over the period, ranging 

between 4.4% and 4.5% of GDP; 

 social security, assistance and care costs range from 11.4% to 11.8%. 

 
A fall-back is reported in economic activity and services, which fell from 6.2% to 

5.4%, as well as the share of defence and security costs and general public services. 
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Graph.23.Dynamics of current and capital expenditures (% of GDP) 

 
Source: FC calculations by MF data 

 
The increase in the share of capital expenditures in total expenses is a positive 

phenomenon - from 3.7% in 2017 to 7.1% in 2019. The forecast growth for 2019 is 

mainly due to the investment costs associated with the purchase of a combat aircraft. 

During the period 2020-2022, capital expenditures varied in the range of 4.7% -5.2%. 

Considering the degree of implementation of the individual programs (according to 

UMIS data) and the experience of Bulgaria from the previous programming period, a risk 

is identified in terms of the rhythmic nature of payments on certified expenditures. It 

should be recalled that a significant portion of project expenditure in the 2007-2013 

programming period was made in the last year authorized for payments (2015). This 

has a significant impact on public capital expenditures and increases them up to 7.8% of 

GDP. Similarly, we allow for more tangible growth in capital expenditures in 2021-2022. 

As before, the Fiscal Council has noted that the non-implementation of the 

capital program is becoming a trend and is the main reason for the formation of 

surpluses from the last 2-3 years with planned budget deficits. 

 
Graph.24.Expenditure Deviation 2008-2018 

 
 

Source: FC calculations by MF data 
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The analysis of the deviations between the planned and reported implementation 

of the SBP confirms the conclusions of traditionally good macro-level budget 

management. Overall, the fiscal framework adheres to the fiscal objectives set. The 

average nominal deviation for the period 2010-2018 is 3%, while the average deviation, 

calculated as a share of expenditure on GDP, is significantly higher - 8%.This difference 

is understandable and is a consequence of the traditional approach of nominally 

targeting budget expenditures rather than actual amounts. 

 
The variations in capital expenditures are significant - from a fall of 39.7% in 

2017 to over-performance by 32.4% in 2015. It should be noted that in 2015 over-

performance comes mainly from expenditure related to the final payments under 

the 2007-2013 programming period, which shows inaccurate capital expenditure 

planning. 

 

2.5. Discretionary revenue and expense measures 

In terms of revenues, the measures planned on an accrual basis amount to BGN 1 

368, 1 million in total for the period 2020-2022, almost BGN 900 million for 2020. The 

most discretionary measure is the introduction of a toll with a total effect of BGN 600 

million for the forecast period. Another BGN 286.9 million is additional income from the 

PIT and social security contributions due to the change in the Minimum wage, the 

minimum insurance thresholds and the minimum insurance income. The other 

discretionary measures in taxes and social security contributions are related to the 

increase of salaries in the budget sphere, with an expected effect on the income from the 

PIT and social security contributions of BGN 385.8 million for the forecast period. The 

measures are mainly in 2020 and 2021, and for 2022 only BGN 33 million is foreseen 

from the choice of insurance. 

More serious measures are foreseen in the expenditures - BGN 3 228 million in 

total for the period 2020-2022 (against BGN 4 801.4 million in UMBF 2019-2021). The 

reason is that BGN 2 261 million of expenditures for 2019 are eliminated and the plan 

for 2022 are amounted to BGN 600 million. Capital expenditures amount to BGN 674 

million and are for the acquisition of military equipment and aircraft. The costs of 

introducing the TOLL system are planned for BGN 600 million, but exactly the same 

funds are envisaged as discretionary revenue measures, which in our opinion requires a 

more detailed presentation of exactly what revenues and/or costs are involved. The 

remaining costs are current and relate to an increase in salary costs (minimum wage, 

salaries of public servants and teachers' salaries), some pension costs related to changes 

in the pension system parameters, social benefits, and post-increase social security 

contributions of the minimum insurance thresholds. 



 

 

Comparison of discretionary measures in revenue and expenditure shows that the 

government is oriented towards expansionary fiscal policy (new cost commitments 

exceed 2.4 times additional revenue measures). Although the net effect of the 

discretionary measures is too small (BGN 846 million more spending for 2020, which is 

less than 2% of all government spending), caution should be exercised on the risks of 

the negative effects of such a policy on the level of inflation in the period of 

functioning of the economy beyond its potential.  

2.6. Fiscal decentralization and municipal finance 

 
The draft state budget law for 2020 proposes the following amounts of the main 

budgetary relationships between the central budget and the budgets of municipalities in 

the form of subsidies, as follows: 

 total subsidy for activities delegated by the state BGN 3 653 185.2 

thousand; 

 transfers for local activities - incl. total equalization subsidy BGN 307 022 

thousand and transfer for winter maintenance and snow clearing of 

municipal roads BGN 43 228.1 thousand; 

 earmarked subsidy for capital expenditures BGN 199 110.2 thousand 

 
Graph.25.Change of the basic budgetary relations between the central budget and the budgets of the 

municipalities in the form of separate subsidies for the period 2014-2022. (In BGN thousands) 

 
 

Source: FC calculations by MF data 

 
*Data is in accordance with the Law on the General Government Budget for the respective year. No 

additional transfers made during the financial year were taken into account 

 
In the LGGBRB for 2020, the proposed amount for municipal transfers is about 

12% higher than the proposed amount for 2019. By individual transfers, an increase of 

about 13% is accounted for in the general subsidy for government delegated activities. It 

should be borne in mind that this transfer is targeted and the funds are spent to finance 
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specific expenses. The most significant growth is recorded in spending on education and 

science and in social policy. 

