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SUMMARY

The BNB forecast of key macroeconomic indicators is prepared as of 26 June 2024 based on assumptions about
global economic developments, commodity price dynamics in international markets and money market interest rates
in the euro area as of 6 June 2024.

According to the technical assumptions, the growth of external demand for Bulgarian goods and services in 2024
will be lower than projected in the March 2024 macroeconomic forecast. External demand for Bulgarian goods and
services is assumed to increase by 1.6 per cent in 2024, before accelerating to 3.5 per cent in 2025 and 2026. Mar-
ket participants' expectations point to a year-on-year decline in energy prices in euro in international markets over
the whole projection horizon. However, given the expected increase in the prices of non-energy commodities over
the same period, euro commodity prices weighted by importance for Bulgaria’s international trade are expected

to increase by around 2.5 per cent in 2024 and at rates between 2.4 per cent and 3.9 per cent in 2025 and 2026.
Market participants expect that euro area short-term interest rates will continue declining over the whole projection
horizon.

Bulgaria’s real GDP growth is expected to stand at 2.1 per cent in 2024, driven by the positive contribution of do-
mestic demand, while net exports and changes in inventories are expected to make a negative contribution. Domes-
tic demand is projected to be supported mainly by private consumption growth in the context of rising labour in-
come in real terms and higher government consumption. A major factor behind the acceleration in real GDP growth
compared with the previous year is the expected decline in the negative contribution of inventories as observed in
2023. Net exports dynamics reflects the projected higher growth in imports of goods and services than that in ex-
ports. Real GDP growth is projected to accelerate to 3.2 per cent in 2025 before moderating to 2.9 per cent in 2026,
with this dynamics being largely driven by the set profile of public investment and related imports.

Annual inflation is projected to decelerate to 2.2 per cent at the end of 2024 and average annual inflation to stand
at 2.5 per cent. The main factors behind the moderation in inflation are mainly related to base effects from significant
price hikes in core components and food groups in 2023, as well as to energy price decline as a result of the fall in
international oil prices. The factors that will continue to exert upward pressure on prices in both the short and me-
dium term remain the projected high rates of growth in unit labour costs and private consumption. As a result, core
components, followed by food, are expected to make the largest positive contribution to headline inflation in 2024-
2026. The HICP growth rate is expected to stand at 2.8 per cent at the end of 2025 (against an average annual in-
flation rate of 2.7 per cent) and to decelerate to 2.6 per cent at the end of 2026 (against an average annual inflation
rate of 2.7 per cent).

Risks to the real GDP growth forecast are assessed as balanced for 2024, while for 2025 and 2026, risks of lower
growth compared to that in the baseline scenario prevail given the ongoing global geopoalitical conflicts. In addition,
there are significant internal risks of slower than projected implementation of investment projects financed by both
national and EU funds.

As regards the inflation forecast, upside risks to the projected increase in consumer prices over the whole projec-
tion horizon prevail. Such risks stem from the potential materialisation of higher energy and non-energy commodity
prices in international markets than those set out in the technical assumptions. The possible slower and limited pass-
through of the assumed lower international energy commodity prices to final consumer prices amid strong consumer
demand and persistent increase in firms’ labour costs are a prerequisite for higher than projected inflation. Another
risk of higher than projected inflation stems from the potential higher increases in administratively controlled prices
than projected in the forecast.
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FORECAST OF KEY MACROECONOMIC
INDICATORS FOR 2024-2026

External Environment

The BNB forecast of key macroeconomic indi-
cators is prepared as of 26 June 2024 based

on assumptions about global economic develop-
ments, commodity price dynamics in international
markets and money market interest rates in the
euro area as of 6 June 2024.

Assumptions about developments in external
demand for Bulgarian goods and services are
based on the latest European Central Bank
(ECB) forecast'. It considers that global GDP
growth in 2024 and 2025 will slow down to

3.3 per cent given the materialisation of the
effects of monetary policy tightening and the
gradual cooling of the labour market in advanced
economies. Global trade growth is expected to
accelerate in the second half of 2024 as a result
of the exhausted negative effects of the inventory
cycle adjustment, weaker demand and conflicts
in the Middle East, which had a restrive impact
on global trade flows in 2023 and early 2024.
According to the ECB’s forecast, global trade
growth will remain below historical averages, sup-
ported by heightened geopolitical tensions and
ongoing processes of trade fragmentation. The
growth of foreign demand for Bulgarian goods
and services in 2024 is assumed to be lower
than projected in the March 2024 macroeconom-
ic forecast. The assumptions imply that foreign
demand for Bulgarian goods and services will
increase by 1.6 per cent in 2024, before acceler-
ating to 3.5 per cent in 2025 and 2026.

