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 The Eurozone economy grew 0.2% qoq in Q2 2019, easing from a 0.4% expansion in the previous 

period. Compared with the same quarter of the previous year, the Euro Area economy grew 1.1% 
in the Q2, easing from 1.2% expansion in the previous period. That was the weakest growth rate 
since the Q4 of 2013. The Euro Area seasonally-adjusted unemployment rate fell to 7.5% in June 
2019 from an upwardly revised 7.6% in the previous month and in line with market expectations. 
It was the lowest jobless rate since July 2008 as the number of unemployed continued to decline. 
Considering the European Union as a whole, the unemployment rate was unchanged at 6.3% in 
June, the lowest since the start of the EU monthly unemployment series in January 2000. The an-
nual inflation rate in the Euro Area is expected to fall to 1.1% in July of 2019 from 1.3% in the pre-
vious month. It is the lowest inflation rate since February last year, mainly due to a slowdown in 
cost of energy and services. The annual core inflation, which excludes volatile prices of energy, 
food, alcohol & tobacco and at which the ECB looks in its policy decisions, is likely to slow to 0.9% 
in July from 1.1% in the prior month. 

 Italy's economy stagnated in Q2 of 2019 with 0% growth, following a 0.1% growth in the previ-
ous three-month period. Yoy, the GDP was unchanged in the second quarter 0%, following a 0.1% 
fall in the previous three-month period. European commission expects GDP growth at 0.1% in 
2019, slowing from 0.9% in 2018. The annual inflation rate in Italy fell to 0.4% in July of 2019 
from 0.7% in the previous month. On a monthly basis, consumer prices showed 0% growth, after 
a 0.1% gain in the previous month. The seasonally adjusted unemployment rate in Italy de-
creased to 9.7% in June of 2019 from a downwardly revised 9.8% in the previous month. It was 
the lowest jobless rate since January of 2012. Matteo Salvini, the deputy prime minister and lead-
er of the right wing League party, has called for early elections, declaring the government un-
workable. The League has now presented a no-confidence motion against Prime Minister 
Giuseppe Conte. The League are currently leading in the polls, and Salvini may see an early elec-
tion as his chance to win power outright. Only President Sergio Mattarella has the power to dis-
solve parliament and he may be unwilling to do so ahead of preparatory work in September for 
the 2020 budget, which must be presented to parliament and the European Commission the fol-
lowing month. 

 Britain's economy shrank -0.2% in Q2 of 2019, following a 0.5% growth in the previous three-
month period. That was the first quarter of contraction since the last quarter of 2012. On the pro-
duction side, industrial output dropped 1.4%, the most since the last quarter of 2012, driven by 
the largest decline in manufacturing since the first quarter of 2009 amid high stock levels and on-
going Brexit uncertainty. On the expenditure side, gross capital formation (GCF) made a negative 
contribution of 4.01% to overall GDP growth. Household consumption increased 0.5% (vs 0.6% in 
Q1). The annual inflation rate in the United Kingdom was at 2% in June 2019, unchanged from 
the previous month. The annual core inflation rate, which excludes prices of energy, food, alcohol 
and tobacco, advanced to 1.8% from an over 2-year low of 1.7% in May. The UK unemployment 
rate edged up to 3.9% in the second quarter of 2019 from a 44-year low of 3.8% in the previous 
period. The British economy will continue to suffer from Brexit-related uncertainty as well as dis-
ruptions to supply capacity in the medium to longer run. Brexit negotiations will eventually, but 
most likely after substantial postponement, result in an outcome that is acceptable for both the 
UK and the EU, without fully derailing economic momentum. 

 The US economy grew by an annualized 2.1% in Q2 of 2019, following a 3.1% expansion in the 
previous three-month period. Household consumption and government spending increased at 
faster rates, while a slump in exports and a smaller inventory build made a negative contribution 
to growth. Business investment declined for the first time in three years by 0.6%, compared to a 
4.4% advance in the previous three-month period. The US annual inflation rate rose to 1.8% in 
July 2019 from a four-month low of 1.6% in the previous month, boosted by food prices and a 
range of other goods while energy deflation eased. The core inflation rate, which excludes vola-
tile items such as food and energy, edged up to 2.2% in July. On a monthly basis, consumer prices 
advanced 0.3% in July, after a 0.1% gain in June, mainly driven by increases in gasoline and shel-
ter prices. The US unemployment rate stood at 3.7% in July 2019, unchanged from the previous 
month's figure. 
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 The Japanese economy advanced 0.4% qoq in Q2 of 2019, following an upwardly revised 0.7% 
growth in the previous period. Private demand expanded 0.7% in Q2 (vs 0.3% in Q1), as house-
hold consumption grew by the most in two years (0.6% vs 0.1%) on the back of demand for cars 
and air conditioners. Also, capital expenditure rose sharply (1.5% vs 0.4%). On an annualized ba-
sis, the economy grew by 1.8% in the second quarter, after an upwardly revised 2.8% expansion 
in the March quarter. Japan's consumer price inflation came in at 0.7% yoy in June 2019, un-
changed from the previous month. Annual core consumer inflation, which excludes fresh food, 
fell to 0.6% in June, the lowest since July 2017, from 0.8% in May. On a seasonally adjusted 
monthly basis, consumer prices were flat for the second sucessive month. The unemployment 
rate in Japan decreased to a 4-month low of 2.3% in June 2019 from 2.4% in May. 

 The trade war between USA and China continues to escalate. US President Donald Trump an-
nounced in August 1, 2019 that additional 10% tariff will be levied on the "remaining USD 300 
billion of goods". American President delays some of the tariffs in August 13, 2019. USD 110 bil-
lion worth will still take place on September 1, but USD 160 billion will not take effect until the 
end of December. In retaliation, the central bank of China (PBOC) let the renminbi fall over 2 % in 
three days to the lowest point since 2008 as it was hit by strong sales due to the threat of tariffs. 
The U.S. Department of Treasury officially declared China as a Currency Manipulator in August 5, 
2019. China orders state-owned enterprises in August 5, 2019 to stop buying US agricultural 
products, totaling USD 20 billion per year before the trade war and USD 20 billion per year as of 
July 2019. China's trade surplus with the US narrowed to USD 27.97 billion in July from USD 29.92 
billion in June. Unemployment Rate in China decreased to 3.61% in the second quarter of 2019 
from 3.67% in the first quarter of 2019. China's annual inflation rate rose to 2.8% in July 2019 
from 2.7% in the previous month. 

 Industrial production in June posted -3.9% drop compared to previous year in calendar adjusted 
terms. Intermediate and capital goods with -8.1% and -5.8% yoy change have dragged down pro-
duction performance. Seasonally adjusted drop on monthly basis was also disappointing at -
3.7%. Textile, basic metals and automotive production among export oriented sectors in June de-
clined -4.8%, -12.3% and -4.7% respectively while machinery and equipment as an indicator of 
future investments has declined -13.0% yoy. According to Bloomberg analyst’ survey budget defi-
cits will reach a 7-year high 3.7% of GDP by the end of 2019. Turkey's jobless rate rose to 12.8% in 
May 2019 from 9.7% in the same period of the previous year. The non-agricultural jobless rate 
climbed to 15.0% in May from 11.6% in the previous year. On a seasonally adjusted basis, the un-
employment rate rose to 14.0% in May from 13.8% in April. Turkey’s annual inflation rate in-
creased to 16.65% in July of 2019 from June’s one-year low of 15.72%. Annual core inflation rate, 
which excludes energy, food and non-alcoholic beverages, alcoholic beverages, tobacco and gold, 
advanced to 16.20% in July from 14.86% in June. 

 At 25 July 2019’s meeting the Governing Council of the European Central Bank (ECB) decided that 
the interest rate on the main refinancing operations and the interest rates on the marginal lend-
ing facility and the deposit facility will remain unchanged at 0.00%, 0.25% and -0.40% respective-
ly. The Governing Council expects the key ECB interest rates to remain at their present or lower 
levels at least through the first half of 2020, and in any case for as long as necessary to ensure 
the continued sustained convergence of inflation to its aim over the medium term. In this con-
text, the Governing Council has tasked the relevant Eurosystem Committees with examining op-
tions, including ways to reinforce its forward guidance on policy rates, mitigating measures, such 
as the design of a tiered system for reserve remuneration, and options for the size and composi-
tion of potential new net asset purchases. Monetary policy measures of ECB, including the forth-
coming new series of targeted longer-term refinancing operations (TLTRO III), will help to safe-
guard favorable bank lending conditions and will continue to support access to financing, in par-
ticular for small and medium-sized enterprises.  

 The Bank of England’s Monetary Policy Committee (MPC) sets monetary policy to meet the 2% 
inflation target, and in a way that helps to sustain growth and employment. At its meeting end-
ing on 31 July 2019, the MPC voted unanimously to maintain Bank Rate at 0.75%. The Committee 
voted unanimously to maintain the stock of sterling non-financial investment-grade corporate 
bond purchases, financed by the issuance of central bank reserves, at GBP 10 billion.  
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 The Committee also voted unanimously to maintain the stock of UK government bond purchases, fi-
nanced by the issuance of central bank reserves, at GBP 435 billion. Increased uncertainty about the na-
ture of EU withdrawal means that the economy could follow a wide range of paths over coming years. 
The appropriate path of monetary policy will depend on the balance of the effects of Brexit on demand, 
supply and the exchange rate. The monetary policy response to Brexit, whatever form it takes, will not 
be automatic and could be in either direction. In all circumstances, the Committee will set monetary poli-
cy appropriately to achieve the 2% inflation target. 

 Information received since the Federal Open Market Committee met in June indicates that the labor mar-
ket remains strong and that economic activity has been rising at a moderate rate. Although growth of 
household spending has picked up from earlier in the year, growth of business fixed investment has been 
soft. On a 12-month basis, overall inflation and inflation for items other than food and energy are run-
ning below 2%. In light of the implications of global developments for the economic outlook as well as 
muted inflation pressures, the Committee decided to lower the target range for the federal funds rate to 
2 to 2.25% (with 0.25%). This action supports the Committee's view that sustained expansion of econom-
ic activity, strong labor market conditions, and inflation near the Committee's symmetric 2% objective 
are the most likely outcomes, but uncertainties about this outlook remain. The Committee will conclude 
the reduction of its aggregate securities holdings in the System Open Market Account in August, two 
months earlier than previously indicated. 

 At the Monetary Policy Meeting held July 30, 2019, the Policy Board of the Bank of Japan decided upon 
the following: The short-term policy interest rate: The Bank will apply a negative interest rate of minus -
0.1% to the Policy-Rate Balances in current accounts held by financial institutions at the Bank. The Bank 
will purchase Japanese government bonds (JGBs) so that 10-year JGB yields will remain at around 0%. 
The Bank will conduct purchases in a flexible manner so that their amount outstanding will increase at 
an annual pace of about 80 trillion JPY. The Bank will purchase exchange-traded funds (ETFs) and Japan 
real estate investment trusts (J-REITs) so that their amounts outstanding will increase at annual paces of 
about 6 trillion JPY and about 90 billion JPY, respectively. As for CP and corporate bonds, the Bank will 
maintain their amounts outstanding at about 2.2 trillion JPY and about 3.2 trillion JPY, respectively. Bank 
of Japan will continue expanding the monetary base until the yoy rate of increase in the observed con-
sumer price index (CPI, all items less fresh food) exceeds 2% and stays above the target in a stable man-
ner. As for policy rates, the Bank intends to maintain the current extremely low levels of short- and long-
term interest rates for an extended period of time, at least through around spring 2020. 

 Speech of Pan Gongsheng, PBOC Deputy Governor and State Administration of Foreign Exchange Admin-
istrator. The short-term adjustments lately seen in the RMB exchange rate were spontaneous reactions 
of financial markets to the surprise US announcements of unexpected tariffs. Despite that the RMB ex-
change rate will be subject to trade frictions and other external shocks, PBOC judges it will not depreci-
ate in disorder, and the foreign exchange market will eventually return to fundamentals after a brief 
shock. Firstly, economic performance has been stable and is expected to firm going forward. Secondly, 
cross-border capital flows are generally stable. Thirdly, China’s external debt has been more stable. In 
recent years, China’s external debt growth is not high compared with its economic size. Fourthly, the 
RMB exchange rate showed more two-way fluctuations, and foreign exchange market entities became 
more adaptive and rational. PBOC have the confidence and capability to effectively prevent risks arising 
out of external shocks, maintain stability of the foreign exchange market, and promote stable and sound 
development of the financial market and the financial system. 

 The Monetary Policy Committee of Central bank of Turkey has decided to reduce the policy rate (one-
week repo auction rate) from 24% to 19.75%. Inflation outlook continued to improve. In the second quar-
ter, inflation displayed a significant fall with the contribution from a deceleration in unprocessed food 
and energy prices. Domestic demand conditions and the tight monetary policy continue to support disin-
flation. Underlying trend indicators, supply side factors, and import prices lead to an improvement in the 
inflation outlook. In light of these developments, recent forecast revisions suggest that inflation is likely 
to materialize slightly below the projections of the April Inflation Report by the end of the year. Accord-
ingly, considering all the factors affecting inflation outlook, the Monetary Policy Committee of Central 
bank of Turkey decided to reduce the policy rate by 425 basis points. This is relatively high interest rate 
cut with 4.25% (425 bp) and decrease of basic interest rate from 24% to 19.75%. The development of 
USD/TRY exchange rate is the crucial variable in the TCMB‘s reaction function. We expect the lira TRY to 
depreciate substantially after interest rate cut and consequently a sharp rise in inflation, increase the 
level of dollarization, deterioration in the financial statement of Turkish banks, decline in GDP and in-
crease in unemployment over the coming months. Credit rating agency Fitch downgraded Turkey’s sover-
eign debt by one notch on 12.07.2019 in a move that comes following Moody's lowering of its credit 
rating for Ankara in June. The move also came less than one week after Turkish President Recep Tayyip 
Erdogan dismissed the country’s central bank chief from his post . 
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 The Organization of the Petroleum Exporting Countries (OPEC) on 16.098.2019 presented nega-
tive prospects for the oil market for the remainder of 2019, while economic growth slowed and 
highlighted the challenges for 2020. In their monthly OPEC report, they cut their forecast for 2019 
oil demand by 40,000 BBL per day. The organization expects to see a slight surplus in the market 
in 2020. Crude oil dropped by -0.02 USD/BBL or -0.04% to 56.2416 on Tuesday 20 August from 
56.2616 in the previous trading session. Brent oil dropped by -0.17 USD/BBL or -0.28% to 59.6306 
on 20 August from 59.8006 in the previous trading session. Bearish market sentiment amid a 
slowdown in the global economy, a trade conflict between the US and China and Brexit may force 
OPEC and its allies, including Russia, to continue supporting a policy of shrinking production to 
support prices. 

 The middle of August 2019 brought a new decrease in FOB prices of grain contracts on the global 
stock markets. In the US, wheat decreased by USD -4.00 and traded at 211.00 USD/ton, in France 
it was minus EUR -2.00 to 167.00 EUR/ton, and in Ukraine and Russia a unanimous change of mi-
nus USD -1.00 193.00 and 194.00 USD/ton respectively. For maize, the movement overseas was 
sharply down - minus USD -26.00 to 164.00 USD/ ton, in France the corn again lost positions by 
EUR -2.00 to 171.00 EUR/ ton, and Ukraine for November delivery also lowered its price almost to 
US - minus USD -5.00 to 165.00 USD/ton. In the Grain sub-circle of the Sofia Commodity Exchange 
AD after the deals in high quality wheat, the quotations of IIB group return to the usual levels. 
Wheat bread is locally requested at 340.00 BGN/ton, supply is from 350.00 to 370.00 BGN/ton. 
Feed wheat is available at 320.00 BGN/ton. 
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 In January-June 2019 the net flows of foreign direct investment in Bulgaria presented according 
to the directional principle recorded a a positive value of EUR 457.1 million (0.8% of GDP) in 
January – June 2019, growing by EUR 304.5 million from January – June 2018 (positive value of 
EUR 152.6 million, 0.3% of GDP).  

 In January-June 2019 the net flows of foreign direct investment in Bulgaria presented according 
to the directional principle recorded a a positive value of EUR 457.1 million (0.8% of GDP) in 
January – June 2019, growing by EUR 304.5 million from January – June 2018 (positive value of 
EUR 152.6 million, 0.3% of GDP).  

 At the end of July 2019, the BNB's international reserves exceed BGN 49.9 billion (EUR 25.5 bil-
lion), increased by 1.3% mom and by 1.9% yoy and maintain the stability of the currency board 
in Bulgaria. 

 Bulgaria’s GDP expanded with 3.3% in Q2 2019 yoy and by 0.6% qoq. GDP in Q2 2019 increased 
by 0.2% in the EU-28 compared to the previous quarter by seasonally adjusted data. The econo-
my will grow in the third quarter as well. Expectations are to maintain rates similar to Q1 accel-
eration. Gross domestic product then accelerated to 3.5% yoy, up from 3% in the Q4 of 2018. 
The weaker growth in the euro area countries, negative trends, as well as ongoing structural 
problems in some of the large economies in the EU, together with the ambiguity of the course 
of Brexit, will begin to have an increasingly tangible impact on the Bulgarian economy. Exter-
nal shocks in the short and medium term may be mitigated by a sharp increase in new invest-
ment, productivity gains, and possibly activation of projects funded under operational pro-
grams. 