The growth in the total countervailing subsidy is around 4% and in the subsidy for 

financing capital expenditures is about 14%. 

Changes are reported in municipalities that do not have access to a common 

equalization subsidy. The change is with respect to the municipalities of Plovdiv and 

Galabovo, which receive access for 2020 and the municipality of Blagoevgrad, which 

does not receive access for 2020. A change in the mechanism for allocation of the 

general equalization subsidy has to do with the increase of the amount for distribution 

of the additional component as a tax effort to encourage municipalities to use their tax 

powers with the Local Taxes and Fees Act, in connection with determining the amount of 

tax rates. Access to the total countervailing subsidy is determined on the basis of five 

components, with the largest share being the component that ensures the equalization 

of the difference between 120% of the national level and the constant tax revenues per 

inhabitant for a particular municipality. The other components include allocation based 

on the share of expenditures of municipalities with access, assessed by natural 

indicators, component for municipalities whose share of revenues to total revenues is 

less than 25 percent, component for ensuring the amount of subsidy determined by 

2019 LGGBRB, as well as an additional component that is allocated to municipalities that 

have an average tax effort above the average level for the respective rate within the 

limits set by the LTFA. 

There is no component in assessing the access to the common countervailable 

subsidy to evaluate the improvement/deterioration of the collection of local taxes and 

fees. By incorporating such a component, municipalities can be stimulated to improve 

fiscal planning and the collection of local taxes and fees. 

Changes are being made with regard to the mechanism for allocating the targeted 

subsidy for capital expenditures and the mechanism for allocating the transfer for 

winter maintenance and snow clearing of municipal roads. Removed is the so called 

countervailing component that ensures the amount of subsidy achieved in the previous 

year. Negative is the fact that municipalities continue to receive extraordinary subsidies 

for capital expenditures during the budget year. The approval of these additional 

transfers is not accompanied by analyses and assessments related to the criteria laid 

down for allocating funds for this type of subsidy. 

III. Conclusions and recommendations 
Based on the analysis, the Fiscal Council formulates the following conclusions and 

recommendations: 

1. There is a lack of sufficient information on the scope and methodology of 



 

 

the audit carried out by the NSI on the recommendation of Eurostat. This circumstance 

further worsens the comparability of the data on the Bulgarian economy at national and 

international level. No information was provided on the significant variations in gross 

fixed capital formation expectations. The change in the structure of GDP has not been 

sufficiently explained in order to maintain growth expectations. The Fiscal Council 

considers that further information is needed in this area. 

2. Economic growth is more likely to be negatively impacted by uncertainty 

and risks, both in Europe and in the world, which are rising compared to expectations in 

the spring. These trends represent a significant challenge in mastering the stability of 

public finances worldwide. Against this background, and the ensuing risks of exports 

and private investment, the lack of revised economic growth from the Ministry of 

Finance seems optimistic. Therefore, the expectations for growth should be 

substantiated in more detail. The Fiscal Council recommends that the government 

should have an alternative scenario which results in a significant decline in economic 

activity. 

3. The Fiscal Council recommends that the change in deviation from 

potential GDP be closely monitored and that the fiscal position be counter-cyclical or, at 

worst, neutral. 

4. The Fiscal Council finds a positive trend in the unpredictable budget 

deficits over the three-year forecast period, but thinks that planning surpluses makes it 

possible to accumulate buffers against possible economic shocks instead of the implied 

neutral fiscal policy of zero balances. They will serve in the event of an adverse 

economic cycle. 

5. The Fiscal Council supports the Government's intention not to increase its 

tax burden and to maintain a policy of low tax rates and a broad tax base. Fiscal 

consolidation reserves through revenue should be sought in tax collection measures. 

6. Revenue risks are associated with a possible overestimation of 

consumption. On the other hand, revenue expectations appear to be undervalued against 

the background of projected economic developments. 

7. Increasing direct tax share above indirect tax does not seem logical given 

macroeconomic expectations - decrease of the growth rate of compensation of 

employees and a significant contribution of consumption to real growth. 

8. Failure to implement the capital program has become a trend, which is the 

main reason for the formation of surpluses over the last 2-3 years with planned budget 

deficits. Failure to meet capital expenditures against the backdrop of current 

performance changes the initially planned cost structure. The capital expenditures set 

out in the UMBF 2020-2022 appear to be conservative given the macroeconomic 

conditions and previous projections. The Fiscal Council recommends more precise 

planning in this regard. When embarking on an unfavourable phase of the economic 

cycle, European funds may be a useful tool to mitigate the negative effects. 



 

 

IV. Conclusion 

The Fiscal Council believes that the autumn macroeconomic forecast reflects 

the international conditions and the socio-economic situation in Bulgaria.  

The Fiscal Council co-ordinates: 

1. Draft on the Law on the General Government Budget of the Republic of Bulgaria  
for 2020 

2. Draft mid-term budget forecast for the period 2020-2022 as motives for the bill  

3. Draft Government Debt Management Strategy 2020-2022 
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