" For further details, see ECB staff macroeconomic projections,
June 2024. The ECB forecast includes information on the global
economy development as of 15 May 2024 and information on
dynamics of euro area economic activity as of 22 May 2024.
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The assumptions for the price change in energy
commodities (crude oil, natural gas, electricity)?
and non-energy commodities® (metals,* food® and
other commodities®) take into account prices of
futures contracts concluded in international mar-
kets as of 5 June 2024. In recent years, these
prices showed high volatility. Market participants
expect the year-on-year decline in euro ener-

gy prices’ in international markets to continue
over the projection horizon. However, given the
expected hike in non-energy commodity prices
over the same period, the euro commodity prices
weighted by importance for Bulgaria’s internation-
al trade are assumed to increase by 2.5 per cent
in 2024 and at rates between 2.4 per cent and
3.9 per cent in 2025 and 2026.

Following the increase in crude oil prices in euro
over the second quarter, in 2024 the price of
crude oil is assumed to stabilise at a level close

2 The assumption about price dynamics of petroleum products
for the whole projection horizon is based on data on futures
contracts traded in international markets. For natural gas, prices
for futures supply contracts are also used up to the second
quarter of 2025 (inclusive), after which a technical assumption is
made that the price remains unchanged at the level reached by
the end of 2026. It is assumed that the electricity price remains
unchanged from the average level reached in the second quar-
ter of 2024, as no public information on a sufficient volume and
number of futures transactions is available for the projection
horizon.

8 Futures contracts concluded for trading of relevant com-
modities in international markets are used, with data available
until the end of the second quarter of 2025 (inclusive). For the
remainder of the projection horizon, no public information on

a sufficient volume and number of futures contracts for these
commodities in international markets is available, and dynamics
of prices is therefore assessed by taking into account their his-
torical relationship with global trade developments set out in the
external assumptions of the forecast.

4Including steel, copper, aluminium, lead, zinc, nickel and tin
weighted in accordance with Bulgaria’s foreign trade flows.

SIncluding pigmeat, coffee, wheat, maize, rice, soybeans, sugar,
cocoa, milk and livestock weighted in accordance with Bulgar-
ia’'s foreign trade flows.

8 Including rubber, timber and cotton weighted in accordance
with Bulgaria’s foreign trade flows.

" The forecast of euro commodity prices is based on a technical
assumption about the euro/US dollar exchange rate, which is
fixed for the whole forecast horizon at its average value for

the last ten days as of the cut-off date of the external environ-
ment assumptions (6 June 2024). As a result of this technical
assumption, in 2024 the euro/US dollar exchange rate remains
broadly unchanged from 2023.


https://www.ecb.europa.eu/press/projections/html/ecb.projections202406_eurosystemstaff~ee3c69d1c5.en.html
https://www.ecb.europa.eu/press/projections/html/ecb.projections202406_eurosystemstaff~ee3c69d1c5.en.html

to the previous year's level and consequently
decline on an annual basis in the remainder

of the projection horizon. These price develop-
ments are likely to reflect the expected lower

oil demand as well as the decision of OPEC+
participants to phase out crude oil production
cuts after the third quarter of 2024.%6 Market
participants expect a decline in average annu-
al gas prices in the European market in 2024,
assuming that, following the stronger price fall
at the beginning of the year, they would rise on
a quarterly basis in the third and fourth quarters
of 2024, reflecting various factors, including sea-
sonal ones, as well as the uncertainty stemming
from the war in Ukraine. A technical assumption
is made that natural gas prices in the European
market from mid-2025 until the end of the fore-
cast horizon will remain unchanged at its level of
the second quarter of 2025, while the electricity
price is assumed to remain unchanged until the
end of the projection horizon at its level of the
second quarter of 2024.

International prices in euro of non-energy prod-
ucts are assumed to be higher on an annual
basis, mostly in 2024 and to a lesser extent in
2025, than assumed in the BNB March 2024
forecast. The increase in euro prices of non-en-
ergy products over these two years is expected
to be most pronounced in food and metals, with
price increases in these groups focused mainly
on the following products: coffee, cocoa, meat,
copper ore and aluminium. As a result, euro pric-
es of non-energy products in international mar-
kets are expected to rise by around 4 per cent
in 2024 and 2025 and thereafter their growth
will slow down slightly to around 3.3 per cent in
2026.

The assumptions underlying the forecast take
into account market participants’ expectations
as of 6 June 2024 showing a continued gradual
decline in short-term interest rates in the euro
area over the whole projection horizon.

8 For further details, see the OPEC press release of 2 June 2024.
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Economic Activity in Bulgaria

Available economic indicators® for April — May
2024 indicated some slowdown in the quarter-on-
quarter growth of economic activity in Bulgaria

in the second quarter of the year. Taking into
account these data and the technical assumptions
described above, we anticipate real GDP growth
in Bulgaria to be 2.1 per cent in 2024 (compared
to 1.8 per cent in 2023). Higher real GDP growth
in 2024 will reflect mainly the contraction of neg-
ative contribution of changes in inventories', the
continued growth of domestic demand at a rate
similar to that of the previous year, as well as
the shift of exports of goods and services from
decline in 2023 to growth in 2024." Household
final consumption expenditure is projected to
grow further, albeit at a slower pace, under-
pinned by growth in labour income in real terms,
employment growth and by persistent increases
in social transfers to households by the govern-
ment. Other factors contributing to real growth

in household spending are the continued strong
lending activity and improved consumer confi-
dence. Real growth in fixed capital investment

is expected to slow down in 2024, reflecting the
projected fall in public investment®, due to the
completion in 2023 of the implementation of pro-

9 This refers to the following indicators: production indices in
industry, construction and services; retail trade turnover index;
unemployment rate; business climate and consumer confidence
index; producer price index in industry; new loans to corpora-
tions and households; global PMI.