 In July 2019, the overall business climate indicator remained approximately at the level of the 
previous month at the level of 29.5%. The decrease in the economic situation was observed in 
industry up to 24.7% and construction up to 34.6%, while in retail trade the level of June re-
mained (44.9%). In the services sector alone, the indicator rises to 18.3%. 

 The deteriorating external environment is a factor in the overall negative trend in the industry. 
According to preliminary data, in June 2019 the seasonally adjusted index of industrial produc-
tion in Bulgaria decreased by 1.9% compared to May 2019. In June 2019, the calendar-adjusted 
industrial production index registered a decrease of 3.6% compared to the corresponding 
month of 2018. 

 According to the preliminary seasonally adjusted data in June 2019 the turnover in ‘Retail 
trade, except of motor vehicles and motorcycles’ at constant prices kept the level of the previ-
ous month. Retail Sales yoy in Bulgaria is expected to be -0.90% by the end of 2019. Looking 
forward, we estimate Retail Sales yoy in Bulgaria to stand at 2.8% in 2020 and 4.5% in 2021. 

 According to NSI preliminary data, in June 2019 the index of production in section 
‘Construction’ calculated on the base of seasonally adjusted data was 0.5% below the level of 
the previous month. In June 2019 the working day adjusted index of production in construction 
increased by 1.5% in comparison with the same month of 2018. Construction Output in Bulgaria 
is expected to be 3.7% by the end of 2019. Construction Output in Bulgaria to stand at 4.2% in 
2020 and 3% in 2021. 

 The consumer price index for July 2019 compared to June 2019 is 100.8%, ie monthly inflation is 
0.8%. Since the beginning of the year, inflation has been 2.0% and annual inflation has been 
2.9%. The average annual inflation for the period July 2018 - June 2019 compared to the period 
July 2017 - June 2018 is 3.3%. Our forecast is for inflation to reach 2.5% in 2019, 2.3% in 2020. 
and 2.1% in 2021. 

 Total Producer Price Index in June 2019 decreases by 1.1% compared to the previous month; 
compared to the same month of 2018 the prices rose by 0.9%. Producer Price Index on Domestic 
Market in June 2019 fell by 0.3% compared to the previous month; compared to the same 
month of 2018 the domestic prices grew by 2.6%.The total income average per household 
member during Q2 of 2019 is BGN 1 547 and increases by 4.9% yoy. The total expenditure aver-
age per household member during Q2 2019 is BGN 1 402 and increases by 5.3% yoy.The con-
sumption of main food products average per household member during Q2 2019 yoy does 
change. 
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 In Q2 2019 Bulgaria’s unemployment rate was 4.2%, by 1.3 percentage points lower compared to 
Q2 2018.  There were 61.2 thousand discouraged persons aged 15 - 64, representing 5.2% of the 
economically inactive population in the same age group. The activity rate for population aged 15 
- 64 was 73.8%, by 2.0 percentage points higher compared to the second quarter of 2018. The 
employment rate for population aged 15 - 64 increased by 2.8 percentage points from the same 
quarter of 2018 and achieved 70.7%. The expectations for the Bulgarian labor market are one-
direction. For 2019, employment is expected to increase by 0.4%. The unemployment rate is ex-
pected to rise again in H2 2019, with unemployment estimated at 4.6% in 2019 and 4.5% in 2020. 
Employers will have difficulty hiring skilled workers, so the benefits related to low unemployment 
are limited in the short term and there are concerns about the medium and long term. 

 According to preliminary NSI data, the number of employees under employment and employ-
ment relationship in Bulgaria at the end of June 2019 increased by 1.5% compared to the end of 
March 2019 and reached 2.35 million. In Q2 2019, the average gross monthly salary increased by 
4.3% compared to the first quarter of 2019 and reached BGN 1 260. The labor market is expected 
to continue to exert pressure on employers and new changes are yet to come. Low unemploy-
ment will continue to push for wage increases, including the projected increase in the minimum 
wage to BGN 610 from the beginning of 2020. 

 In January-June 2019 Bulgaria’ CFP balance on a cash basis is positive, amounting to 3,025.8 mil-
lion BGN and presented 2.6% of forecasted GDP. The fiscal reserve as of 30.06.2019 amounts to 
11.7 billion BGN. Based on the preliminary data and estimates, the Consolidated Fiscal Pro-
gramme (CFP) balance on a cash basis as of July 2019 is expected to be positive, amounting to 
BGN 2,979.1 million (2.8% of the projected GDP). 

 In January – June 2019, Bulgaria’s central government sub-sector debt amounted to EUR 11,691.4 
million and accounted for 19.8% of projected GDP. According MF “Government debt Manage-
ment Strategy for 2019-2021” Bulgaria’s public debt/GDP ratio will stood at 19.1% in 2019, 
17.7% in 2020 and 16.5% in 2021. 

 At the end of June 2019 broad money (monetary aggregate M3) amounted at BGN 95.821 billion 
(82.8% of GDP) and increased by 7.8% yoy. Domestic credit – was BGN 58.115 billion and in-
creased by 3% yoy.  

 In July 2019, SOFIX fell 1.21% to 580.68 points, BGBX 40 decreased 1.48% to 114.61 points. The 
weighted BG TR30 dropped 0.23% to 511.13 points. The only measure of BGREIT real estate com-
panies rose in July by 0.81% to 126.85 points. 

 As of the end of June 2019, the aggregate net profit of the banking system amounted to BGN 918 
million and increased by 14.6% yoy. The gross credit portfolio of the banking sector for the first 
six months of 2019 increased by 7.2% yoy to BGN 63.1 billion and presented 55.3% of full year 
projected GDP. At the end of June 2019, deposits from customers of the banking system amount-
ed to BGN 86.5 billion and increased by 0.2% mom and by 7.1% yoy, respectively. Their relative 
share in GDP is 74.8%. The relative share of non-performing loans decreased to 7.2%. 
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GLOBAL TRENDS 

 
ADVANCED COUNTRIE’S ECONOMIES 

 

Eurozone 
 

The Eurozone economy grew 0.2% qoq in Q2 of 2019, easing from a 0.4% expansion in the previous period. Com-

pared with the same quarter of the previous year, the Euro Area economy grew 1.1% in the Q2, easing from 1.2% 

expansion in the previous period. That was the weakest growth rate since the Q4 of 2013. The Euro Area seasonal-

ly-adjusted unemployment rate fell to 7.5% in June 2019 from an upwardly revised 7.6% in the previous month and 

in line with market expectations. It was the lowest jobless rate since July 2008 as the number of unemployed con-

tinued to decline. Considering the European Union as a whole, the unemployment rate was unchanged at 6.3% in 

June, the lowest since the start of the EU monthly unemployment series in January 2000. The annual inflation rate 

in the Euro Area is expected to fall to 1.1% in July of 2019 from 1.3% in the previous month. It is the lowest infla-

tion rate since February last year, mainly due to a slowdown in cost of energy and services. The annual core infla-

tion, which excludes volatile prices of energy, food, alcohol & tobacco and at which the ECB looks in its policy deci-

sions, is likely to slow to 0.9% in July from 1.1% in the prior month. 

The Eurozone economy grew 0.2% qoq in Q2 of 2019, easing from a 0.4% expansion in the previous period and 

matching market expectations. Among countries for which data is already available, Italy's economy stagnated in Q2, 

following a 0.1% growth in the previous three-month period; while GDP growth slowed in France (0.2% vs 0.3%), 

Spain (0.5% vs 0.7%), Austria (0.3% vs 0.4%), Belgium (0.2% vs 0.3%), and Lithuania (0.9% vs 1.2%). By contrast, Lat-

via's economy expanded 0.8% in the second quarter, recovering from a 0.1% contraction in the previous period. Ger-

many's gross domestic product contracted -0.1% (vs 0.4% in Q1), mainly due to a slump in exports. Compared with 

the same quarter of the previous year, the Euro Area economy grew 1.1% in the Q2, easing from 1.2% expansion in 

the previous period and compared to market expectations of 1%. That was the weakest growth rate since the Q4 of 

2013. Considering the European Union as a whole, GDP growth eased to 0.2% qoq (vs 0.5% in Q1); and to 1.3% yoy 

(vs 1.6% in Q1). The Euro Area seasonally-adjusted unemployment rate fell to 7.5% in June 2019 from an upwardly 

revised 7.6% in the previous month and in line with market expectations. It was the lowest jobless rate since July 

2008 as the number of unemployed continued to decline.  Considering the European Union as a whole, the unem-

ployment rate was unchanged at 6.3% in June, the lowest since the start of the EU monthly unemployment series in 

January 2000. Among EU Member States, the lowest unemployment rates in June were recorded in Czechia (1.9%) 

and Germany (3.1%). The highest unemployment rates were observed in Greece (17.6% in April 2019) and Spain 

(14.0%). Compared with a year ago, the largest decreases were registered in Greece (17.6% from 19.8% between 

April 2019 and April 2018), Cyprus (6.5% from 8.3%), Croatia (7.1% from 8.6%), Ireland (4.5% from 5.9%) and Slovakia 

(5.4% from 6.7%). The youth unemployment rate was 14.1% in the EU28 and 15.4% in the Euro Area, compared with 

15.2% and 17.0% respectively in June 2018. The lowest rates were observed in Germany (5.5%), the Netherlands 

(6.5%) and Czechia (6.6%), while the highest were recorded in Greece (39.6% in Q1 2019), Spain (32.4%) and Italy 

(28.1%).The annual inflation rate in the Euro Area is expected to fall to 1.1% in July of 2019 from 1.3% in the previous 

month and in line with market expectations, a preliminary estimate showed. It is the lowest inflation rate since Febru-

ary last year, mainly due to a slowdown in cost of energy and services.  Yoy, prices should rise at a softer pace for en-

ergy (0.6% from 1.7% in June) and services (1.2% from 1.6%). Meantime, cost of food, alcohol and tobacco is ex-

pected to advance to 2% from 1.6% in June, boosted by processed food, alcohol and tobacco (2% from 1.9%) and un-

processed food (1.7% from 0.7%). Also, prices of non-energy industrial goods are seen rising further (0.4% from 

0.3%). The annual core inflation, which excludes volatile prices of energy, food, alcohol & tobacco and at which the 

ECB looks in its policy decisions, is likely to slow to 0.9% in July from 1.1% in the prior month and below market ex-

pectations of 1%. 
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Italy 
 

Italy's economy stagnated in Q2 of 2019 with 0% growth, following a 0.1% growth in the previous three-month period. Yoy, 

the GDP was unchanged in Q2 at 0%, following a 0.1% fall in the previous three-month period. European commission ex-

pects GDP growth at 0.1% in 2019, slowing from 0.9% in 2018. The annual inflation rate in Italy fell to 0.4% in July of 2019 

from 0.7% in the previous month. On a monthly basis, consumer prices showed 0% growth, after a 0.1% gain in the previous 

month. The seasonally adjusted unemployment rate in Italy decreased to 9.7% in June of 2019 from a downwardly revised 

9.8% in the previous month. %. It was the lowest jobless rate since January of 2012. Matteo Salvini, the deputy prime minis-

ter and leader of the right wing League party, has called for early elections, declaring the government unworkable. The 

League has now presented a no-confidence motion against Prime Minister Giuseppe Conte. The League are currently leading 

in the polls, and Salvini may see an early election as his chance to win power outright. Only President Sergio Mattarella has 

the power to dissolve parliament and he may be unwilling to do so ahead of preparatory work in September for the 2020 

budget, which must be presented to parliament and the European Commission the following month. 

Italy's economy stagnated in Q2 of 2019 with 0% growth, following a 0.1% growth in the previous three-month period and 

compared to market expectations of a 0.1% contraction. From the demand side, both trade and domestic demand made zero 

0% contribution to growth. From the production side, declines in industry and agriculture sectors were enough to offset an ex-

pansion in services activity. Yoy, the GDP was unchanged in Q2 at 0%, following a 0.1% fall in the previous three-month period 

and compared to market expectations of a 0.2% contraction. European commission expects GDP growth at 0.1% in 2019, slow-

ing from 0.9% in 2018. The annual inflation rate in Italy fell to 0.4% in July of 2019 from 0.7% in the previous month and below 

preliminary estimates of 0.5%. It was the lowest inflation since November of 2016, as a fall in prices of regulated energy prod-

ucts (-5.2% from 4.3%) was only slightly offset by higher prices of unprocessed food (1.5% from 0.7%), services related to 

transport (1.8% from 1.5%). Annual core inflation rate, which excludes energy and unprocessed food, increased to 0.5% in July 

from 0.4% in June and above flash estimates of 0.4%. Excluding only energy, inflation increased to 0.6% from 0.5% in June and 

compared with preliminary estimates of 0.5%. On a monthly basis, consumer prices showed 0% growth, after a 0.1% gain in the 

previous month and missing flash estimates of 0.1%. The harmonized index of consumer prices rose 0.3% from the previous 

year (from 0.8% in June); and fell -1.8% mom, after rising 0.1% in June. The seasonally adjusted unemployment rate in Italy de-

creased to 9.7% in June of 2019 from a downwardly revised 9.8% in the previous month and below market expectations of 

10%. It was the lowest jobless rate since January of 2012.  Matteo Salvini, the deputy prime minister and leader of the right 

wing League party, has called for early elections, declaring the government unworkable. The League has now presented a no-

confidence motion against Prime Minister Giuseppe Conte. The League are currently leading in the polls, and Salvini may see an 

early election as his chance to win power outright. Only President Sergio Mattarella has the power to dissolve parliament and 

he may be unwilling to do so ahead of preparatory work in September for the 2020 budget, which must be presented to parlia-

ment and the European Commission the following month. Former Italian Prime Minister Matteo Renzi has proposed to form a 

technical government without the far-right League party. The "institutional government" would include left and centre-right 

parties for the sake of national unity. The idea of a "technical government of president Mattarella" is also gaining ground.  

 

 

 

Great Britain 
 

Britain's economy shrank -0.2% in Q2 of 2019, following a 0.5% growth in the previous three-month period. That was the 

first quarter of contraction since the last quarter of 2012. On the production side, industrial output dropped 1.4%, the most 

since the last quarter of 2012, driven by the largest decline in manufacturing since the first quarter of 2009 amid high stock 

levels and ongoing Brexit uncertainty. On the expenditure side, gross capital formation (GCF) made a negative contribution 

of 4.01% to overall GDP growth. Household consumption increased 0.5% (vs 0.6% in Q1). The annual inflation rate in the 

United Kingdom was at 2% in June 2019, unchanged from the previous month. The annual core inflation rate, which excludes 

prices of energy, food, alcohol and tobacco, advanced to 1.8% from an over 2-year low of 1.7% in May. The UK unemploy-

ment rate edged up to 3.9% in the second quarter of 2019 from a 44-year low of 3.8% in the previous period. The British 

economy will continue to suffer from Brexit-related uncertainty as well as disruptions to supply capacity in the medium to 

longer run. Brexit negotiations will eventually, but most likely after substantial postponement, result in an outcome that is 

acceptable for both the UK and the EU, without fully derailing economic momentum. 
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 Britain's economy shrank 0.2% in Q2 of 2019, compared to forecasts that had pointed to stagnation and following a 0.5% 
growth in the previous three-month period. That was the Q1 of contraction since the last quarter of 2012. On the produc-
tion side, industrial output dropped 1.4%, the most since the last quarter of 2012, driven by the largest decline in manufac-
turing since Q1 of 2009 amid high stock levels and ongoing Brexit uncertainty. The fall in manufacturing output was driven 
by a 5.2% contraction in transport equipment output, which largely reflected the partial closures of various car manufactur-
ing plants. There were also declines in the manufacturing output of pharmaceutical, chemical and metal products. Services 
output growth slowed to 0.1%, the weakest quarterly figure in three years. There has been an easing in wholesale, retail 
and motor trades, which slowed to 0.2% (vs 1.2% in Q1), with all three sectors weakening compared with the first three 
months of the year. Financial and insurance activities output shrank 0.2%, continuing the decline seen since Q1 2017. Con-
struction output fell 1.3%, following a 1.4% advance in Q1. On the expenditure side, gross capital formation (GCF) – which 
includes gross fixed capital formation (GFCF), changes in inventories and acquisitions less disposal of valuables – made a 
negative contribution of 4.01% to overall GDP growth. This decline broadly represents a fall-back from the first quarter, 
where GCF was boosted by the build-up of stocks held by some businesses ahead of the UK’s original exit date from the Eu-
ropean Union at the end of March, alongside notable movements in unspecified goods. Meanwhile, household consump-
tion increased 0.5% (vs 0.6% in Q1), amid ongoing concerns over the wider economy; and government consumption rose 
0.7%, driven by increases in government spending in a number of sectors, including healthcare and spending by local au-
thorities. The UK trade deficit narrowed sharply to GBP 4.373 billion from a record GBP 21.582 in the previous period. Ex-
ports dropped 3.3% (vs 1.5% in Q1) while imports plunged 12.9% (vs 10.8% in Q1). The annual inflation rate in the United 
Kingdom was at 2% in June 2019, unchanged from the previous month and matching market expectations. Cost of food and
-non-alcoholic beverages rose further while prices slowed for transport and housing & utilities. The consumer prices index 
including owner occupiers’ housing costs (CPIH) stood at 1.9% in June, unchanged from the prior month. The annual core 
inflation rate, which excludes prices of energy, food, alcohol and tobacco, advanced to 1.8% from an over 2-year low of 
1.7% in May. On a monthly basis, consumer prices were flat 0%, afer a 0.3% gain in May. The UK unemployment rate edged 
up to 3.9% in the second quarter of 2019 from a 44-year low of 3.8% in the previous period, while markets had forecast the 
rate to remain unchanged. Meanwhile, total pay growth picked up to 3.7%, the fastest since June 2008.  Total earnings 
growth, including bonuses, rose by an annual 3.7% in Q2, the highest rate since June 2008. Annual growth in both total pay 
(including bonuses) and regular pay (excluding bonuses) has accelerated in recent months. Uncertainty surrounding the 
Brexit negotiations will continue to weigh on sentiment and investment decisions. The British economy will continue to 
suffer from Brexit-related uncertainty as well as disruptions to supply capacity in the medium to longer run. Brexit negotia-
tions will eventually, but most likely after substantial postponement, result in an outcome that is acceptable for both the UK 
and the EU, without fully derailing economic momentum. 
 

USA 
 
The US economy grew by an annualized 2.1% in Q2 of 2019, following a 3.1% expansion in the previous quarter. House-
hold consumption and government spending increased at faster rates, while a slump in exports and a smaller inventory 
build made a negative contribution to growth. Business investment declined for the first time in three years by 0.6%, 
compared to a 4.4% advance in the previous three-month period. The US annual inflation rate rose to 1.8% in July 2019 
from a four-month low of 1.6% in the previous month, boosted by food prices and a range of other goods while energy 
deflation eased. The core inflation rate, which excludes volatile items such as food and energy, edged up to 2.2% in July. 
On a monthly basis, consumer prices advanced 0.3% in July, after a 0.1% gain in June, mainly driven by increases in gaso-
line and shelter prices. The US unemployment rate stood at 3.7% in July 2019, unchanged from the previous month's fig-
ure. 
The US economy grew by an annualized 2.1% in Q2 of 2019, beating market expectations of 1.8% and following a 3.1% ex-
pansion in the previous three-month period, the advance estimate showed. Household consumption and government 
spending increased at faster rates, while a slump in exports and a smaller inventory build made a negative contribution to 
growth. Positive contributions from personal consumption expenditures (2.85%), federal government spending (0.51%), and 
state and local government spending (0.35%) were partly offset by negative contributions from private inventory invest-
ment (-0.86%), exports (-0.63%), nonresidential fixed investment (-0.08%) and residential fixed investment (-0.06%). Im-
ports, which are a subtraction in the calculation of GDP, increased, posting a negative contribution of 0.01%. Personal con-
sumption expenditures (PCE) jumped 4.3% in the second quarter, the most since the fourth quarter of 2017, mainly boosted 
by consumption of goods (8.3% vs 1.5% in Q1), in particular durable goods (12.9% vs 0.3%). Also, services consumption 
growth accelerated (2.5% vs 1%). Federal government spending climbed 7.9% (vs 2.2% in Q1) and state and local govern-
ment spending rose 3.2% (vs 3.3% in Q1). By contrast, exports plunged 5.2% in the second quarter, after a 4.1% increase in 
Q1, due to lower sales of both goods (-5% vs 4.6%) and services (-5.6% vs 3.3%). On the other hand, imports edged 0.1% 
higher led by purchases of goods (0.2% vs -2.8%). ratio was 60.7%. Both measures were little changed over the month and 
over the year. 
 



HIGHLIGHTS AND FORECASTS, MONTHLY ECONOMIC REPORT 
August 2019 

12 

 

Business investment declined for the first time in three years by 0.6%, compared to a 4.4% advance in the previous three-
month period, dragged by a contraction in structures investment (-10.6% vs 4%), which includes oil and gas well drilling. 
Meanwhile, investment in intellectual property products continued to rise solidly (4.7% vs 10.8%), and that in equipment 
rebounded (0.7% vs -0.1%). Residential investment shrank for the sixth straight period (-1.5% vs -1%), the first such instance 
since the financial crisis. The US annual inflation rate rose to 1.8% in July 2019 from a four-month low of 1.6% in the previ-
ous month and above market consensus of 1.7%, boosted by food prices and a range of other goods while energy deflation 
eased. The core inflation rate, which excludes volatile items such as food and energy, edged up to 2.2% in July, also beating 
market consensus of 2.1%. On a monthly basis, consumer prices advanced 0.3% in July, after a 0.1% gain in June and in line 
with market forecasts, mainly driven by increases in gasoline and shelter prices. The US unemployment rate stood at 3.7% 
in July 2019, unchanged from the previous month's figure and in line with market expectations. The number of unemployed 
increased by 88 thousand to 6.1 million while employment went up by 283 thousand to 157.3 million. In July, the labor 
force participation rate was 63.0%, and the employment- population ratio was 60.7%. Both measures were little changed 
over the month and over the year. 

Japan 
 
The Japanese economy advanced 0.4% qoq in Q2 of 2019, following an upwardly revised 0.7% growth in the previous 
period. Private demand expanded 0.7% in Q2 (vs 0.3% in Q1), as household consumption grew by the most in two years 
(0.6% vs 0.1%) on the back of demand for cars and air conditioners. Also, capital expenditure rose sharply (1.5% vs 0.4%). 
On an annualized basis, the economy grew by 1.8% in the second quarter, after an upwardly revised 2.8% expansion in 
the March quarter. Japan's consumer price inflation came in at 0.7% yoy in June 2019, unchanged from the previous 
month. Annual core consumer inflation, which excludes fresh food, fell to 0.6% in June, the lowest since July 2017, from 
0.8% in May. On a seasonally adjusted monthly basis, consumer prices were flat for the second successive month. The 
unemployment rate in Japan decreased to a 4-month low of 2.3% in June 2019 from 2.4% in May. 
The Japanese economy advanced 0.4% qoq in Q2 2019, easily beating market expectations of a 0.1% expansion and follow-
ing an upwardly revised 0.7% growth in the previous period, a preliminary estimate showed.  Private demand expanded 
0.7% in Q2 (vs 0.3% in Q1), as household consumption grew by the most in two years (0.6% vs 0.1%) on the back of demand 
for cars and air conditioners. Also, capital expenditure rose sharply (1.5% vs 0.4%), far above forecasts of a 0.7% rise. Con-
struction of hotels and leisure facilities led the gains, boosted by a steady stream of inbound tourists and an expected surge 
in demand ahead of the 2020 Tokyo Olympic Games. In addition, public demand growth accelerated significantly (0.9% vs 
0.2%), with government spending rebounding strongly (0.9% vs -0.1%) and public investment advancing further (1% vs 
1.4%). Meanwhile, external demand subtracted 0.3% to GDP growth. Exports of goods and services dropped 0.1% (vs -2% in 
Q1), while imports rose 1.6% (vs -4.3% in Q1). On an annualized basis, the economy grew by 1.8% in Q2, after an upwardly 
revised 2.8% expansion in Q1 and far above estimates of a 0.4% advance. Japan's consumer price inflation came in at 0.7% 
yoy in June 2019, unchanged from the previous month and matching market expectations. A faster rise in cost of food and 
housing was offset by a steeper decline in prices of transport and communication. Annual core consumer inflation, which 
excludes fresh food, fell to 0.6% in June, the lowest since July 2017, from 0.8% in May and also in line with estimates. The 
latest figure remained well below the Bank of Japan's 2% target. Meantime, stripping away the effect of fresh food and en-
ergy, consumer prices rose by 0.5% yoy in June, the same as in a month earlier and slightly below estimates of a 0.6% rise. 
On a seasonally adjusted monthly basis, consumer prices were flat for the second sucessive month. The unemployment 
rate in Japan decreased to a 4-month low of 2.3% in June 2019 from 2.4% in May and compared to market expectations of 
2.4%. The jobs-to-applications ratio declined to 1.61 from 1.62 in the previous month and slightly below market consensus 
of 1.62.  

 
China 
The trade war between USA and China continues to escalate. US President Donald Trump announced in August 1, 2019 

that additional 10% tariff will be levied on the "remaining USD 300 billion of goods". American President delays some of 

the tariffs in August 13, 2019. USD 110 billion worth will still take place on September 1, but USD 160 billion will not take 

effect until the end of December. In retaliation, the central bank of China (PBOC) let the renminbi fall over 2% in three 

days to the lowest point since 2008 as it was hit by strong sales due to the threat of tariffs. The U.S. Department of 

Treasury officially declared China as a Currency Manipulator in August 5, 2019. China orders state-owned enterprises in 

August 5, 2019 to stop buying US agricultural products, totaling USD 20 billion per year before the trade war and USD 20 

billion per year as of July 2019. China's trade surplus with the US narrowed to USD 27.97 billion in July from USD 29.92 

billion in June. Unemployment Rate in China decreased to 3.61% in the second quarter of 2019 from 3.67% in the first 

quarter of 2019. China's annual inflation rate rose to 2.8% in July 2019 from 2.7% in the previous month. 
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The trade war between USA and China continues to escalate. US President Donald Trump announced in August 1, 2019 that 
additional 10% tariff will be levied on the "remaining USD 300 billion of goods". American President delays some of the tariffs 
in August 13, 2019. USD 110 billion worth will still take place on September 1, but USD 160 billion will not take effect until the 
end of December. In retaliation, the central bank of China (PBOC) let the renminbi fall over 2 % in three days to the lowest 
point since 2008 as it was hit by strong sales due to the threat of tariffs. The U.S. Department of Treasury officially declared 
China as a Currency Manipulator in August 5, 2019. China announces an accelerated decrease in holdings of US treasury hold-
ings in August 9, 2019, targeting 25% of its current holdings of USD 1.1 trillion. China orders state-owned enterprises in Au-
gust 5, 2019 to stop buying US agricultural products, totaling USD 20 billion per year before the trade war and USD 20 billion 
per year as of July 2019. These tariffs complement the earlier ones in the trade war when the President Donald Trump boost-
ed 25% tariffs in May 5, 2019 on USD 200 billion in goods from China. In retaliation, China has raised tariffs on USD 60 billion 
worth of US goods in June 1 2019. Trump said in G20 Osaka summit June 29 2019, he would allow American companies to sell 
their products to Huawei, but the company would remain on the U.S. trade blacklist. However, the extent of how much this 
plan to temporarily exempt Huawei from previous bans would be implemented later became unclear and, in the weeks later, 
there was no clear indication of the reversal of Huawei bans. Recent Hong-Kong crisis is also an obstacle of US-China trade 
negotiations. There is no expectations of new meeting between American and Chinese Presidents in the near future. China's 
trade surplus with the US narrowed to USD 27.97 billion in July from USD 29.92 billion in June. Unemployment Rate in China 
decreased to 3.61% in the second quarter of 2019 from 3.67% in the first quarter of 2019. China's annual inflation rate rose 
to 2.8% in July 2019 from 2.7% in the previous month and above market estimates of 2.7%. That was the highest rate since 
February 2018 boosted by the fastest increase in food prices since January 2012, as pork prices were persistently high in the 
wake of an outbreak of African swine fever. The politically sensitive food inflation surged to 9.1% in July, its highest since Jan-
uary 2012, as pork prices jumped 27% after a 21.1% climb in June. Annual core inflation, which strips out volatile food and 
energy prices, came in at 1.6% in July, unchanged from the previous month. On a monthly basis, consumer prices rose 0.4% in 
July, the most since February, following a 0.1% decline in June while markets had expected a 0.2% gain. Meanwhile, China's 
producer price index declined 0.3% yoy in July, after being unchanged in June and compared to market expectations of a 
0.1% drop. 
 

Turkey 
 
Industrial production in June posted -3.9% drop compared to previous year in calendar adjusted terms. Intermediate and 
capital goods with -8.1% and -5.8% yoy change have dragged down production performance. Seasonally adjusted drop on 
monthly basis was also disappointing at -3.7%. Textile, basic metals and automotive production among export oriented 
sectors in June declined -4.8%, -12.3% and -4.7% respectively while machinery and equipment as an indicator of future in-
vestments has declined -13.0% yoy. According to Bloomberg analyst’ survey budget deficits will reach a 7-year high 3.7% of 
GDP by the end of2019. Turkey's jobless rate rose to 12.8% in May 2019 from 9.7% in the same period of the previous year. 
The non-agricultural jobless rate climbed to 15.0% in May from 11.6% in the previous year. On a seasonally adjusted basis, 
the unemployment rate rose to 14.0% in May from 13.8% in April. Turkey’s annual inflation rate increased to 16.65% in 
July of 2019 from June’s one-year low of 15.72%. Annual core inflation rate, which excludes energy, food and non-alcoholic 
beverages, alcoholic beverages, tobacco and gold, advanced to 16.20% in July from 14.86% in the June. 
Industrial production in June posted -3.9% drop compared to previous year in calendar adjusted terms. This numbers was 
worse than market consensus of -1.0%. Seasonally adjusted drop on monthly basis was also disappointing at -3.7%. Improve-
ment in industrial production seems to have halted in June which may lead to downward revisions in annual GDP growth esti-
mates should no sharp revival is seen in second half data. Intermediate and capital goods with -8.1% and -5.8% yoy change 
have dragged down production performance. Textile, basic metals and automotive production among export oriented sectors 
in June declined -4.8%, -12.3% and -4.7% respectively while machinery and equipment as an indicator of future investments 
has declined -13.0% yoy. Production in the second quarter of the year posted -3.0% decline whereas drop was -4.7% in Q1 
2019. In unadjusted terms, which is used in the GDP calculation, production decline has been -3.4%, lower than -5.6% regis-
tered in Q1 2019. This confirms view that GDP growth may post a lesser contraction in Q2 than seen in Q1. GDP contracted 
by -2.6% in Q1 2019. According to Bloomberg analyst’ survey budget deficits will reach a 7-year high 3.7% of GDP by the end 
of 2019. Turkey's jobless rate rose to 12.8% in May 2019 from 9.7% in the same period of the previous year. The non-
agricultural jobless rate climbed to 15.0% in May from 11.6% in the previous year. Youth unemployment rate, measuring job-
seekers between 15 and 24 years old, also rose sharply to 23.3% from 17.8% in the same month a year ago. On a seasonally 
adjusted basis, the unemployment rate rose to 14.0% in May from 13.8% in April. Turkey’s annual inflation rate increased to 
16.65% in July of 2019 from June’s one-year low of 15.72% and below market expectations of 16.9%, mainly due to a rise in 
prices of housing and utilities and transport. Annual core inflation rate, which excludes energy, food and non-alcoholic bever-
ages, alcoholic beverages, tobacco and gold, advanced to 16.20% in July from 14.86% in the June. On a monthly basis, con-
sumer prices went up 1.36%, faster than a 0.03% gain in June and below market expectations of 1.6%. 
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POLICY OF THE CENTRAL BANKS 
 
 
 
European Central Bank (ECB) 
 
At 25 July 2019’s meeting the Governing Council of the European Central Bank (ECB) decided that the interest rate on the 
main refinancing operations and the interest rates on the marginal lending facility and the deposit facility will remain 
unchanged at 0.00%, 0.25% and -0.40% respectively. The Governing Council expects the key ECB interest rates to remain 
at their present or lower levels at least through the first half of 2020, and in any case for as long as necessary to ensure 
the continued sustained convergence of inflation to its aim over the medium term. In this context, the Governing Council 
has tasked the relevant Eurosystem Committees with examining options, including ways to reinforce its forward guid-
ance on policy rates, mitigating measures, such as the design of a tiered system for reserve remuneration, and options 
for the size and composition of potential new net asset purchases. Monetary policy measures of ECB, including the forth-
coming new series of targeted longer-term refinancing operations (TLTRO III), will help to safeguard favorable bank lend-
ing conditions and will continue to support access to financing, in particular for small and medium-sized enterprises. 
Monetary policy decisions 25 July 2019  At t25 July 2019’s meeting the Governing Council of the European Central Bank 
(ECB) decided that the interest rate on the main refinancing operations and the interest rates on the marginal lending facili-
ty and the deposit facility will remain unchanged at 0.00%, 0.25% and -0.40% respectively. The Governing Council expects 
the key ECB interest rates to remain at their present or lower levels at least through the first half of 2020, and in any case 
for as long as necessary to ensure the continued sustained convergence of inflation to its aim over the medium term. The 
Governing Council intends to continue reinvesting, in full, the principal payments from maturing securities purchased under 
the asset purchase programme for an extended period of time past the date when it starts raising the key ECB interest 
rates, and in any case for as long as necessary to maintain favourable liquidity conditions and an ample degree of monetary 
accommodation. The Governing Council also underlined the need for a highly accommodative stance of monetary policy for 
a prolonged period of time, as inflation rates, both realised and projected, have been persistently below levels that are in 
line with its aim. Accordingly, if the medium-term inflation outlook continues to fall short of its aim, the Governing Council 
is determined to act, in line with its commitment to symmetry in the inflation aim. It therefore stands ready to adjust all of 
its instruments, as appropriate, to ensure that inflation moves towards its aim in a sustained manner. In this context, the 
Governing Council has tasked the relevant Eurosystem Committees with examining options, including ways to reinforce its 
forward guidance on policy rates, mitigating measures, such as the design of a tiered system for reserve remuneration, and 
options for the size and composition of potential new net asset purchases. Press Conference Mario Draghi, President of the 
ECB, Luis de Guindos, Vice-President of the ECB, Frankfurt am Main, 25 July 2019 Incoming information since the last Gov-
erning Council meeting in early June indicates that, while further employment gains and increasing wages continue to un-
derpin the resilience of the economy, softening global growth dynamics and weak international trade are still weighing on 
the euro area outlook. Moreover, the prolonged presence of uncertainties, related to geopolitical factors, the rising threat 
of protectionism, and vulnerabilities in emerging markets, is dampening economic sentiment, notably in the manufacturing 
sector. In this environment, inflationary pressures remain muted and indicators of inflation expectations have declined. 
Therefore, a significant degree of monetary stimulus continues to be necessary to ensure that financial conditions remain 
very favourable and support the euro area expansion, the ongoing build-up of domestic price pressures and, thus, headline 
inflation developments over the medium term. Incoming economic data and survey information continue to point to some-
what slower growth in the second and third quarters of this year. This mainly reflects the ongoing weakness in international 
trade in an environment of prolonged global uncertainties, which are particularly affecting the euro area manufacturing 
sector. The risks surrounding the euro area growth outlook remain tilted to the downside, reflecting the prolonged pres-
ence of uncertainties, related to geopolitical factors, the rising threat of protectionism, and vulnerabilities in emerging mar-
kets. Looking through the recent volatility due to temporary factors, measures of underlying inflation remain generally mut-
ed. Indicators of inflation expectations have declined. Monetary policy measures of ECB, including the forthcoming new 
series of targeted longer-term refinancing operations (TLTRO III), will help to safeguard favorable bank lending conditions 
and will continue to support access to financing, in particular for small and medium-sized enterprises. To sum up, a cross-
check of the outcome of the economic analysis with the signals coming from the monetary analysis confirmed that an am-
ple degree of monetary accommodation is still necessary for the continued sustained convergence of inflation to levels that 
are below, but close to, 2% over the medium term. 
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Bank of England (BoE) 
 