0 The decrease in economic uncertainty as a result of the war
in Ukraine, combined with declines in non-energy commodity
prices and improvements in the functioning of global supply
chains, led to a downward trend in accumulation of inventories
in 2023 (a fall of 76 per cent in newly accumulated inventories
in 2023 compared to growth of 297.6 per cent in 2021 and
28.9 per cent in 2022). While the macroeconomic forecast
projects the size of the build-up of new inventories to continue
declining in 2024, especially in the first half of the year, the
negative contribution of this component to real GDP growth will
be significantly lower than in 2023. For the 2025-2026 period, a
technical assumption is made that the contribution of inventories
to economic activity dynamics will be neutral.

" The shift from a decline to growth in exports of goods is
expected mainly as a result of the exhausted negative effects of
one-off country-specific factors limiting goods exports in 2023.
The forecast includes a technical assumption of zero impact on
production activity, volumes and prices of exports and imports
of oil products, resulting from the decision of the Bulgarian Par-
liament to ban exports of petroleum products of Russian origin
as of 1 January 2024 and imports and processing of Russian
crude oil from 1 March 2024.

2 The NSI does not provide official data on the breakdown

of total investment into private and public investment in the
economy. The series on private investment is constructed by the
BNB as a difference between total investment and the estimated
amount of public investment on an accrual basis in real terms.
Public investment estimates for 2023 are based on quarterly
non-financial accounts data on the general government sector
as published by the NSI, while for the first quarter of 2024 data
from the Consolidated Fiscal Programme (CFP) are used.


https://www.opec.org/opec_web/en/press_room/7339.htm

jects financed by EU funds during the 2014-2020
programming period and the start-up phase of
the 2021-2027 programming period, character-
ised by a low absorption rate. At the same time,
private investment is expected to grow in 2024,
following a decline in the previous year, support-
ed by the projected increase in final demand
for Bulgarian goods and services, high level of
capacity utilisation in some industrial sub-sectors
and anticipated growth of credit to the private
sector. Similar developments are projected for
government consumption in real terms’™, which
is also projected to shift from a decline in 2023
to an increase in 2024. Government consump-
tion growth in 2024 is projected to be driven by
higher government wage expenditure as set out
in the forecast, in line with the information from
the Convergence Programme of the Republic

of Bulgaria for 2024-2027, as well as the BNB
assumption for the growth of government inter-
mediate consumption expenditure in 2024'. The
contribution of net exports to economic activity
in 2024 is expected to be slightly negative,
owing to projected higher growth in imports
compared to exports of goods and services.
Growth of exports will be driven by the acceler-
ated increase in external demand for Bulgarian
goods as projected in the technical assumptions
and by the exhausted negative impact of one-off
country-specific factors limiting goods exports in
2023. The increase in imports will be determined
by the projected growth of relevant components
of final demand and BNB estimates of their
import content, as the contraction of the nega-
tive contribution of changes in inventories, which
are characterised by a high import content, will
be essential for changing the imports dynamics
compared to the reported downturn in 2023.

In 2025, real GDP growth is projected to accel-
erate to 3.2 per cent before moderating to 2.9
per cent in 2026. The economic activity dynam-
ics will be driven by the profile of investment

in fixed capital and related imports of goods
and services, with investment projected to be
supported in 2025 by the implementation of pro-
jects financed by EU funds, including under the

8 A breakdown of government consumption components for the
first quarter of 2024 is not available as of the cut-off date of the
forecast. The macroeconomic forecast uses an assumption for
individual components based on information from the CFP.

4 Public wage growth is also partly reflected in the forecast

of the annual growth of the government consumption deflator,
and therefore, higher wages contribute to a limited extent to the
change in government consumption in real terms in 2024.

8 Bulgarian National Bank

National Recovery and Resilience Plan (NRRP)™,
In addition, in the 2025-2026 period, government
consumption growth in real terms is expected to
continue albeit tending to slow down. The fore-
cast of government consumption dynamics takes
into account the information on intermediate con-
sumption and wage expenditure projected in the
Convergence Programme of the Republic of Bul-
garia for 2024-2027. In 2025 and 2026, private
consumption is expected to grow at rates similar
to those of 2024, and this GDP component will
continue to contribute most positively to the pick-
up in economic activity. Labour market conditions
play a leading role for projected dynamics of
private consumption, as the expected increase in
labour shortages for firms amid rising economic
activity will continue to exert upward pressure on
labour income growth at a rate which is higher
than that of labour productivity and inflation.
Despite the assumed improvement in external
demand, the negative contribution of net exports
is expected to increase in the period 2025-2026
as a result of higher imports of goods and ser-
vices in line with the strong growth in fixed capi-
tal investment and final consumption expenditure,
which is characterised by a high import content.