The Bank of England’s Monetary Policy Committee (MPC) sets monetary policy to meet the 2% inflation target, and in a way 
that helps to sustain growth and employment. At its meeting ending on 31 July 2019, the MPC voted unanimously to main-
tain Bank Rate at 0.75%. The Committee voted unanimously to maintain the stock of sterling non-financial investment-
grade corporate bond purchases, financed by the issuance of central bank reserves, at GBP 10 billion. The Committee also 
voted unanimously to maintain the stock of UK government bond purchases, financed by the issuance of central bank re-
serves, at GBP 435 billion. Increased uncertainty about the nature of EU withdrawal means that the economy could follow a 
wide range of paths over coming years. The appropriate path of monetary policy will depend on the balance of the effects 
of Brexit on demand, supply and the exchange rate. The monetary policy response to Brexit, whatever form it takes, will 
not be automatic and could be in either direction. In all circumstances, the Committee will set monetary policy appropriate-
ly to achieve the 2% inflation target. 
Monetary Policy Summary and minutes of the Monetary Policy Committee meeting Published on01 August 2019. The Bank of 
England’s Monetary Policy Committee (MPC) sets monetary policy to meet the 2% inflation target, and in a way that helps to 
sustain growth and employment. At its meeting ending on 31 July 2019, the MPC voted unanimously to maintain Bank Rate at 
0.75%. The Committee voted unanimously to maintain the stock of sterling non-financial investment-grade corporate bond 
purchases, financed by the issuance of central bank reserves, at GBP 10 billion. The Committee also voted unanimously to 
maintain the stock of UK government bond purchases, financed by the issuance of central bank reserves, at GBP 435 billion. 
Since May, global trade tensions have intensified and global activity has remained soft. This has led to a substantial decline in 
advanced economies’ forward interest rates and a material loosening in financial conditions, including in the United Kingdom. 
An increase in the perceived likelihood of a no-deal Brexit has further lowered UK interest rates and led to a marked deprecia-
tion of the sterling exchange rate. Brexit-related developments, such as stock building ahead of previous deadlines, are mak-
ing UK data volatile. Looking through recent volatility, underlying growth appears to have slowed since 2018 to a rate below 
potential, reflecting both the impact of intensifying Brexit-related uncertainties on business investment and weaker global 
growth on net trade.  Evidence from companies, up to the middle of July, suggests that uncertainty over the United Kingdom’s 
future trading relationship with the European Union has become more entrenched. The labour market remains tight. Annual 
pay growth has been relatively strong.  Consumer spending has remained resilient. CPI inflation was 2.0% in June and core CPI 
inflation was 1.8%. The Committee’s updated projections are set out in the accompanying August Inflation Report. They con-
tinue to assume a smooth adjustment to the average of a range of possible outcomes for the United Kingdom’s eventual trad-
ing relationship with the European Union. In the central projection, conditioned on prevailing asset prices, underlying output 
growth is subdued in the near term, reflecting more entrenched Brexit uncertainties. This means that a margin of excess sup-
ply persists over the first year of the projection. Thereafter, GDP is projected to accelerate to robust growth rates, reflecting a 
gradual recovery in global growth and firming UK domestic demand growth, driven in large part by a recovery in investment 
growth as uncertainties dissipate in line with the Brexit conditioning assumption. The acceleration in GDP results in a signifi-
cant build-up of excess demand, to around 1.75% of potential GDP by the end of the forecast period. After falling in the near 
term, CPI inflation is projected to rise above the 2% target, as building excess demand leads to firmer domestic inflationary 
pressures. Conditioned on prevailing asset prices, CPI inflation reaches 2.4% by the end of the three-year forecast period. 
These projections are affected by an inconsistency between the smooth Brexit conditioning assumption underpinning the 
forecast and the prevailing market asset prices on which the forecasts are also conditioned. These asset prices reflect market 
participants’ perceptions of the likelihood and consequences of a no-deal Brexit. If, as assumed, Brexit proceeds smoothly to 
some form of deal, market interest rates would likely rise and the sterling exchange rate would likely appreciate. A more con-
sistent forecast would therefore have somewhat lower paths for GDP growth and CPI inflation. Increased uncertainty about 
the nature of EU withdrawal means that the economy could follow a wide range of paths over coming years. The appropriate 
path of monetary policy will depend on the balance of the effects of Brexit on demand, supply and the exchange rate. The 
monetary policy response to Brexit, whatever form it takes, will not be automatic and could be in either direction. In all cir-
cumstances, the Committee will set monetary policy appropriately to achieve the 2% inflation target. The MPC judges at this 
meeting that the existing stance of monetary policy is appropriate. Assuming a smooth Brexit and some recovery in global 
growth, a significant margin of excess demand is likely to build in the medium term. Were that to occur, the Committee judges 
that increases in interest rates, at a gradual pace and to a limited extent, would be appropriate to return inflation sustainably 
to the 2% target. 
 



HIGHLIGHTS AND FORECASTS, MONTHLY ECONOMIC REPORT 
August 2019 

16 

 

USA Federal Reserve 
 
Information received since the Federal Open Market Committee met in June indicates that the labor market remains strong 
and that economic activity has been rising at a moderate rate. Although growth of household spending has picked up from 
earlier in the year, growth of business fixed investment has been soft. On a 12-month basis, overall inflation and inflation for 
items other than food and energy are running below 2%. In light of the implications of global developments for the econom-
ic outlook as well as muted inflation pressures, the Committee decided to lower the target range for the federal funds rate 
to 2 to 2.25% (with 0.25%). This action supports the Committee's view that sustained expansion of economic activity, strong 
labor market conditions, and inflation near the Committee's symmetric 2% objective are the most likely outcomes, but un-
certainties about this outlook remain. The Committee will conclude the reduction of its aggregate securities holdings in the 
System Open Market Account in August, two months earlier than previously indicated. 
Federal Reserve issues FOMC statement July 31, 2019 Press Release Information received since the Federal Open Market Com-
mittee met in June indicates that the labor market remains strong and that economic activity has been rising at a moderate 
rate. Job gains have been solid, on average, in recent months, and the unemployment rate has remained low. Although growth 
of household spending has picked up from earlier in the year, growth of business fixed investment has been soft. On a 12-
month basis, overall inflation and inflation for items other than food and energy are running below 2%. Market-based 
measures of inflation compensation remain low; survey-based measures of longer-term inflation expectations are little 
changed. Consistent with its statutory mandate, the Committee seeks to foster maximum employment and price stability. In 
light of the implications of global developments for the economic outlook as well as muted inflation pressures, the Committee 
decided to lower the target range for the federal funds rate to 2 to 2.25%. This action supports the Committee's view that sus-
tained expansion of economic activity, strong labor market conditions, and inflation near the Committee's symmetric 2% objec-
tive are the most likely outcomes, but uncertainties about this outlook remain. As the Committee contemplates the future path 
of the target range for the federal funds rate, it will continue to monitor the implications of incoming information for the eco-
nomic outlook and will act as appropriate to sustain the expansion, with a strong labor market and inflation near its symmetric 
2% objective. In determining the timing and size of future adjustments to the target range for the federal funds rate, the Com-
mittee will assess realized and expected economic conditions relative to its maximum employment objective and its symmetric 
2% inflation objective. This assessment will take into account a wide range of information, including measures of labor market 
conditions, indicators of inflation pressures and inflation expectations, and readings on financial and international develop-
ments. The Committee will conclude the reduction of its aggregate securities holdings in the System Open Market Account in 
August, two months earlier than previously indicated. 
 

 
Bank of Japan (BoJ) 
 
At the Monetary Policy Meeting held July 30, 2019, the Policy Board of the Bank of Japan decided upon the following: The 
short-term policy interest rate: The Bank will apply a negative interest rate of minus -0.1% to the Policy-Rate Balances in cur-
rent accounts held by financial institutions at the Bank. The Bank will purchase Japanese government bonds (JGBs) so that 
10-year JGB yields will remain at around 0%. The Bank will conduct purchases in a flexible manner so that their amount out-
standing will increase at an annual pace of about 80 trillion JPY. The Bank will purchase exchange-traded funds (ETFs) and 
Japan real estate investment trusts (J-REITs) so that their amounts outstanding will increase at annual paces of about 6 tril-
lion JPY and about 90 billion JPY, respectively. As for CP and corporate bonds, the Bank will maintain their amounts out-
standing at about 2.2 trillion JPY and about 3.2 trillion JPY, respectively. Bank of Japan will continue expanding the monetary 
base until the yoy rate of increase in the observed consumer price index (CPI, all items less fresh food) exceeds 2% and stays 
above the target in a stable manner. As for policy rates, the Bank intends to maintain the current extremely low levels of 
short- and long-term interest rates for an extended period of time, at least through around spring 2020. 
At the Monetary Policy Meeting held today, the Policy Board of the Bank of Japan decided upon the following: At the Monetary 
Policy Meeting held today, the Policy Board of the Bank of Japan decided upon the following: Yield curve control, the Bank de-
cided, by a 7-2 majority vote, to set the following guideline for market operations for the intermeeting period. The short-term 
policy interest rate, the Bank will apply a negative interest rate of minus -0.1% to the Policy-Rate Balances in current accounts 
held by financial institutions at the Bank. The long-term interest rate, the Bank will purchase Japanese government bonds 
(JGBs) so that 10-year JGB yields will remain at around 0%. While doing so, the yields may move upward and downward to 
some extent mainly depending on developments in economic activity and prices.1With regard to the amount of JGBs to be pur-
chased, the Bank will conduct purchases in a flexible manner so that their amount outstanding will increase at an annual pace 
of about JPY 80 trillion.  Guidelines for asset purchases With regard to asset purchases other than JGB purchases, the Bank de-
cided, by a unanimous vote, to set the following guidelines. a) The Bank will purchase exchange-traded funds (ETFs) and Japan 
real estate investment trusts (J-REITs) so that their amounts outstanding will increase at annual paces of about JPY 6 trillion and 
about JPY 90 billion, respectively.  
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With a view to lowering risk premium of asset prices in an appropriate manner, the Bank may increase or decrease the amount 
of purchases depending on market conditions. b) As for CP and corporate bonds, the Bank will maintain their amounts outstand-
ing at about JPY 2.2 trillion and about JPY 3.2 trillion, respectively. The Bank will continue with "Quantitative and Qualitative 
Monetary Easing (QQE) with Yield Curve Control," aiming to achieve the price stability target of 2%, as long as it is necessary for 
maintaining that target in a stable manner. It will continue expanding the monetary base until the yoy rate of increase in the 
observed consumer price index (CPI, all items less fresh food) exceeds 2% and stays above the target in a stable manner. As for 
policy rates, the Bank intends to maintain the current extremely low levels of short- and long-term interest rates for an extend-
ed period of time, at least through around spring 2020, taking into account uncertainties regarding economic activity and prices 
including developments in overseas economies and the effects of the scheduled consumption tax hike. It will examine the risks 
considered most relevant to the conduct of monetary policy and make policy adjustments as appropriate, taking account of de-
velopments in economic activity and prices as well as financial conditions, with a view to maintaining the momentum toward 
achieving the price stability target. In particular, in a situation where downside risks to economic activity and prices, mainly re-
garding developments in overseas economies, are significant, the Bank will not hesitate to take additional easing measures if 
there is a greater possibility that the momentum toward achieving the price stability target will be lost. 
 

PBoC 
Speech of Pan Gongsheng, PBOC Deputy Governor and State Administration of Foreign Exchange Administrator. The short-
term adjustments lately seen in the RMB exchange rate were spontaneous reactions of financial markets to the surprise US 
announcements of unexpected tariffs. Despite that the RMB exchange rate will be subject to trade frictions and other exter-
nal shocks, PBOC judges it will not depreciate in disorder, and the foreign exchange market will eventually return to funda-
mentals after a brief shock. Firstly, economic performance has been stable and is expected to firm going forward. Secondly, 
cross-border capital flows are generally stable. Thirdly, China’s external debt has been more stable. In recent years, China’s 
external debt growth is not high compared with its economic size. Fourthly, the RMB exchange rate showed more two-way 
fluctuations, and foreign exchange market entities became more adaptive and rational. PBOC have the confidence and capa-
bility to effectively prevent risks arising out of external shocks, maintain stability of the foreign exchange market, and pro-
mote stable and sound development of the financial market and the financial system. 
Deepen Financial Reform, Expand Financial Opening-up and Unswervingly Follow the Development Path with Chinese Character-
istics Speech of Pan Gongsheng, PBOC Deputy Governor and State Administration of Foreign Exchange Administrator 
Since 1994, especially since July 2005, China has been continuously pushing ahead with the reform of the RMB exchange rate 
formation mechanism. As a result, the RMB exchange rate has seen its formation and adjustment more and more marketized 
and its flexibility increasing. At the same time, financial institutions and market participants have become better adapted to 
RMB exchange rate fluctuations and adjustments, with risk hedging tools more diversified and RMB internationalization making 
constant progress. Financial reform will continue to go deeper and financial opening-up will be further expanded. PBOC will fol-
low unswervingly, as always, the path of development with Chinese characteristics. The short-term adjustments lately seen in 
the RMB exchange rate were spontaneous reactions of financial markets to the surprise US announcements of unexpected tar-
iffs. Since April 2018, the US has triggered and kept escalating trade frictions with China, which have become the primary influ-
ence on short-term movements of the RMB exchange rate. On August 2, the US further threatened to increase tariffs on the 
remaining USD300 billion of Chinese goods, leading to sharp fluctuations in the RMB exchange rate. After the start of trading on 
August 5, the offshore and onshore RMB weakened beyond 7 per USD successively. For the two trading days of August 2 and 
August 5, the onshore CNY/USD spot rate fell by 1.9% approximately. All these fluctuations were natural market responses to 
external impact on the RMB. PBOC will continue to implement the managed floating exchange rate regime based on market 
supply and demand with reference to a basket of currencies, persistently push forward market oriented exchange rate reform, 
and improve the RMB exchange rate formation mechanism, so as to keep the exchange rate basically stable at a reasonable and 
equilibrium level. As a responsible big country, China adopted a responsible attitude during the Asian financial crisis and global 
financial crisis, and made significant contributions to the gradual post-crisis recovery of the world economy. PBOC will remain 
firmly committed to the previous G20 summits’ commitments including non-adoption of competitive devaluation and no use of 
the exchange rate as a tool to cope with international trade disputes. The resilience and potential of the Chinese economy pro-
vide a solid base for the stability of RMB exchange rate. Despite that the RMB exchange rate will be subject to trade frictions 
and other external shocks, PBOC judges it will not depreciate in disorder, and the foreign exchange market will eventually return 
to fundamentals after a brief shock. Firstly, economic performance has been stable and is expected to firm going forward. The 
fundamentals for sound economic growth over the long term remain unchanged as economic growth is expected to outpace 
most major economies and the RMB remains a strong currency. According to Bank for International Settlements, from 2005 to 
June 2019, RMB appreciated by 38% in terms of nominal effective exchange rate, and 47% in terms of real effective exchange 
rate, topping all other G20 countries. Though there have been huge uncertainties in recent China-US trade frictions, the margin-
al effect of US tariffs on China has been declining. Since the beginning of 2019, with favorable fundamentals, the Chinese econo-
my has on the whole maintained stability while making steady progress, and the major macroeconomic indicators have per-
formed within a reasonable range.  
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Achievements have been made in economic structural adjustments, with growth resilience enhanced and macro leverage ratio 
remaining basically stable. Secondly, cross-border capital flows are generally stable. As China gradually expanded areas of 
opening up and comprehensively implemented the management model of pre-establishment national treatment plus a nega-
tive list, the domestic business environment has been further improved and foreign direct investment still enjoys great devel-
opment potential. In recent years, China has continuously promoted high-level opening up of the financial market, and created 
a favorable policy environment for foreign investors, including those from the US, to allocate more resources to RMB assets. So 
far, the sizes of Chinese bond market and stock market have been ranking high in the world, but only around 2% and 3% of the 
financial assets were held by foreign investors. With Chinese bond market and stock market more widely included in major in-
ternational indices, given the relatively high yield in the Chinese bond market against the expansion of negative interest rates 
worldwide, there is still great potential for foreign investment. Thirdly, China’s external debt has been more stable. In recent 
years, China’s external debt growth is not high compared with its economic size. By end-2018, China’s external debt ratio 
(outstanding external debts/GDP), debt ratio (outstanding external debts/annual export proceeds in foreign exchange) and 
debt servicing ratio (external debt principal and interest repayment/annual export proceeds in foreign exchange) stood at 
14.4%, 74.1% and 5.5% respectively, far lower than the internationally accepted alarm level. The structure of external debt con-
tinued to optimize, as foreign central bank investors continued to increase their holdings of Chinese bonds for medium- to long
-term asset allocation. As a result, the proportion of debt securities in outstanding external debt increased continuously from 
8% at end-2014 to 22% at end-2018. Such kind of capital is relatively stable, hence unlikely to be “deleveraged” in times of ex-
change rate changes. Fourthly, the RMB exchange rate showed more two-way fluctuations, and foreign exchange market enti-
ties became more adaptive and rational. Since the “8.11” exchange rate reform, the RMB exchange rate has been more flexi-
ble, with its fluctuation ratio approaching that of currencies of major developed economies. The two-way fluctuations of the 
RMB exchange rate have become regular, and the depreciation pressure has been timely released. At present, individual for-
eign currency purchases have been more stable, outbound direct investment by enterprises has been more reasonable and 
orderly, foreign currency stockpiling has been gradually disappearing, and enterprises’ awareness of exchange rate risk man-
agement has been further enhanced. PBOC firmly believes that in the future, China’s foreign exchange administration will 
adapt to the opening-up in a more open environment; capital account opening-up, two-way opening-up of the financial market 
and the RMB internationalization will be promoted in a coordinated way at a higher level; and the liberalization and facilitation 
of cross-border trade and investment will be further advanced. PBOC have the confidence and capability to effectively prevent 
risks arising out of external shocks, maintain stability of the foreign exchange market, and promote stable and sound develop-
ment of the financial market and the financial system. 
 
 
Central Bank of Turkey 
 
The Monetary Policy Committee of Central bank of Turkey has decided to reduce the policy rate (one-week repo auction 
rate) from 24% to 19.75%. Inflation outlook continued to improve. In the second quarter, inflation displayed a significant fall 
with the contribution from a deceleration in unprocessed food and energy prices. Domestic demand conditions and the tight 
monetary policy continue to support disinflation. Underlying trend indicators, supply side factors, and import prices lead to 
an improvement in the inflation outlook. In light of these developments, recent forecast revisions suggest that inflation is 
likely to materialize slightly below the projections of the April Inflation Report by the end of the year. Accordingly, consider-
ing all the factors affecting inflation outlook, the Monetary Policy Committee of Central bank of Turkey decided to reduce 
the policy rate by 425 basis points. This is relatively high interest rate cut with 4.25% (425 bp) and decrease of basic interest 
rate from 24% to 19.75%. The development of USD/TRY exchange rate is the crucial variable in the TCMB‘s reaction function. 
We expect the lira TRY to depreciate substantially after interest rate cut and consequently a sharp rise in inflation, increase 
the level of dollarization, deterioration in the financial statement of Turkish banks, decline in GDP and increase in unemploy-
ment over the coming months. Credit rating agency Fitch downgraded Turkey’s sovereign debt by one notch on 12.07.2019 
in a move that comes following Moody's lowering of its credit rating for Ankara in June. The move also came less than one 
week after Turkish President Recep Tayyip Erdogan dismissed the country’s central bank chief from his post. 
Decision of the Monetary Policy Committee of Central bank of Turkey 25 July 2019. The Monetary Policy Committee (the Com-
mittee) has decided to reduce the policy rate (one-week repo auction rate) from 24% to 19.75%. Recently released data indi-
cate a moderate recovery in the economic activity. Goods and services exports continue to display an upward trend despite the 
weakening in the global economic outlook, indicating improved competitiveness. In particular, strong tourism revenues support 
the economic activity through direct and indirect channels. Looking forward, net exports are expected to contribute to the eco-
nomic growth and the gradual recovery is likely to continue with the help of the disinflation trend and the partial improvement 
in financial conditions. The composition of growth is having a positive impact on the external balance. Current account balance 
is expected to maintain its improving trend. Recently, weaker global economic activity and heightened downside risks to infla-
tion have strengthened the possibility that advanced economy central banks will take expansionary monetary policy steps.  
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While these developments support the demand for emerging market assets and the risk appetite, rising protectionism and un-
certainty regarding global economic policies are closely monitored in terms of their impact on both capital flows and interna-
tional trade. Inflation outlook continued to improve. In the second quarter, inflation displayed a significant fall with the contri-
bution from a deceleration in unprocessed food and energy prices. Domestic demand conditions and the tight monetary policy 
continue to support disinflation. Underlying trend indicators, supply side factors, and import prices lead to an improvement in 
the inflation outlook. In light of these developments, recent forecast revisions suggest that inflation is likely to materialize 
slightly below the projections of the April Inflation Report by the end of the year. Accordingly, considering all the factors 
affecting inflation outlook, the Committee decided to reduce the policy rate by 425 basis points. The Committee assesses that 
maintaining a sustained disinflation process is the key for achieving lower sovereign risk, lower long-term interest rates, and 
stronger economic recovery.  Keeping the disinflation process in track with the targeted path requires the continuation of a 
cautious monetary stance. In this respect, the extent of the monetary tightness will be determined by considering the indica-
tors of the underlying inflation trend to ensure the continuation of the disinflation process. The Central Bank will continue to 
use all available instruments in pursuit of the price stability and financial stability objectives. It should be emphasized that any 
new data or information may lead the Committee to revise its stance. This is relatively high interest rate cut with 4.25% (425 
bp) and decrease of basic interest rate from 24% to 19.75%. The development of USD/TRY exchange rate is the crucial variable 
in the TCMB‘s reaction function. We expect the lira TRY to depreciate substantially after interest rate cut and consequently a 
sharp rise in inflation, increase the level of dollarization, deterioration in the financial statement of Turkish banks, decline in 
GDP and increase in unemployment over the coming months. Credit rating agency Fitch downgraded Turkey’s sovereign debt 
by one notch on 12.07.2019 in a move that comes following Moody's lowering of its credit rating for Ankara in June. The move 
also came less than one week after Turkish President Recep Tayyip Erdogan dismissed the country’s central bank chief from his 
post. “The firing of the central bank governor risks damaging already weak domestic confidence (evidenced by rising dollariza-
tion), jeopardizing the inflow of foreign capital needed to meet Turkey’s large external financing requirement, and worsening 
economic outcomes. The move adds to uncertainties over the prospects for structural reforms and management of the public 
sector finances” Fitch said. 
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INTERNATIONAL COMMODTITY PRICES 
 
 

Petrol 
 
The Organization of the Petroleum Exporting Countries (OPEC) on 16.098.2019 presented negative prospects for the oil 
market for the remainder of 2019, while economic growth slowed and highlighted the challenges for 2020. In their monthly 
OPEC report, they cut their forecast for 2019 oil demand by 40,000 BBL per day. The organization expects to see a slight 
surplus in the market in 2020. Crude oil dropped by -0.02 USD/BBL or -0.04% to 56.2416 on 20 August from 56.2616 in the 
previous trading session. Brent oil dropped by -0.17 USD/BBL or -0.28% to 59.6306 on Tuesday 20 August from 59.8006 in 
the previous trading session. Bearish market sentiment amid a slowdown in the global economy, a trade conflict between 
the US and China and Brexit may force OPEC and its allies, including Russia, to continue supporting a policy of shrinking pro-
duction to support prices. 
The Organization of the Petroleum Exporting Countries (OPEC) on 16.098.2019 presented negative prospects for the oil mar-
ket for the remainder of 2019, while economic growth slowed and highlighted the challenges for 2020, Reuters reports. 
Meanwhile, OPEC's competitors continue to pump more oil, creating conditions for the cartel to delay supplies. In their 
monthly OPEC report, they cut their forecast for 2019 oil demand by 40,000 BBL per day. The organization expects to see a 
slight surplus in the market in 2020. Crude oil dropped by -0.02 USD/BBL or -0.04% to 56.2416 on 20 August from 56.2616 in 
the previous trading session. Brent oil dropped by -0.17 USD/BBL or -0.28% to 59.6306 on Tuesday 20 August from 59.8006 in 
the previous trading session. Bearish market sentiment amid a slowdown in the global economy, a trade conflict between the 
US and China and Brexit may force OPEC and its allies, including Russia, to continue supporting a policy of shrinking produc-
tion to support prices. Already, a Saudi representative has hinted at further steps to support the market. "While market pro-
spects are somewhat bearish for the rest of the year, and given the slowdown in economic growth, the ongoing problems of 
global trade and the slowdown in oil demand growth, it remains critical to keep a close eye on supply and demand, and to 
help market stability in the coming months, "the OPEC report states. OPEC's policy of supporting prices by limiting supply 
gives a permanent advantage to US shale production and other competitors outside the cartel. And OPEC's latest report sug-
gests the world will have less need for the organization's oil next year. OPEC oil demand is expected to average 29.41 million 
BBL a day next year, down 1.3 million BBL a day from 2019. Still, the 2020 forecast increased by 140 thousand BBL a day com-
pared to the forecast of the previous month. 
 
 
Agricultural Goods 
 
The middle of August brought a new decrease in FOB prices of grain contracts on the global stock markets. In the US, wheat 
decreased by USD -4.00 and traded at 211.00 USD/ton, in France it was minus EUR -2.00 to 167.00 EUR/ton, and in Ukraine 
and Russia a unanimous change of minus USD -1.00 193.00 and 194.00 USD/ton respectively. For maize, the movement 
overseas was sharply down - minus USD -26.00 to 164.00 USD/ ton, in France the corn again lost positions by EUR -2.00 to 
171.00 EUR/ ton, and Ukraine for November delivery also lowered its price almost to US - minus USD -5.00 to 165.00 USD/
ton. In the Grain sub-circle of the Sofia Commodity Exchange AD after the deals in high quality wheat, the quotations of IIB 
group return to the usual levels. Wheat bread is locally requested at 340.00 BGN/ton, supply is from 350.00 to 370.00 BGN/
ton. Feed wheat is available at 320.00 BGN/ton. 
The middle of August brought a new decrease in FOB prices of grain contracts on the global stock markets. After the July 
storm triggered by a correction in over-optimistic harvest forecasts, this month brought reassurance and a fall in prices - the 
forecasts were actually less bad. In the US, wheat decreased by USD -4.00 and traded at 211.00 USD/ton, in France it was mi-
nus EUR -2.00 to 167.00 EUR/ton, and in Ukraine and Russia a unanimous change of minus USD -1.00 193.00 and 194.00 USD/
ton respectively. For maize, the movement overseas was sharply down - minus USD -26.00 to 164.00 USD/ ton, in France the 
corn again lost positions by EUR -2.00 to 171.00 EUR/ ton, and Ukraine for November delivery also lowered its price almost to 
US - minus USD -5.00 to 165.00 USD/ton. For barley, Ukraine quotes plus USD 1.00 to 179.00 USD/ton, while France trades 
brewery barley at minus EUR -3.00 to 157.00 EUR/ton. Rapeseed in the European Union / Euronext / is only expensive be-
cause of the expected lower yield - plus EUR 5.00 to 379.00 EUR/ton. The unrefined sunflower oil on the stock exchange in 
Rotterdam rose from USD 10.00 to 762.00 USD/ton after a serious fall in price from two weeks ago. Refined sugar fluctuates 
again and "rises" from USD 3 to 313.50 USD/ton on the London Stock Exchange, with delivery coming in August. In the Grain 
sub-circle of the Sofia Commodity Exchange AD after the deals in high quality wheat, the quotations of IIB group return to the 
usual levels. Wheat bread is locally requested at 340.00 BGN/ton, supply is from 350.00 to 370.00 BGN/ton. Feed wheat is 
available at 320.00 BGN/ton. Barley feed is sought at 240.00-260.00 BGN/ton, while maize also has requests for purchases 
slightly down respectively at 260.00-280.00 BGN/ton and supply of BGN 290.00 BGN/ton. All prices are without VAT. 
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BULGARIA 

 
EXTERNAL SECTOR 
 

In January – June 2019 the current and capital account was positive amounting to EUR 2,219.5 million (3.8% of GDP), com-

pared with a surplus of EUR 461 million (0.8% of GDP) in January – June 2018. 

The current and capital account recorded a surplus of EUR 945.6 million in June 2019, compared with a surplus of EUR 434.1 

million in June 2018. In January – June 2019 the current and capital account was positive amounting to EUR 2,219.5 million 

(3.8% of GDP), compared with a surplus of EUR 461 million (0.8% of GDP) in January – June 2018. The current account was 

positive amounting to EUR 880.3 million in June 2019, compared with a surplus of EUR 341.9 million in June 2018. In January – 

June 2019 the current account was positive and amounted to EUR 1,758.6 million (3% of GDP), compared with a surplus of 

EUR 266.3 million (0.5% of GDP) in January – June 2018. The balance on goods recorded a surplus of EUR 29.6 million in June 

2019, compared with a deficit of EUR 202.2 million in June 2018. In January – June 2019 the balance on goods was negative 

amounting to EUR 539.5 million (0.9% of GDP), compared with a deficit of EUR 1,333.8 million (2.4% of GDP) in January – June 

2018. Exports of goods amounted to EUR 2,333.3 million in June 2019, dropping by EUR 59.8 million (2.5%) from June 2018 

(EUR 2,393.1 million). In January – June 2019 exports of goods totalled EUR 13,879.1 million (23.5% of GDP), growing by EUR 

944.9 million (7.3%) yoy (from EUR 12,934.2 million, 23.4% of GDP). In January – June 2018 exports grew by 0.3% yoy. Imports 

of goods amounted to EUR 2,303.7 million in June 2019, dropping by EUR 291.6 million (11.2%) from June 2018 (EUR 2,595.3 

million). In January – June 2019 imports of goods totalled EUR 14,418.6 million (24.4% of GDP), growing by EUR 150.6 million 

(1.1%) from January – June 2018 (EUR 14,268 million, 25.9% of GDP). In January – June 2018 imports grew by 7.1% yoy. Ser-

vices recorded a positive balance of EUR 499.7 million in June 2019, compared with a surplus of EUR 486.4 million in June 

2018. In January – June 2019 services recorded a surplus of EUR 1,226.4 million (2.1% of GDP) compared with a positive bal-

ance of EUR 1,050.2 million (1.9% of GDP) in the same period of 2018. The net primary Income (which reflects the receipt and 

payment of income related to the use of resources (labour, capital, land), taxes of production and imports and subsidies) rec-

orded a deficit of EUR 13.8 million, compared with a deficit of EUR 67.6 million in June 20183. In January – June 2019 the bal-

ance on primary income was negative and equated to EUR 129.1 million (0.2% of GDP), compared with a deficit of EUR 389.5 

million (0.7% of GDP) in January – June 2018. The net secondary income (which reflects the redistribution of income) recorded 

a surplus of EUR 364.9 million, compared with a positive balance of EUR 125.3 million in June 2018. In January – June 2019 the 

net secondary income was positive amounting to EUR 1,200.8 million (2% of GDP), compared with a positive balance of EUR 

939.4 million (1.7% of GDP) in the same period of 2018. The capital account recorded a surplus of EUR 65.3 million, compared 

with a positive balance of EUR 92.2 million in June 2018. In January – June 2019 the capital account recorded a surplus of EUR 

460.9 million (0.8% of GDP), compared with a positive balance of EUR 194.6 million (0.4% of GDP) in January – June 2018. The 

financial account recorded a positive balance of EUR 283.6 million, compared with a positive value of EUR 312.7 million in 

June 2018. In January – June 2019 the financial account recorded a net inflow of EUR 746.4 million (1.3% of GDP) compared 

with an inflow of EUR 1,294.9 million (2.3% of GDP) in January – June 2018. The net direct investment compiled in accordance 

with the Sixth Edition of the Balance of Payments and International Investment Position Manual was negative amounting to 

EUR 335.3 million, compared with a positive balance of EUR 20.9 million in June 2018. In January – June 2019 direct invest-

ment recorded a negative balance of EUR 286.8 million (0.5% of GDP), compared with a positive balance of EUR 25.6 million 

(0.05% of GDP) in January – June 2018. Direct investment – assets grew by EUR 25.3 million compared with an increase of EUR 

176.1 million in June 2018. In January – June 2019 direct investment – assets grew by EUR 174.6 million (0.3% of GDP) com-

pared with an increase of EUR 465.4 million (0.8% of GDP) in the same period of 2018. Direct investment – liabilities grew by 

EUR 360.6 million in June 2019, compared with an increase of EUR 155.2 million in June 2018. In January – June 2019 direct 

investment – liabilities grew by EUR 461.4 million (0.8% of GDP), compared with an increase of EUR 439.8 million (0.8% of 

GDP) in the same period of 2018. In January – June 2019 the balance was positive and equated to EUR 584 million (1% of 

GDP), compared with a positive balance of EUR 628.3 million (1.1% of GDP) million in January – June 2018. Portfolio invest-

ment – assets grew by EUR 246.3 million. In January – June 2019 they rose by EUR 560.3 million (0.9% of GDP) compared with 

an increase of EUR 492.8 million (0.9% of GDP) in January – June 2018. Portfolio investment – liabilities dropped by EUR 9.7 

million compared with an increase of EUR 179.7 million in June 2018.  
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In January – June 2019 portfolio investment – liabilities dropped by EUR 23.7 million (0.04% of GDP) compared with a decline 
of EUR 135.5 million (0.2% of GDP) in January – June 2018. The balance on other investment was positive amounting to EUR 
147.3 million, compared with a negative balance of EUR 260.7 million in June 2018. In January – June 2019 the balance was 
positive and equated to EUR 609.2 million (1% of GDP), compared with a positive balance of EUR 696.3 million (1.3% of GDP) 
in January – June 2018. Other investment – assets decreased by EUR 91.3 million, compared with a decrease of EUR 131.9 
million in June 2018. In January – June 2019 they grew by EUR 593.5 million (1% of GDP) compared with an increase of EUR 
982.5 million (1.8% of GDP) in January – June 2018. Other investment – liabilities decreased by EUR 238.6 million compared 
with a decrease of EUR 128.8 million in June 2018. In January – June 2019 they dropped by EUR 15.6 million compared with 
an increase of EUR 286.1 million (0.5% of GDP) in January – June 2018. The BNB reserve assets5 increased by EUR 238.7 mil-
lion, compared with an increase of EUR 732.9 million in June 2018. In January – June 2019 they dropped by EUR 100.3 million 
(0.2% of GDP), compared with a decline of EUR 143.6 million (0.3% of GDP) in the same period of 2018. The net errors and 
omissions were negative amounting to EUR 662 million compared with a negative value of EUR 121.4 million in June 2018. 
According to preliminary data, the item was negative totaling EUR 1,473 million (2.5% of GDP) in January – June 2019, com-
pared with a positive value of EUR 833.9 million (1.5% of GDP) in the same period of 2018. 