Balance of Payments

The current account balance is expected to be
negative, with the deficit amounting to 0.5 per
cent of GDP in 2024, rising gradually to 1.1 per
cent of GDP in 2026. The dynamics of current
account flows over the projection horizon will be
driven mainly by the widening of the trade bal-
ance deficit due to the expected higher growth
of goods imports than exports. At the same time,
the surplus on trade in services is expected

to stabilise as a percentage of GDP over the
projection horizon, given the full recovery in the
number of visits of foreign nationals to Bulgaria
compared to that recorded before the outbreak
of the COVID-19 pandemic. The net primary
income deficit is projected to gradually narrow as
a percentage of GDP compared to 2023 in line
with the expected decrease in euro area interest
rates over the 2024-2026 period. Over the fore-
cast horizon, the capital account surplus as a
percentage of GDP is expected to increase grad-

> The expected acquisition of new fighter planes for the Bul-
garian Air Force is expected to be another factor supporting
investment activity growth in 2025. In the forecast, this acquisi-
tion has a neutral contribution to real GDP growth, as the acqui-
sition costs are equally accounted for in government investment
and in goods imports.



ually owing to the assumption of higher incoming
EU capital transfers (including under the NRRP).

Labour Market

In 2024, employment in Bulgaria is projected to
increase by 0.5 per cent, which is in line with
the increase in economic activity over this period.
Despite the projected real GDP growth over the
remainder of the forecast horizon, the number

of employed is expected to increase slightly,

by 0.1 per cent in 2025, and to remain at a
similar level in 2026 as a result of the ongoing
unfavourable demographic developments in the
country leading to a decline in the labour force.
At the same time, the unemployment rate will
continue to gradually decrease from 4.4 per cent
in 2024 to 3.6 per cent in 2026, reflecting both
an increase in economic activity and a decline
in the working age population. Real labour pro-
ductivity growth is projected to reach 1.5 per
cent in 2024, before increasing to 3.2 per cent
in 2025 and 2.9 per cent in 2026, in line with
stronger GDP growth, with an increasingly tight
labour supply in Bulgaria. Despite the slowdown
in consumer price inflation, nominal compensa-
tion per employee growth is expected to remain
high at 10.2 per cent in 2024. Factors that will
support wage growth over this period include
the pick-up in economic activity, the 19.6 per
cent increase in the minimum wage since the
start of the year, the rise in public sector wages
and the continuing trend towards an increase in
the share of firms reporting labour shortages as
a factor constraining their activity. As a result of
tight labour market conditions and rising labour
shortages, the growth rate of compensation per
employee is expected to remain higher than the
projected increases in labour productivity and
consumer prices, to stand at around 7.5 per cent
in 2025 and 2026. This trend will support growth
in households’ real disposable income and thus
private consumption over the entire forecast hori-
zon. At the same time, higher wages will trans-
late also into higher unit labour costs. Nominal
unit labour cost growth is projected to be 8.5 per
cent in 2024. This growth is expected to moder-
ate to 4.2 per cent in 2025 and to 4.4 per cent
in 2026. The dynamics is in line with expectations
for a change in compensation per employee.
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Monetary Sector

The ECB monetary policy tightening cycle from
2022 to 2024, along with the BNB’s 2023 increase
in the minimum reserve requirement rate to 12
per cent, have a limited effect on interest rates
on deposits and loans in the household sector
amid continued high inflows of attracted funds,
high liquidity and strong competition in Bulgar-
ia’s banking sector. Taking into account market
expectations of ECB’s policy rate developments
and the assumption that the conditions in the
domestic banking sector will remain unchanged,
a slight increase in interest rates on new time
deposits is expected, which will continue until the
end of 2024 and will be more moderate than that
projected in the previous BNB forecast of March
2024. In 2025 and 2026, interest rates on new
time deposits are expected to remain close to the
levels reached at the end of 2024. According to
the forecast, interest rates on new loans to house-
holds will follow a slight upward trend over the
forecast horizon, while interest rates on new cor-
porate loans are expected to decline between the
end of 2024 and the end of 2026, following the
dynamics of euro area short-term money market
interest rates.

The annual growth of non-government sector
deposits is expected to remain high amid contin-
ued household preference for savings in the form
of bank deposits, but to slow down to 8.4 per
cent at the end of 2024 and further to 7.6 per
cent and 7.5 per cent at the end of 2025 and
2026, in line with the projected slowdown in
wage growth. The annual growth of credit to the
non-government sector is expected to slow down
to 11.0 per cent at the end of 2024 and further to
8.5 per cent and 7.9 per cent in 2025 and 2026
respectively, taking into account the expected low-
er inflation, the slowdown in private consumption
growth and the expected lower growth in house
prices.

Inflation

The projected inflation dynamics over the 2024-
2026 period depends largely on the underlying
technical assumptions for international prices of
major energy and agricultural commodities, the
projected degree and speed of their pass-through
to final consumer prices of services and food, as
well as on the effects of discretionary fiscal meas-
ures taken. The forecast used information available
as of 26 June 2024 for the following government



measures: increases in excise rates on tobacco
products as per the Law on Excise Duties and Tax
Warehouses for 2024-2025'8; termination of the
reduced tax rates on the supply of bread and flour
(zero per cent) and on restaurant and catering
services (0O per cent and 9 per cent VAT, respec-
tively) and restoration of the standard VAT rate of
20 per cent as of 1 January 2025."

Annual inflation is projected to slow down to 2.2
per cent at the end of 2024 and average annu-
al inflation is expected to reach 2.5 per cent in
2024. In the short run lower inflation is expected
to be driven mainly by a base effect of the high
growth rates of prices in 2023 mainly in the ser-
vices and food groups. Another factor that will
contribute to the moderation in headline inflation
is the projected decline in energy prices as a
result of the forecast’s technical assumptions for
a decline in the international oil price. In line with
the projected strong consumer demand and ris-
ing unit labour costs, food prices are expected
not to follow fully international commodity price
developments and to be passed on with a lag to
services prices, leading to an acceleration in food
and services inflation towards the end of 2024. As
a result, the food group is expected to make the
largest positive contribution to headline inflation

in late 2024, followed by services. The group of
goods and services with administratively controlled
prices and tobacco products is also expected to
have a comparatively high positive contribution to
inflation at the end of 2024 due to projected price
increases in electricity™, water supply and sew-
erage services of some companies and in excise
duties on tobacco products in accordance with
the approved excise calendar. Nonetheless, the
positive contribution of administered prices at end-
2024 is anticipated to be significantly lower than
that at end-2023, reflecting falls in the prices of

6 The excise duty calendar was adopted by the Law on
Amendment to the Tax and Social Insurance Procedure Code
(published; Darjaven Vestnik, issue 100 of 16 December 2022).

7 The period of validity of the reduced VAT rates for the supply
of bread and flour (published; Darjaven Vestnik, issue 42 of

14 May 2024) and the supply of restaurant and catering ser-
vices (published, Darjaven Vestnik issue 106 of 22 December
2023) were extended until 31 December 2024 in the Law on
Value Added Tax. The forecast assumes that, in the event of a
refund of the standard VAT rate, the effect of the increase would
be fully passed on to final consumer prices in the relevant
sub-groups.

8 The proposal for the electricity price for the new regulatory
period was published by the EWRC on 13 June 2024, subject
to confirmation on 30 June 2024. The forecast foresees a price
increase of 1.39 per cent on average for Bulgaria, expected to
enter into force from 1 July 2024.
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some medicinal products’ and a projected drop in
heating prices? for households.

The rate of increase in consumer prices is pro-
jected to accelerate to 2.8 per cent at end-2025
and to stand at 2.6 per cent at end-2026, with
average annual inflation expected to be close to
these values at 2.7 per cent. The inflation forecast
reflects both technical assumptions for international
food and energy price dynamics and expectations
of domestic pro-inflationary factors coming from
the labour market and rising labour costs of firms.
Core components and food are expected to con-
tribute most positively to headline inflation in the
medium term, in line with the projected ongoing
pressure on firms’ costs stemming from rising unit
labour costs and a low propensity to pass on

the falls in international energy commodity prices
to domestic final consumer prices in the context
of strong consumer demand. For 2025-2026, an
assumption is made that administered prices will
rise in line with projected dynamics of firms’ labour
costs, with an exception to this approach for reg-
ulated central gas supply prices?' and those of
tobacco products and water supply and sewerage
services?. The growth rate of administratively con-
trolled prices thus obtained is increased further on
an expert basis to include the average estimated
error observed historically in the group’s inflation®.

9°0On 7 March 2024, the Supervisory Board of the National
Health Insurance Fund (NHIF) approved a change in reimburse-
ment levels for certain medicinal products included in the posi-
tive drug list. This Decision was approved on 21 March 2024 by
the National Council on Prices and Reimbursement of Medicinal
Products and entered into force on 1 April 2024; the complete
list of medicines and co-payments for various medicines by the
NHIF were published by the Ministry of Finance.

20 The proposal for the heating price for the new regulatory
period was published by the EWRC on 13 June 2024, subject
to confirmation on 30 June 2024. The forecast foresees a price
decrease of 8.44 per cent on average for Bulgaria, expected to
enter into force from 1 July 2024. The forecast assumes that a
larger part of the price decrease would be reported in Novem-
ber 2024 with the start of the heating season.

21 The forecast includes a technical assumption that the price
of central gas supply would follow dynamics of the natural gas
price in international markets.