In January-June 2019 the net flows of foreign direct investment in Bulgaria presented according to the directional princi-
ple recorded a a positive value of EUR 457.1 million (0.8% of GDP) in January – June 2019, growing by EUR 304.5 million 
from January – June 2018 (positive value of EUR 152.6 million, 0.3% of GDP).  
According to preliminary data, the net flows of foreign direct investment in Bulgaria presented according to the directional 

principle recorded a positive value of EUR 457.1 million (0.8% of GDP) in January – June 2019, growing by EUR 304.5 million 

from January – June 2018 (positive value of EUR 152.6 million, 0.3% of GDP). Foreign direct investment in Bulgaria recorded 

an inflow of EUR 328.3 million in June 2019, compared with an inflow of EUR 61.3 million in June 2018. Equity (acquisition/

disposal of shares and equities in cash and contributions in kind by non-residents in/from the capital and reserves of Bulgari-

an enterprises, and receipts/payments from/for real estate deals in the country) recorded a negative value of EUR 687.6 

million in January – June 2019, dropping by EUR 495.1 million from a negative value of EUR 192.6 million in January – June 

2018. Real estate investments of non-residents recorded a positive value of EUR 3.3 million, compared with EUR 10.9 million 

in January – June 2018. The largest inflow of real estate investment was from Russia (EUR 1.1 million), Latvia (EUR 0.5 mil-

lion), and Kazakhstan (EUR 0.5 million). Reinvestment of earnings (the share of non-residents in the undistributed earnings/ 

loss of the enterprise based on preliminary profit and loss data) was estimated at a positive value of EUR 48.5 million, com-

pared with a positive one of EUR 76.7 million in January – June 2018. The net flow on debt instruments (the change in the 

net liabilities between affiliated enterprises on financial loans, suppliers’ credits and debt securities) totalled EUR 1,096.2 

million in January – June 2019, compared with EUR 268.4 million in January – June 20185. The largest net direct investment 

inflows in Bulgaria for January – June 2019 were from Germany (EUR 125 million), the UK (EUR 119.3 million), and the Neth-

erlands (EUR 101.7 million). According to preliminary data, direct investment abroad recorded a positive value of EUR 170.3 

million (0.3% of GDP), compared with a positive value of EUR 178.2 million (0.3% of GDP) in January – June 2018. It recorded 

a negative value of EUR 7 million in June 2019, compared with EUR 82.2 million in June 2018. According to preliminary data, 

the stocks of foreign direct investment in Bulgaria stood at EUR 43,277.8 million at end- March 2019, compared with EUR 

43,035.6 million at end-2018. Equity and reinvestment of earnings totaled EUR 33,819.5 million, declining by EUR 49.2 mil-

lion from EUR 33,868.7 million in December 2018. Debt instruments amounted to EUR 9,458.3 million, increasing by EUR 

291.3 million from December 2018 (EUR 9,166.9 million). 
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At the end of July 2019, the BNB's international reserves exceed BGN 49.9 billion (EUR 25.5 billion), increased 
by 1.3% mom and by 1.9% yoy and maintain the stability of the currency board in Bulgaria. 
According to BNB data, as of the end of July 2019, the BNB's international reserves amounted to BGN 49.9 bil-
lion (EUR 25.5 billion) and increase by 1.3% mom and by 1.9% yoy, respectively. Cash provided in foreign cur-
rency amounted to BGN 25 billion and increased by 6.1% mom and by 5.6% yoy, respectively. Investments in 
monetary gold amounted to BGN 3.3 billion and increased by 3.6% on a monthly basis and by 11.1% on an an-
nual basis. Investments in securities amounted to BGN 26.6 billion and decreased by 2.3% mom and by 1.7% yoy 
under conditions of negative interest rates as well as negative yields on government bonds instruments on the 
international markets. Money in circulation amounted to BGN 17.7 billion and increased by 2.2% mom on a 
monthly basis and by 5.3% yoy. Liabilities to banks amounted to BGN 12.4 billion and decrease by 3.4% mom 
and by 15.3% yoy, respectively. Liabilities to the budget increased by 5.1% mom and by 18.6% yoy, respectively 
to BGN 11.4 billion. Liabilities to other depositors amounted to BGN 2.3 billion and increase by 0.2% mom and 
by 8.5% yoy, respectively. The Banking Department's deposit amounted to BGN 6 billion and increased by 2.2% 
mom and by 5.9% yoy, respectively. Bulgaria's international liquidity position, expressed through the ratio of 
foreign reserves to short-term external debt, slightly decline, but still maintain high level of 295.1% at the end 
of May 2019 compared to 295.8% at the end of May 2018. 
 

REAL SECTOR 
 
Bulgaria’s GDP expanded with 3.3% in Q2 2019 yoy and by 0.6% qoq. GDP in Q2 2019 increased by 0.2% in the EU-28 
compared to the previous quarter by seasonally adjusted data. The economy will grow in the third quarter as well. Ex-
pectations are to maintain rates similar to Q1 acceleration. Gross domestic product then accelerated to 3.5% yoy, up 
from 3% in the Q4 of 2018. The weaker growth in the euro area countries, negative trends, as well as ongoing structur-
al problems in some of the large economies in the EU, together with the ambiguity of the course of Brexit, will begin to 
have an increasingly tangible impact on the Bulgarian economy. External shocks in the short and medium term may be 
mitigated by a sharp increase in new investment, productivity gains, and possibly activation of projects funded under 
operational programs. 
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According to NSI flash GDP estimates for Q2 2019, the GDP at current prices amounted to BGN 28 099 million. Gross Val-
ue Added in Q22019 amounted to BGN 24 241 million. In the structure of GDP by the expenditure approach the largest 
share has the final consumption (76.3%), which in nominal terms is BGN 21 445 million. In Q2 of 2019 gross capital for-
mation is BGN 5 683 million and has a share of 20.2% in GDP. The external balance (exports minus imports) has a positive 
sign. According to the seasonally adjusted data, the GDP growth rate in Q2 2019 is 0.6% compared to the previous quar-
ter. GVA increase in Q2 2019 is 0.8%. According to the flash estimates by final expenditure, the GDP growth at seasonally 
adjusted data in Q2 2019 compared to Q1 of 2019 is determined by the gross fixed capital formation increase with 0.8% 
and final consumption increase with 0.1%. On an anual basis, the Q2 2019 GDP at seasonally adjusted data increased by 
3.3% yoy.. Gross value added increased by 3.1%.As regards the expenditure components of GDP, the final consumption 
registered a positive economic growth of 2.7%. Gross fixed capital formation increased by 2.2% in Q2 of 2019 compared 
to the same quarter of the previous year at seasonally adjusted data. Exports of goods and services increased by 3.3%, 
while imports of goods and services decreased by 5.5%. 
 
In Q2 2019 the GDP increased by 0.2% in the EU-28 compared to the previous quarter by seasonally adjusted data. For 
the same period, GDP in Bulgaria increased by 0.6%. Compared to the previous quarter, in Q2 2019, Hungary recorded 
the highest economic growth - 1.1%, Romania - 1.0%, Lithuania and Finland - 0.9% each, while a decrease is observed in 
United Kingdom - by 0.2%, Germany and Sweden - by 0.1% each. Compared to the same quarter of the previous year, 
seasonally adjusted data showed an increase of GDP in the EU-28 by 1.3% and in Bulgaria - by 3.3%. In Q2 of 2019, com-
pared to the same quarter of the previous year, the highest economic growth is observed in Hungary - 5.1%, Romania - 
4.6%, Poland - 4.1% and Lithuania - 4.0%. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Forecast: The economy will grow in the third quarter as well. Expectations are to maintain rates similar to Q1 accelera-
tion. Gross domestic product then accelerated to 3.5% yoy, up from 3% in the Q4 of 2018. The weaker growth in the euro 
area countries, negative trends, as well as ongoing structural problems in some of the large economies in the EU, together 
with the ambiguity of the course of Brexit, will begin to have an increasingly tangible impact on the Bulgarian economy. 
External shocks in the short and medium term may be mitigated by a sharp increase in new investment, productivity gains, 
and possibly activation of projects funded under operational programs. 

In July 2019, the overall business climate indicator remained approximately at the level of the previous month at the 
level of 29.5%. The decrease in the economic situation was observed in industry up to 24.7% and construction up to 
34.6%, while in retail trade the level of June remained (44.9%). In the services sector alone, the indicator rises to 18.3%. 
According NSI data in July 2019, the total business climate indicator remains approximately to its level from the previous 
month at 29.5%. A reduction of the business conjuncture is observed in industry and construction, while in retail trade 
preserves its June level. Only in service sector, the indicator is increased. 
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Industry. The composite indicator ‘business climate in industry’ decreases by 1.7 percentage points to 24.7% as a result of 
the slightly worsened industrial entrepreneurs’ assessments and expectations about the business situation of the enterprises. 
The inquiry registers also more unfavorable forecasts about the export and production activity the next 3 months. The aver-
age capacity utilization from April to July increases by 1.2 percentage points and it reaches 76.9%, as regards the expected 
demand over the next months a surplus of capacity is foreseen. The shortage of labor and uncertain economic environment 
continue to be the main obstacles for the business in the sector. Concerning the selling prices in industry, certain expecta-
tions for an increase are reported, although the majority of the managers do not foresee a change over the next 3 months. 
Construction. In July 2019 the composite indicator ‘business climate in construction’ decreases by 0.8 percentage points to 
34.6%, which is due to the shifting of the construction entrepreneurs’ assessments about the present business situation of 
the enterprises from ‘good’ towards ‘satisfactory’. As regards the construction activity over the last 3 months, the inquiry reg-
isters certain decrease in comparison with June, as the forecasts over the next 3 months remain reserved. The shortage of 
labor, uncertain economic environment and competition in the branch are the factors limiting with the most extent the activ-
ity. As regards the selling prices in construction, the managers foresee certain increase over the next 3 months. 
Retail trade. The composite indicator ‘business climate in retail trade’ preserves its level from the previous month at 44.7%. 
The retailers’ expectations about the business development in the sector over the next 6 months are positive. At the same 
time, their forecasts about the volume of sales and orders placed with suppliers over the next 3 months remain favorable, 
though more reserved in comparison with June. The competition in the branch, insufficient demand and uncertain economic 
environment continue to be the most serious obstacles for the business. In the last month strengthen of the negative influ-
ence of the factor ‘shortage of labor’ is observed. Concerning the selling prices, the managers’ expectations are for preserva-
tion of their level over the next 3 months. 
Service sector. In July the composite indicator ‘business climate in service sector’ increases by 1.7 percentage points to 
16.6% mainly due to the optimistic managers’ assessments about the present business situation of the enterprises. As re-
gards the demand for services, the present tendency is assessed as improved, but their expectations over the next 3 months 
are more unfavorable. The main difficulties for the development of the activity remain connected with the competition in the 
branch, uncertain economic environment and shortage of labor. The managers foresee certain increase of the selling prices in 
the service sector, although the majority of them do not expect a change over the next 3 months. 

The deteriorating external environment is a factor in the overall negative trend in the industry. According to preliminary 
data, in June 2019 the seasonally adjusted index of industrial production in Bulgaria decreased by 1.9% compared to May 
2019. In June 2019, the calendar-adjusted industrial production index registered a decrease of 3.6% compared to the corre-
sponding month of 2018. Industrial Production in Bulgaria is expected to be 2.9% by the end of 2019. Looking forward, we 
estimate Industrial Production in Bulgaria to stand at 3.7% in 2020 and 3.3% in 2021.  
According to NSI preliminary data in June 2019 the Industrial Production Index, seasonally adjusted, 
decreased by 1.9% mom. In June 2019 the working day adjusted Industrial Production Index fell by 3.6% yoy. In June 2019 as 
compared to May 2019, the seasonally adjusted Industrial Production Index decreased in the mining and quarrying industry 
by 12.5%, in the electricity, gas, steam and air conditioning supply by 1.3% and in the manufacturing by 1.2%. The most sig-
nificant production decreases in the manufacturing were registered in the manufacture of tobacco products by 33.4%, in the 
manufacture of leather and related products by 13.8%, in the manufacture of wood and of products of wood and cork, except 
furniture; manufacture of articles of straw and plaiting materials by 9.8%, in the manufacture of paper and paper products by 
8.1%. Major increases were seen in the manufacture of computer, electronic and optical products by 9.5%, in the manufac-
ture of textiles by 8.9%, in the repair and installation of machinery and equipment by 6.3%, in the manufacture of fabricated 
metal products, except machinery and equipment by 4.8%.On annual basis in June 2019 Industrial Production Index calculat-
ed from working day adjusted data went down in the mining and quarrying industry by 20.0%, in the electricity, gas, steam 
and air conditioning supply by 4.6% and in the manufacturing by 1.7%. In the manufacturing, the more considerable decreas-
es compared to the same month of the previous year were registered in the manufacture of tobacco products by 47.1%, in 
the manufacture of basic metals by 21.0%, in the manufacture of wearing apparel by 11.8%, in the manufacture of wood and 
of products of wood and cork, except furniture; manufacture of articles of straw and plaiting materials by 10.4%. Important 
increases were seen in the printing and reproduction of recorded media by 15.2%, in the other manufacturing by 10.7%, in 
the manufacture of computer, electronic and optical products by 10.3%. 
Projection: Industrial Production in Bulgaria is expected to be 2.9% by the end of 2019. Looking forward, we estimate In-
dustrial Production in Bulgaria to stand at 3.7%  in 2020 and 3.3% in 2021.   
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According to the preliminary seasonally adjusted data in June 2019 the turnover in ‘Retail trade, except of motor vehicles 
and motorcycles’ at constant prices kept the level of the previous month. Retail Sales yoy in Bulgaria is expected to be -
0.90% by the end of 2019. Looking forward, we estimate Retail Sales yoy in Bulgaria to stand at 2.8% in 2020 and 4.5% in 
2021. 
According to NSI preliminary seasonally adjusted data in June 2019 the turnover in ‘Retail trade, except 
of motor vehicles and motorcycles’ at constant prices kept the level of the previous month. In June 2019, the working day 
adjusted4 turnover in ‘Retail trade, except of motor vehicles and motorcycles’ was without change in comparison with the 
same month of the previous year. In June 2019 compared to the previous month, decrease of turnover was observed in the 
‘Retail sale of automotive fuel’ and ‘Retail sale of non-food products except fuel’ - by 0.5% and 0.4% respectively, while in the 
‘Retail sale of food, beverages and tobacco’ was registered growth - by 1.2%. In the ‘Retail sale of non-food products except 
fuel’ а more significant turndown was reported in the ‘Retail sale of computers, peripheral units and software; telecommuni-
cations equipment’ - by 4.6%. А rise was observed in the ‘Retail sale of textiles, clothing, footwear and leather goods’ - by 
1.2%. In June 2019 compared to the same month of 2018, the turnover increased in the ‘Retail sale of automotive fuel’ (by 
5.1%). A decrease was registered in ‘Retail sale of non-food products except fuel’ (by 1.1%) and in the ‘Retail sale of food, 
beverages and tobacco’ (by 0.9%). More major decline in ‘Retail sale of non-food products except fuel’ was observed in the 
‘Dispensing chemist; retail sale of medical and orthopaedic goods, cosmetic and toilet articles’ - by 9.8%. More significant 
growth was reported in the ‘Retail sale via mail order houses or via Internet’ and in the ‘Retail sale of audio and video equip-
ment; hardware, paints and glass; electrical household appliances’ respectively by 7.0% and 6.3%. 
Projection: Retail Sales yoy in Bulgaria is expected to be -0.90% by the end of 2019. Looking forward, we estimate Retail 
Sales yoy in Bulgaria to stand at 2.8% in 2020 and 4.5% in 2021. 
 
According to NSI preliminary data, in June 2019 the index of production in section ‘Construction’ calculated on the base of 
seasonally adjusted data was 0.5% below the level of the previous month. In June 2019 the working day adjusted index of 
production in construction increased by 1.5% in comparison with the same month of 2018. Construction Output in Bulgaria 
is expected to be 3.7% by the end of 2019. Construction Output in Bulgaria to stand at 4.2% in 2020 and 3% in 2021. 
According to NSI preliminary data, in June 2019 the index of production in section ‘Construction’ calculated on the base of 
seasonally adjusted data was 0.5% mom. In June 2019 working day adjusted data showed an increase by 1.5% in the con-
struction production, compared to the same month of 2018. In June 2019 the construction production index, calculated from 
the seasonally adjusted data, was below the level of the previous month. Index the production of civil engineering decreased 
by 1.4%, while production of building construction observed an increase by 0.2%. On an annual basis in June 2019, the in-
crease of production in construction, calculated from working day adjusted data, was determined from the positive rate in 
the building construction, where the growth was by 5.8%, while in the civil engineering was registered a decline by 4.1% 
Projection: Construction Output in Bulgaria is expected to be 3.7% by the end of 2019. Construction Output in Bulgaria to 
stand at 4.2% in 2020 and 3% in 2021. 

The consumer price index for July 2019 compared to June 2019 is 100.8%, ie monthly inflation is 0.8%. Since the beginning 
of the year, inflation has been 2.0% and annual inflation has been 2.9%. The average annual inflation for the period July 
2018 - June 2019 compared to the period July 2017 - June 2018 is 3.3%. Our forecast is for inflation to reach 2.5% in 2019, 
2.3% in 2020. and 2.1% in 2021. 
The consumer price index in July 2019 compared to June 2019 was 100.8%, i.e. the monthly inflation was 0.8%. The inflation 
rate since the beginning of the year (July 2019 compared to December 2018) has been 2.0% and the annual inflation in July 
2019 compared to July 2018 was 2.9%. The annual average inflation, measured by CPI, in the last 12 months (August 2018 - 
July 2019) compared to the previous 12 months (August 2017 - July 2018) was 3.3%. In July, prices of food and non-alcoholic 
beverages increased by 0.3%, alcohol and cigarettes by 0.2% and overheads by 1.2%. The highest increase was in airline tick-
ets - by 1.7%, tourist packages - by 15.2%, hotel nights - by 22.1%. Clothing and footwear fell by 2.9% and gasoline and diesel 
by 0.7%. The harmonized index of consumer prices in July 2019 compared to June 2019 was 101.3%, i.e. the monthly infla-
tion was 1.3%. The inflation rate since the beginning of the year (July 2019 compared to December 2018) has been 2.8% and 
the annual inflation in July 2019 compared to July 2018 was 2.6%. The annual average inflation, measured by HICP, in the 
last 12 months (August 2018 - July 2019) compared to the previous 12 months (August 2017 - July 2018) was 2.9%. 
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Forecast: There will be a slight increase in inflation in Q3 2019, with the major impact factors being higher oil futures 
with delivery times in September, shocks in global supply - such as pork - as well as higher administrative ones. prices of 
electricity and heat in Bulgaria, which have been in force since June. In the opposite direction to the current levels, crude oil 
prices will remain stable and will remain stable. Since the beginning of the year, inflation tends to go slightly up -2.8% in 
Q2 2019  from 2.5% in Q1 2019. Our forecast is for inflation to reach 2.5% in 2019, 2.3% in 2020. and 2.1% in 2021. 

Total Producer Price Index in June 2019 decreases by 1.1% compared to the previous month; compared to the same 
month of 2018 the prices rose by 0.9%. Producer Price Index on Domestic Market in June 2019 fell by 0.3% compared to 
the previous month; compared to the same month of 2018 the domestic prices grew by 2.6%. 
The Total Producer Price Index in Industry in June 2019 fell by 1.1% mom. Lower prices were registered in manufactur-
ing by 1.4% and in the mining and quarrying industry by 0.3%, while in the electricity, gas, steam and air conditioning sup-
ply prices remained unchanged. In the manufacturing, more significant decrease in prices were reported in the manufac-
turing of basic metals by 3.0% and in the manufacture of leather and related products by 1.4%. Prices went up in the 
manufacture of food products by 0.4%, in the manufacture of beverages and in the manufacture rubber and plastic prod-
ucts - both by 0.3%. The Total Producer Price Index in June 2019 increased by 0.9% yoy. The prices rose in the electricity, 
gas, steam and air conditioning supply by 7.6%, while the prices decreased in the mining and quarrying industry by 6.3% 
and in manufacturing by 0.7%. In the manufacturing decrease in prices were seen in the manufacture of basic metals by 
7.2%. Increase in prices was reported in the repair and installation of machinery and equipment by 3.4%, in the manufac-
ture of wearing apparel by 3.1% and in the manufacture of food products by 3.0%. 
Producer Price Index on Domestic Market in June 2019 decreased by 0.3% compared to the previous 
month. The domestic prices went down in mining and quarrying industry by 3.6%, and in manufacturing by 0.7%, while in 
the electricity, gas, steam and air conditioning supply the prices went up by 0.6%. In the manufacturing, compared to the 
previous month the prices went down in the manufacture of leather and related products by 3.0% and in the manufac-
ture of chemicals and chemical products by 1.8%. The domestic prices went up in the manufacture of food products, in 
the manufacture of beverages and in the repair and installation of machinery and equipment - all by 0.4%. Producer Price 
Index on Domestic Market in June 2019 increased by 2.6% yoy. The prices rose in the electricity, gas, steam and air condi-
tioning supply by 7.3%, and in manufacturing by 0.8%, while in the mining and quarrying industry the prices went down 
by 9.4%. 
In the manufacturing compared to June 2018 more compelling price increase was reported in the repair and installation 
of machinery and equipment by 5.0%, and in the manufacture of machinery and equipment n.e.c. by 3.8%. The prices fell 
in the manufacture of basic metals by 5.5%. 
Producer Price Index on Non-domestic Market in June 2019 fell by 2.2% mom. In the manufacturing the non-domestic 
prices went down by 2.2%. More significant price decrease was reported in manufacture of basic metals by 3.4%, and in 
the manufacture of wood and of products of wood and cork, except furniture, manufacture of articles of straw and 
plaiting materials by 1.4%. Prices went up in the manufacture of rubber and plastic products and in the manufacture of 
food products - both by 0.3%. Producer Price Index on Non-domestic Market in June 2019 decreased by 1.5% yoy. In the 
manufacturing, the prices went down by 2.0%. The non-domestic prices fell most dramatically in the manufacture of basic 
metals by 7.6% and in the manufacture of chemicals and chemical products by 1.4%. The prices went up in the manufac-
ture of rubber and plastic products by 3.9% and in the manufacture of leather and related products by 3.8%. 

HOUSEHOLDS INCOME  
 
The total income average per household member during Q2 of 2019 is BGN 1 547 and increases by 4.9% yoy. The total 
expenditure average per household member during Q2 2019 is BGN 1 402 and increases by 5.3% yoy.The consumption 
of main food products average per household member during Q2 2019 yoy does change. 

The total income average per household member during Q2 of 2019 is BGN 1 547 and increases by 4.9% yoy. The high-
est relative share of income within the total income is this from wages and salaries (57.8%). The relative share of income 
from pensions is 27.6% and from self-employment - 6.2%.  
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Compare to the second quarter of 2018 the relative share of income from wages and salaries increases by 1.1 percentage 
points (pp), the income from pensions decreases by 0.5 pp and the self-employment income decreases by 0.4 pp. The 
nominal income by source average per capita during the second quarter of 2019 compared to the second quarter of 2018 
changes as follows: Income from wages and salaries increases from BGN 835 to BGN 894 (by 7.0%); Income from pen-
sions increases from BGN 413 to BGN 427 (by 3.4%); Self-employment income decreases from BGN 97 to BGN 95 (by 
1.8%); Income from social benefits increases from BGN 35 to BGN 46 (by 33.0%). The relative share of monetary income 
into the total income during Q2 of 2019 is 99.1% and the share of income in kind is 0.9%. 

The total expenditure average per household member during the second quarter of 2019 is BGN 1 402 and increases 
by 5.3% yoy. The greatest share in forming the total expenditure has expenditure on food - 31.4% as well as expenditure 
on housing - 15.5%, taxes and social insurance contributions - 14.2% and transport and communication - 11.7%.The ex-
penditure by group average per capita are change as absolute values during the second quarter of 2019 compared to the 
same quarter of 2018 as follows: Expenditure on food and non-alcoholic beverages increases from BGN 419 to BGN 440 
(by 5.0%); Expenditure on alcoholic beverages and tobacco increases from BGN 59 to BGN 61 (by 4.4%); Expenditure on 
clothing and footwear decreases from BGN 44 to BGN 43 (by 3.2%); Expenditure on housing (water, electricity, heating, 
furnishing and maintenance of the house) increases from BGN 213 to BGN 217 (by 2.3%); Expenditure on health increas-
es from BGN 77 to BGN 96 (by 25.0%); Expenditure on transport and communication increases from BGN 161 to BGN 165 
(by 2.5%);Expenditure on recreation, culture and education increases from BGN 53 to BGN 57 (by 7.0%); Expenditure on 
taxes and social insurance contributions increases from BGN 182 to BGN 200 (by 9.5%). 
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The consumption of main food products average per household member during Q2 2019 compared to the same quar-
ter of 2018 does change. Increase is observed in the consumption of meat - from 8.6 kg to 8.9 kg and eggs – from 39 to 
40 numbers. More foods have a reduction in consumption. Most significantly reduces consumption of bread and paste 
products - from 21.3 kg to 20.4 kg, vegetables - from 19.0 kg to 18.0 kg, yoghurt - from 7.9 kg to 7.5 kg, fruit from 8.9 kg 
to 8.5 kg. The consumption of meat products, white cheese, dry beans and sugar is without change. 

LABOR MARKET  
 
 In Q2 2019 Bulgaria’s unemployment rate was 4.2%, by 1.3 percentage points lower compared to Q2 2018.  There were 61.2 
thousand discouraged persons aged 15 - 64, representing 5.2% of the economically inactive population in the same age group. 
The activity rate for population aged 15 - 64 was 73.8%, by 2.0 percentage points higher compared to the second quarter of 2018. 
The employment rate for population aged 15 - 64 increased by 2.8 percentage points from the same quarter of 2018 and 
achieved 70.7%. The expectations for the Bulgarian labor market are one-direction. For 2019, employment is expected to in-
crease by 0.4%. The unemployment rate is expected to rise again in H2 2019, with unemployment estimated at 4.6% in 2019 and 
4.5% in 2020. Employers will have difficulty hiring skilled workers, so the benefits related to low unemployment are limited in 
the short term and there are concerns about the medium and long term. 
 
According NSI dta in Q2 2019 there were 142.0 thousand unemployed persons, of whom 82.7 thousand (58.2%) men and 59.3 thou-
sand (41.8%) women. The unemployment rate was 4.2% and went down by 1.3 percentage points from Q2 2018. The unemploy-
ment rate decreased from 6.1% to 4.6% for men and from 4.7% to 3.7% for women. Among all unemployed persons, 15.1% had 
higher level of educational attainment, 45.1% had completed upper secondary education and 39.8% had at most lower secondary 
education. The unemployment rate by level of educational attainment was as follows: 2.0% for higher education, 3.4% for upper 
secondary and 12.2% for education lower than upper secondary. In Q2 2019 there were 84.5 thousand long-term unemployed per-
sons (unemployed for one or more years), representing 59.5% of all unemployed persons. The long-term unemployment rate was 
2.5%, down by 0.7 percentage points from the second quarter of 2018. The long-term unemployment rate was 2.7% for men and 
2.2% for women. Of all unemployed people 25.1 thousand (17.7%) were looking for a first job. In Q2 2019, the unemployment rate 
for the age group 15 - 29 years was 6.9%, by 2.4 percentage points lower than in a year earlier. The unemployment rate was 7.3% 
for men (15 - 29 years) and 6.3% for women. In comparison with the second quarter of 2018, this rate went down by 3.0 percent-
age points for men and by 1.5 percentage points for women. There were 2 564.3 thousand economically inactive persons, of them 1 
046.8 thousand (40.8%) men and 1 517.5 thousand (59.2%) women. In the age group 15 - 64 years 1 173.1 thousand persons were 
economically inactive, accounting for 26.2% of population in the same age group. Participation in education or training and personal 
or family reasons were the most common causes for economic inactivity - they concerned 36.9% and 23.1% of persons out of labor 
force aged 15 - 64. 
 
In Q2 2019 there were 3 262.8 thousand employed persons aged 15 years and over, of whom 1 733.2 thousand men and 1 529.7 
thousand women. The share of employed persons in the total population aged 15 years and over was 54.7% (60.5% for men and 
49.2% for women). In Q2 2019, 2 065.3 thousand persons, representing 63.3% of all employed persons, worked in the service sec-
tor, 980.2 thousand persons (30.0%) worked in the industry sector and 217.4 thousand persons (6.7%) worked in agriculture, forest-
ry and fishing. Of all employed persons 3.6% (116.5 thousand) were employers, 6.5% (213.4 thousand) were self-employed persons 
without employees, 89.3% (2 912.6 thousand) were employees and 0.6% (20.4 thousand) were unpaid family workers. Of all em-
ployees 2 217.5 thousand persons (76.1%) worked in private sector while 695.1 thousand (23.9%) worked in public sector. Of all 
employees, 134.0 thousand persons (4.6%) had temporary job. In Q2 2019, the employment in specific age groups was as follows: 
There were 3 165.1 thousand employed persons aged from 15 to 64 years. The employment rate for the same age group was 70.7% 
(74.0% for men and 67.3% for women). The employment rate for the age group 15 - 29 years was 42.8% (47.5% for men and 37.7% 
for women). The employment rate for the age group 20 - 64 years was 75.7%, 79.3% and 72.1% for men and women respectively. 
This rate was by 3.1 percentage points higher than in the second quarter of 2018, registering almost the same increase for men and 
women. There were 621.1 thousand employed persons aged from 55 to 64 years, representing 65.0% of population in the same age 
group (68.8% of men and 61.5% of women). In comparison with a year ago, the employment rate (55 - 64 years) went up by 4.0 
percentage points. 
Forecast: The expectations for the Bulgarian labor market are one-direction. For 2019, employment is expected to increase by 

0.4%. The unemployment rate is expected to rise again in H2 2019, with unemployment estimated at 4.6% in 2019 and 4.5% in 2020. 

Employers will have difficulty hiring skilled workers, so the benefits related to low unemployment are limited in the short term and 

there are concerns about the medium and long term. 
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According to preliminary NSI data, the number of employees under employment and employment relationship in Bulgaria 
at the end of June 2019 increased by 1.5% compared to the end of March 2019 and reached 2.35 million. In Q2 2019, the 
average gross monthly salary increased by 4.3% compared to the first quarter of 2019 and reached BGN 1 260. The labor 
market is expected to continue to exert pressure on employers and new changes are yet to come. Low unemployment will 
continue to push for wage increases, including the projected increase in the minimum wage to BGN 610 from the beginning 
of 2020. 
According to the preliminary NSI data at the end of June 2019 the number of employees under labour contract increased by 
33.9 thousand or 1.5% as compared to the end of March 2019 and reached 2.35 million. The highest increase was observed in 
economic activities: ‘Accommodation and food service activities’ - 28.4%, ‘Real estate activities’ - 7.9% and in ‘Agriculture, for-
estry and fishing’ - by 3.6%. The highest decrease of the number of employees was recorded in ‘Education’ - by 2.4%. In the 
structure of employees by economic activities the biggest relative share of employees was in ‘Manufacturing’ - 21.3% and 
‘Wholesale and retail trade; repair of motor vehicles and motorcycles’ - 17.0%. At the end of June 2019 as compared to June 
2018 the number of employees under labour contract decreased by 3.0 thousand or 0.1%. The highest decrease in absolute 
figures was observed in economic activities ‘Manufacturing’ - 13.0 thousand, ‘Transportation and storage’ - 2.8 thousand, and 
‘Agriculture, forestry and fishing’ - 2.6 thousand and the highest increase - in ‘Information and communication’- 6.0 thousand. 
In percentages the highest decrease at the end of June 2019 as compared to June 2018 was in economic activity ‘Mining and 
quarrying’ - by 5.0% and ‘Other service activities’ - by 4.9%, as the highest increase was reported in ‘Real estate activities’ - by 
5.0%. The average monthly wages and salaries of the employees under labour contract in April was BGN 1 281, in May - BGN 
a1 246 nd in June 2019 - BGN.1 253. In Q2 2019 in comparison with Q1 of 2019 the average monthly wages and salaries in-
creased by 4.3% getting BGN 1 260. The highest increase in wages and salaries was reported in ‘Electricity, gas, steam and air 
conditioning supply’ - by 9.1%, and in ‘Accommodation and food service activities’ and ‘Education’ - by 7.3%. Compared to the 
second quarter of 2018 the average monthly wages and salaries in the second quarter of 2019 rose by 12.0%. The highest 
growth rates were recorded in economic activities: ‘Other service activities’ - 17.3%, ‘Real estate activities’ - 16.5% and 
‘Education’ - 15.5%. The economic activities with the highest wages and salaries in Q2 2019 were: 
 ‘Information and communication’ - BGN 3 053; ‘Financial and insurance activities’ - BGN 2 174; ‘Electricity, gas, steam and air 
conditioning supply’ - BGN.2 048. The lowest wages and salaries were recorded in:  ‘Accommodation and food service activi-
ties’ - BGN 782; ‘Other service activities’ - BGN 924; ‘Construction’ - BGN 974; In comparison with a year earlier the average 
monthly wages and salaries in public sector grew by 11.0% while in private sector - by 12.4%. 
Forecast: Against the background of record low unemployment in the country, wages will continue to rise and we can ex-
pect an increase in the minimum wage. The current state of the Bulgarian labor market is extremely dynamic. The country has 
not been in this situation for the last 30 years. The labor market is expected to continue to exert pressure on employers and 
new changes are yet to come. This will continue to push for wage increases, including the projected increase in the minimum 
wage to BGN 610 from the beginning of 2020. External market pressure on the European Union (EU) will directly affect Bulgar-
ia. In the last few years, many of the companies that have entered the manufacturing sector in the country are expanding their 
number of employees and increasing their salaries. The rise in wages and consumption shows that consumer confidence is in-
creasing. This will be an impetus for the internal market. 
 