22 The forecast envisages increases from 1 January 2024 in
water supply and sewerage services prices approved by EWRC'’s
Decision of 22 December 2023 on changes of services prices

in the business plans of 26 water supply and sewerage compa-
nies in Bulgaria. Regarding Sofia Water Supply and Sewerage
EOOQOD, an exception is made along with an assumption that the
approved increase in services prices would enter into force in
the third quarter of 2024. The set price increase in water supply
and sewerage services for 2025 is in line with the prices for
household customers, as projected in the business plans of these
companies.

23 See the highlight ‘Assessment of the Size and Factors Behind
the Errors in the Inflation Forecasts in the Post-COVID-19 Pan-
demic Period’, published in the June 2023 Macroeconomic
Forecast.


https://www.parliament.bg/en/laws/ID/164489
https://www.parliament.bg/en/laws/ID/164489
https://lex.bg/laws/ldoc/2135533201
https://lex.bg/laws/ldoc/2135533201
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FOP\ECAST REVISIONS

Compared to the March 2024 macroeconomic
forecast, current expectations are for slightly
lower real GDP growth in 2024-2025 and higher
growth in 2026. The main drivers for the revision
in the GDP forecast and its main components are
related to incoming additional reporting data on
economic activity in the first quarter of 2024 and
in April-May 2024, taking into account informa-
tion from the published Convergence Programme
of the Republic of Bulgaria for 2024-2027 and
changes in the technical assumptions for the
external environment.

For 2024, real GDP growth was revised down-
wards by 0.1 percentage points, driven by the
projected lower positive contribution of domestic
demand compared to the March 2024 forecast
and the anticipated negative contribution of
inventories against a neutral contribution in the
previous forecast. This revision is only partly
offset by an expected less negative contribu-
tion of net exports of goods and services. As
regards domestic demand components, revi-
sions have been made towards lower growth in

GDP and Inflation Forecast Revisions

fixed capital investments, but with higher growth
in private consumption compared to the March
2024 forecast. These developments are largely
affected by new incoming data on the economic
development in Bulgaria. The revised contribu-
tion of net exports to GDP changes in 2024 is
determined by lower growth in imports of goods
and services resulting from weak reporting data
for the first quarter of 2024, as well as by the
revision of domestic demand components and
inventories changes in the economy, taking into
account BNB’s estimates of their import content.
At the same time, the effect of projected weaker
imports growth is partly offset by expected low-
er growth in exports of goods and services in
2024 compared to the previous macroeconomic
forecast.

Real GDP growth in 2025 is revised downwards
by 0.1 percentage points, due to a projected
lower increase in fixed capital investments

and higher services imports. The public sec-
tor contributed to the revision of fixed capital
investments, mainly as a result of a projected

(June 2024 Forecast vis-a-vis March 2024 Forecast)

Forecast
Annual rate of change, per cent as of June 2024
2023 2024 2025 2026
GDP at constant prices 1.8 2.1 3.2 2.9
Private consumption 5.4 4.0 4.0 3.9
Government consumption 0.4 2.9 2.5 2.4
Gross fixed capital formation 3.3 0.5 8.5 35
Exports (goods and services) -19 2.3 37 3.6
Imports (goods and services) -6.3 2.7 5.6 4.5
HICP at end of period 5.0 2.2 2.8 2.6
Core inflation 53 2.3 3.3 2.9
Energy products 0.6 -2.5 -1.0 -0.9
Food 6.0 352 34 88
Goods and services with
administratively controlled prices and
tobacco products 54 2.4 2.2 2.1

Source: BNB.
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Forecast Revision
as of March 2024 (percentage points)
2023 2024 2025 2026 2023 2024 2025 2026

1.8 2.2 3.3 2.6 0.0 -0.1 -0.1 0.3
5.4 3.6 4.0 3.9 0.0 0.4 0.0 0.0
0.4 29 2.7 2.4 0.0 0.0 0.2 0.0
33 2.9 8.6 3.0 0.0 2.4 0.1 0.5
-1.9 2.9 3.6 3.6 0.0 0.6 0.1 0.0
6.3 4.5 5.2 4.6 0.0 -18 0.4 0.1

5.0 2.3 2.7 2.7 0.0 0.1 0.1 0.1
53 3.3 3.2 3.1 0.0 -1.0 0.1 0.2
0.6 2.2 -1.0 -0.9 0.0 0.3 0.0 0.0
6.0 3.1 3.3 3.4 0.0 0.1 0.1 0.1

5.4 0.8 2.2 2.1 0.0 1.6 0.0 0.0


https://www.bnb.bg/bnbweb/groups/public/documents/bnb_publication/pub_mac_for%D0%B5cast_2024_01_en.pdf
https://www.bnb.bg/bnbweb/groups/public/documents/bnb_publication/pub_mac_for%D0%B5cast_2024_01_en.pdf

lower nominal amount of EU funds, expected
to be used under the NRRP, reflecting delays
observed so far in its implementation. An addi-
tional factor driving projected lower growth of
general government investments in real terms
over 2025 is the expected higher growth of
investment goods prices.

Economic activity growth in 2026 has been
revised positively by 0.3 percentage points
compared to the March 2024 macroeconomic
forecast. This revision largely reflects the change
in BNB’s assumptions for the implementation

of government investments under the NRRP.
Although their projected nominal amount is
lower for each year of the forecast horizon, the
decline is more pronounced in 2025, leading to
a base effect and a higher nominal growth rate
of government investments in 2026 compared to
the previous macroeconomic forecast.

The inflation forecast has been revised slightly
towards lower growth of consumer prices at the
end of 2024 (by -0.1 percentage points). By
HICP sub-components, more significant revisions
are made, which are broadly offset. An essential
revision to a higher rate of increase in consum-
er prices (by 1.6 percentage points) is made in
the group of goods and services with adminis-
tratively controlled prices and tobacco products,
reflecting latest reporting data and new infor-
mation on heating and electricity supply prices
for the new regulatory period. At the same time,
core inflation has been revised towards lower
price growth at the end of 2024 (by -1.0 per-
centage point) due to a faster-than-expected
slowdown of inflation in the services sub-group,
according to incoming data up to May 2024. As
regards energy products, a slight revision has
been made towards a larger decline in prices
(by -0.3 percentage points) as a result of new
reporting data up to May 2024. The revised
forecast for inflation in the food group (by 0.1
percentage points at the end of 2024) is mainly
due to the change in international food price
assumptions and the assessment of the speed
of their pass-through to final consumer prices

in Bulgaria. Average annual inflation in 2024 is
also revised downwards (from 3.0 per cent to
2.5 per cent), reflecting downward revisions in
services and food prices due to incoming data,
while administratively controlled price inflation is
revised upwards.

19 Bulgarian National Bank

The inflation forecast at end-2025 and at end-
2026 has been slightly revised: to a higher
increase (by 0.1 percentage points) and a lower
increase (by -0.1 percentage points) in prices,
mainly due to changed estimates of the mag-
nitude and speed of the pass-through of wage
growth and international agricultural commodity
price increases to consumer prices of services
and food.



RJSKS TO THE FORECAST

The baseline scenario of the forecast is char-
acterised by high uncertainty about external
developments due to ongoing military conflicts
and increased geopolitical tensions globally. Tak-
ing into account the assumptions underlying the
baseline scenario, risks to the real GDP growth
forecast are assessed as balanced for 2024,
while for 2025 and 2026, risks of lower real GDP
growth in Bulgaria prevail.

The risks of lower economic activity stem from
both the global and domestic macroeconomic
environment. As regards the international environ-
ment, these risks are associated mainly with the
likelihood of a weaker foreign demand for Bulgar-
ian goods and services amid further increasing
global economic uncertainty, as well as higher
than projected international commodity prices.
Bulgaria’s main domestic risk to the realisation

of the economic activity forecast stems from the
possibility of a slower than projected implemen-
tation of investment projects financed by both
national and EU funds. Risks to the realisation of
higher real GDP growth in Bulgaria are mainly
associated with the likelihood of higher than pro-
jected private consumption growth, if households'
propensity to consume is stronger than projected
and in the event of higher than expected credit
growth.

The uncertainty of the forecast for a particular

indicator may be illustrated graphically by means
of a fan chart. Chart bands of a particular colour
indicate an interval within which the forecast val-
ue is expected to fall with a certain probability?*

24 The fan chart is constructed on the basis of the so-called
asymmetric exponential distribution. To present the forecasting
team's estimate of the uncertainty of projected values, it is
necessary to estimate the general uncertainty of the forecast
(by determining the dispersion ¢ of the distribution) and the
so-called balance of risks (by determining the asymmetry
parameter v of the distribution), which indicates the direction in
which the realised value is more likely to deviate from the pro-
jected value. The balance of risks is determined subjectively by
the forecasters on the basis of possible changes in the struc-
ture of the economy, inaccuracies in the information available at
the time of the forecast production, imperfections in forecasting
methods employed, forthcoming economic policy decisions, etc.
Historical data on the average forecast error made by the BNB
experts when preparing previous forecasts are used to deter-
mine the general uncertainty to the forecast. For more details
on the construction of the fan chart, see the highlights entitled
Measurement and Presentation of Uncertainty in Forecasting
Economic Indicators, Economic Review, issue 1 of 2012.

Macroeconomic Forecast ® June 2024

(for more details, see the notes to the charts).
Usually, each interval widens with the increase
in the forecast horizon, reflecting the increasing
uncertainty further into the future. The middle
band of the chart depicted in the darkest colour,
includes the baseline scenario of the annual
rate of change of real GDP and the probabili-
ty distribution shows a 20 per cent probability
for the actual value to fall within this band in
each of the quarters. According to the chart the
probability distribution for 2024 shows a 60 per
cent probability for the real GDP annual rate of
change to move within the range from 1.2 per
cent to 2.9 per cent.

Risks to the inflation forecast over the whole fore-
cast horizon are assessed as oriented towards a
stronger increase in consumer prices compared
to the baseline scenario. These risks relate to
the dynamics of external assumptions of energy
and agricultural commodity prices in internation-
al markets underlying the forecast. A possible
slower and limited pass-through of the assump-
tions of lower international energy commodity
prices to final consumer prices amid strong
consumer demand and a significant increase in
firms’ labour costs are a prerequisite for higher
inflation. In addition, more frequent and stronger
indexation of wages and social benefits would
boost private consumption growth, prompting a
pro-inflationary effect, in particular in the group
of services. In a medium run, a risk of higher
inflation in the group of goods and services with
administratively controlled prices stems from

the likelihood of the reversal of some of the
approved price reductions for some medicinal
products and the possibility of higher than pro-
jected increases in the baseline scenario in the
regulated prices for water and sewerage servic-
es, natural gas, electricity and heat for household
consumers.


https://www.bnb.bg/bnbweb/groups/public/documents/bnb_publication/pub_ec_r_2012_01_en.pdf

The fan chart of inflation suggests Fan Chart of the Expected Annual Rate

that with a probability of 60 per
cent annual inflation in consum-
er prices is expected to range

between 0.5 and 4.3 per cent at

the end of 2024.
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Note: The chart provides historical series and annual real GDP growth forecast according to
non-seasonally adjusted data. The fan chart shows expert views of the forecasters on the uncer-
tainty surrounding the projected value based on a probability distribution. The reporting period
includes revised GDP growth estimates, with the latest reporting periods revised on fewer occa-
sions, thus narrowing the band. The middle band of the projected horizon chart, depicted in the
darkest colour, includes the central projection and the probability distribution shows a 20 per cent
probability for the actual value to fall in this band in each of the quarters. If neighbouring bands (in
the same brighter colour) are added to the middle band, there would be a 40 per cent coverage
of the probability mass. Thus, by adding each same colour couple of bands, the probability for the
value to fall there would be increased by 20 percentage points to reach 80 per cent. The prob-
ability for the value to remain outside the coloured part of the chart is 20 per cent based on the
distribution chosen.

Source: BNB.

Fan Chart of the Expected Annual Inflation
at the End of the Period
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Notes: The fan chart shows expert views of the forecasters on the uncertainty surrounding the
projected value based on a probability distribution. The middle band of the chart, depicted in the
darkest colour, includes the central projection and the probability distribution shows 20 per cent
probability for the actual value to fall in this band in each of the quarters. If neighbouring bands
(in the same brighter colour) are added to the middle band, there would be a 40 per cent cover-
age of the probability mass. Thus, by adding each same colour couple of bands, the probability
for the value to fall there would be increased by 20 percentage points to reach 80 per cent. The
probability for the value to remain outside the coloured part of the chart is 20 per cent based on
the distribution chosen.

Source: BNB.
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Forecast of Key Macroeconomic Indicators for 2024-2026

(per cent)

Annual rate of change
GDP at constant prices
Private consumption
Government consumption
Gross fixed capital formation
Exports (goods and services)
Imports (goods and services)

HICP at end of period
Core inflation
Energy products
Food
Goods and services with administratively controlled prices and tobacco products

Employment
Unit labour costs
Labour productivity
Unemployment rate (share of labour force, %)

Claims on the non-government sector
Claims on corporations’
Claims on households

Deposits of the non-government sector

Share of GDP
Balance of payments current account
Trade balance
Services, net
Primary income, net
Secondary income, net

Annual rate of change
External assumptions
External demand
Average annual Brent il price (in USD)
Average annual price of non-energy products (in USD)?
Brent oil price at the end of period (in USD)
Prices of non-energy products at the end of period (in USD)

" Data refer to non-financial corporations.

2023

1.8
54
0.4
3.3
-19
6.3

5.0
53
0.6
6.0
5.4

1.0
12.3
09
4.4

12.2
76
156.9
9.5

-0.3
-3.9
7.1
-5.0
1.5

06
-17.2
-5.0
-4.9
1.3

2024

2.1
4.0
2.9
05
2.3
2.7

2.2
2.3
2.5
3.2
24

05
8.5
15
44

11.0
71
16.3
8.4

05
-4.8
76
-4.6
1.3

1.6
0.4
4.1
=510
6.9

2 Prices of non-energy products are weighted according to the structure of Bulgarian imports of goods.

Source: BNB.
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2025

3.2
4.0
25
8.5
3.7
5.6

2.8
3.3
-1.0
3.4
2.2

0.1
4.2
3.2
3.9

8.5
53
12.4
76

-0.8
-5.4
76
-4.3
1.4

35
-6.2
3.8
=510}
3.4

2026

2.9
3.9
2.4
3.5
3.6
45

2.6
29
0.9
3.3
2.1

0.0
4.4
2.9
3.6

79
5.5
10.6
745

-1.1
.7
7.7
4.2
1.1

3.5
4.1
3.2
-3.7
3.1
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