FISCAL SECTOR 
 
In January-June 2019 Bulgaria’ CFP balance on a cash basis is positive, amounting to 3,025.8 million BGN and presented 
2.6% of forecasted GDP. The fiscal reserve as of 30.06.2019 amounts to 11.7 billion BGN. Based on the preliminary data and 
estimates, the Consolidated Fiscal Programme (CFP) balance on a cash basis as of July 2019 is expected to be positive, 
amounting to BGN 2,979.1 million (2.8% of the projected GDP). 
According MF data the Consolidated Fiscal Programme (CFP) balance on a cash basis as of end-June 2019 is positive, 
amounting to BGN 3.225,0 million, or 2.8% of the projected GDP, and is formed by an excess of revenues over expenditures of 
BGN 3,108.0 million under the national budget and of BGN 116.9 million under EU funds. The CFP revenues and grants as of 
June 2019 stand at BGN 22,285.6 million, or 50.8% of the annual estimates. Compared to the same period of the previous 
year, tax and non-tax revenues have risen by BGN 2,622.4 million (14.2%), while grant proceeds (mostly EU programme and 
fund grants) – have risen by BGN 453.0 million. As of the first six months of the year, the performance of revenues complies 
with the plan for the period and with the tax calendar specifics on the basis of which a considerable part of the annual pro-
ceeds under some taxes (corporate tax, PIT, etc.) is concentrated in the first half of the year. This is the reason why revenues 
in this period traditionally exceed 50 per cent of the annual plan. Tax proceeds, including revenues from social security contri-
butions, total BGN 17,686.3 million, which accounts for 51.2% of the tax revenues planned for the year. Direct tax revenues 
amount to BGN 3,333.1 million, or 50.8% of those planned for the year. Indirect tax revenues amount to BGN 8,533.9 million, 
which accounts for 51.9% of the annual estimates. VAT proceeds amount to BGN 5,549.0 million, or 51.2% of those planned.  
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The excise duty revenues amount to BGN 2,849.0 million, or 53.4% of the annual estimates. Customs duty proceeds 
amount to BGN 114.8 million, or 48.4% of the annual estimates. Proceeds from other taxes, including property taxes and 
other taxes under the Corporate Income Tax Law, amount to BGN 708.1 million, or 60.5% of the annual estimates. Reve-
nues from social security and health insurance contributions are BGN 5,111.2 million, which accounts for 49.2% of the esti-
mates for the year. Compared to the same period of the previous year, the revenues from social security contributions 
have risen by 11.5 per cent in nominal terms. Non-tax revenues amount to BGN 3,448.2 million, or 52.0% of the annual esti-
mates. It should be noted that a baseline effect appears in the non-tax revenue part relating to the revenues under the 
Electricity System Security Fund due to the amendments to the Energy Law in force as from 1 July 2018 which have 
changed the mechanism for collection of revenues under the Fund’s budget. The revenues under the Fund’s budget for the 
first half of 2019 are therefore higher than the proceeds for the same period of 2018. Grant proceeds amount to BGN 
1,151.1 million.CFP expenditures, including the contribution of the Republic of Bulgaria to the EU budget, amount to BGN 
19,060.7 million as of June 2019, which accounts for 42.9% of the annual estimates. It is evident that the absorption of ex-
penditures is behind the revenue performance, which is also the reason for the excess of revenues over expenditures for 
the period. The planned pension indexation, which is set in the annual estimates, will take place in the second half of the 
year. In addition to that a majority of the capital expenditures planned for the year will be made in the second half of the 
year due to the construction season and some other factors. Compared to the same period of the previous year, the CFP 
expenditures grow by 8.9 per cent in nominal terms, which is mainly due to the higher amount of staff costs (a 10% in-
crease in the wage bill for the public sector and the next step of increasing the remunerations in the education sector), the 
higher social and health insurance payments (a baseline effect from the pension increase in July 2018 and an increase in the 
health insurance payments set out in the 2019 NHIF Budget Law), an increase in subsidy expenditures, etc.  Non-interest 
expenditures amount to BGN 17,930.0 million, which accounts for 42.4% of the annual estimates. Non-interest current ex-
penditures as of June 2019 amount to BGN 16,416.7 million, capital expenditures (including net increment of state reserve) 
amount to BGN 1,499.7 million. The current and capital transfers to other countries amount to BGN 13.7 million. Interest 
payments amount to BGN 413.1 million, or 61.7% of those planned for 2019. The part of Bulgaria’s contribution to the EU 
budget, as paid from the central budget as of 30.06.2019, amounts to BGN 717.5 million, which complies with the existing 
legislation in the area of EU own resources. The fiscal reserve as of 30 June 2019 is BGN 11.7 billion, including BGN 11.3 bil-
lion of fiscal reserve deposits in the BNB and in banks and BGN 0.4 billion of receivables under the EU Funds for certified 
expenditures, advance payments, etc. 
 
 
 
 
 
 
 
Projection: Based on the preliminary data and estimates, the Consolidated Fiscal Programme (CFP) balance on a cash 
basis as of July 2019 is expected to be positive, amounting to BGN 3,246.2 million (2.8% of the projected GDP). On a monthly 
basis, the CFP budget balance is close to balance only for July.The key factors behind the forecast excess of revenues over 
expenditures for the first seven months of 2019 are the positive revenue development, on the one hand, and the relatively 
low performance of expenditures as a result of concentrating the majority of investment and other expenditures in Q3 and 
Q4, on the other hand. Having in mind the above reasons, budget performance in the first half of the year is traditionally 
characterised by an excess of revenues over expenditures, while the second half, in particular Q4, reports a negative budget 
balance. The budget balance for the first seven months of the year cannot therefore be correlated to the annual fiscal goal 
set by the estimates to the 2019 State Budget of Republic of Bulgaria Law. 

In January – June 2019, Bulgaria’s central government sub-sector debt amounted to EUR 11,691.4 million and accounted 
for 19.8% of projected GDP. According MF “Government debt Management Strategy for 2019-2021” Bulgaria’s public 
debt/GDP raio will stood at 19.1% in 2019, 17.7% in 2020 and 16.5% in 2021. 
According MF data Bulgaria’s central government debt stands at EUR 11,691.4 million as at end-June 2019. Domestic debt 

amounts to EUR 2,661.5 million and external debt – to EUR 9,029.9 million. Compared to the previous month, the debt has 

increased by EUR 126.2 million due to the government securities issued on the domestic market. At the end of the re-

porting period the central government debt-to-GDP ratio is 19.8%, with the share of domestic debt being 4.5% and of exter-

nal debt – 15.3% of GDP. In the central government debt structure, at the end of the period domestic debt amounts to 

22.8%, and external debt – to 77.2%.  
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As of 30 June 2019, central government guaranteed debt amounts to EUR 76.5 million. Domestic guarantees amount to EUR 
34.0 million and external guarantees – to EUR 42.4 million. The central government guaranteed debt/GDP ratio is 0.1%. Ac-
cording to the official register of government and government guaranteed debt kept by the Ministry of Finance on the grounds 
of Article 38(1) of the Government Debt Law, at end-June 2019 the government debt reaches EUR 10,889.1 million, or 18.4% of 
GDP. Domestic debt amounts to EUR 2,459.5 million and external debt – to EUR 8,429.6 million. Government guaranteed debt 
amounts to EUR 914.5 million in June 2019. Domestic guarantees amount to EUR 34.0 million, with the government guaran-
teed debt-to-GDP ratio being 1.5%. 

Projection: According MF “Government debt Management Strategy for 2019-2021” Bulgaria’s public debt/GDP ratio will 
stood at 19.1% in 2019, 17.7% in 2020 and 16.5% in 2021. 

MONETARY SECTOR 
 
At the end of June 2019 broad money (monetary aggregate M3) amounted at BGN 95.821 billion (82.8% of GDP) and in-
creased by 7.8% yoy. Domestic credit – was BGN 58.115 billion and increased by 3% yoy.  
In June 2019 broad money (monetary aggregate M3) increased annually by 7.8% compared to 9.1% annual growth as in May 
2019. At the end of June 2019 M3 was BGN 95.821 billion (82.8% of GDP) compared to BGN 95.445 billion (82.5% of GDP) in 
May 2019. Its most liquid component – monetary aggregate M1 – increased by 12.5% yoy in June 2019 (13.5% yoy growth in 
May 2019). At the end of June 2019, deposits of the non-government sector were BGN 79.738 billion (68.9% of GDP), increas-
ing annually by 7.2% (8.6% yoy growth in May 2019). Deposits of Non-financial corporations were BGN 23.247 billion (20.1% 
of GDP) at the end of June 2019. Compared to the same month of 2018 they increased by 2.6% (6% yoy growth in May 2019). 
Deposits of financial corporations increased by 28.2% yoy in June 2019 (29.5% annual growth in May 2019) and at the end of 
the month they reached BGN 3.439 billion (3% of GDP). Deposits of Households and NPISHs were BGN 53.053 billion (45.8% 
of GDP) at the end of June 2019. They increased by 8.2% compared to the same month of 2018 (8.5% yoy growth in May 
2019). Net domestic assets were BGN 58.777 billion at the end of June 2019. They increased by 5.4% compared to the same 
month of 2018 (7.6% yoy growth in May 2019). At the end of the month their basic component – domestic credit – was BGN 
58.115 billion and increased by 3% compared to June 2018 (5% annual growth in May 2019). In June 2019 claims on the non-
government sector increased by 6.9% yoy (7.9% yoy increase in May 2019) reaching BGN 61.021 billion. At the end of June 
2019, claims on loans to the non-government sector amounted to BGN 59.372 billion (51.3% of GDP) compared to BGN 
58.931 billion (50.9% of GDP) at the end of May 2019. They increased yoy by 6.8 % in June 2019 (7.1% yoy growth in May 
2019). The change of loans to the non-government sector was influenced also by net sales of loans by Other monetary finan-
cial institutions (Other MFIs) - their volume for the last twelve months was Net domestic assets were BGN 58.777 billion at 
the end of June 2019. They increased by 5.4% compared to the same month of 2018 (7.6% yoy growth in May 2019). At the 
end of the month their basic component – domestic credit – was BGN 58.115 billion and increased by 3% compared to June 
2018 (5% yoy growth in May 2019). In June 2019 claims on the non-government sector increased by 6.9% yoy (7.9% annual 
increase in May 2019) reaching BGN 61.021 billion. At the end of June 2019, claims on loans to the non-government sector 
amounted to BGN 59.372 billion (51.3% of GDP) compared to BGN 58.931 billion (50.9% of GDP) at the end of May 2019. They 
increased by 6.8% yoy in June 2019 (7.1% yoy growth in May 2019). The change of loans to the non-government sector was 
influenced also by net sales of loans by Other monetary financial institutions (Other MFIs) - their volume for the last twelve 
months was  BGN 429.9 million. On an annual basis, loans sold by Other MFIs were BGN 429.9 million (of which BGN 57.4 mil-
lion in June 2019), whereas there were no loan repurchases in the last 12-month period. In June 2019, loans to Non-financial 
corporations increased by 4.6% yoy (4.8% yoy growth in May 2019) and at the end of the month amounted to BGN 33.534 
billion (29% of GDP). Loans to Households and NPISHs were BGN 22.740 billion (19.6% of GDP) at the end of June 2019. They 
increased by 8.1% compared to the same month of 2018 (8% yoy growth in May 2019). At the end of June 2019 loans for 
house purchases were BGN 11.128 billion and increased by 11.8% yoy (11.7% yoy growth in May 2019). Consumer loans 
amounted to BGN 9.664 billion and compared to June 2018 they increased by 10.6% (10.8% yoy growth in May 2019). On an 
annual basis other loans decreased by 38.5% (39.5% yoy decline in May 2019) and reached BGN 626.7 million. Loans granted 
to financial corporations were BGN 3.099 billion at the end of June 2019 (2.7% of GDP). Compared to June 2018, they in-
creased by 23.6% (29.7% yoy growth in May 2019).   
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CAPITAL MARKET  
 
In July 2019, SOFIX fell 1.21% to 580.68 points, BGBX 40 decreased 1.48% to 114.61 points. The weighted BG TR30 dropped 
0.23% to 511.13 points. The only measure of BGREIT real estate companies rose in July by 0.81% to 126.85 points. 
According to the data of BSE-Sofia, in July 2019 the Bulgarian benchmark SOFIX reported a decrease of 1.21% to 580.68 points 
and realized a monthly turnover of BGN 4 410 587. The index of the most liquid companies BGBX 40 decreased by 1.48% to 
114,610 points, with a monthly turnover of BGN 6,272,754 in July 2019. The index of the most liquid companies BGBX 40 de-
creased by 1.48% to 114,610 points, with a monthly turnover of BGN 6,272,754 in July 2019. The weighted BG TR30 dropped by 
0.23% to 511.13 points in July 2019 and realized a monthly turnover of BGN 5 101 600. The only measure of BGREIT real estate 
companies rose in July by 0.81% to 126.85 points and realized a monthly turnover of BGN 1 279 768. Of the SOFIX listed com-
panies, in July 2019, the ratio of pay-to-loss issues is 6:9. In July, unlike June, there is no double-digit issue, but there is one 
company whose shares are at a loss of 10.10% (Eurohold). In July 2019 statistics show that there was one issue with a turnover 
of over BGN 1 million (Doverie United Holding - BGN 1 152 745). Sirma Group Holding (BGN 586 147), Advance Terrafund REIT 
(BGN 463 888), Chimimport (BGN 285 833) and Sopharma (BGN 231 293) also have high turnover. In July, Sopharma main-
tained its market capitalization position (BGN 440 789 130), followed by: Chimimprot (BGN 427 768 587), Gradus (BGN 414 134 
807), Eurohold Bulgaria (BGN 369 372 872) and TB First Investment Bank (BGN 352 0-00 000). There are already six holdings in 
SOFIX after March 18, of which three are profitable in July: Sirma Group Holding (+ 5.22%), Doverie Merger Holding (+ 3.85%) 
and Industrial Holding Bulgaria (+ 1.00%). There are also three losses: Eurohold Bulgaria (-10.10%), Stara Planina Hold (-3.48%) 
and Holding Varna (-1.94%). The company with the highest turnover for July 2019 is Bullland Investments REIT, with a realized 
volume of BGN 1 102 068. Second place is Eurohold Bulgaria AD with realized volume of BGN 1,051,668. There are three repre-
sentatives of special investment purpose companies in the ranking - Bullland Investments REIT, Real Estate Fund Bulgaria REIT 
and Advance Terrafund REIT. The smallest number of transactions in the ranking are Capital Concept Limited, Synthetics AD 
and Formoplast AD, and the largest Sirma Group Holding, Advance Terrafund REIT and Real Estate Fund Bulgaria REIT. The most 
profitable company in July 2019 was CBA Asset Management AD, which achieved double-digit growth of 20.69%. Second place 
is Alterco AD, followed by Central Cooperative Bank AD with a growth of 7.10%. The last two companies in the ranking also rec-
orded single-digit growths, respectively, Sirma Group Holding AD with growth of 5.22% and Sofia Commerce-Pawnshops AD 
with growth of 5.16%. The top 5 losers in July 2019 are led by Eurohold Bulgaria AD with a decrease of 10.10%. Agria Group 
Holding was second with a decrease of 8.99%, followed by Zarneni Hrani Bulgaria AD, which recorded a decrease of 5.22% in 
July. Last but not least, Sopharma AD is down by 4.11%. The last company in the ranking also recorded a single-digit decline. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
BANKING SECTOR 
 
As of the end of June 2019, the aggregate net profit of the banking system amounted to BGN 918 million and increased by 
14.6% yoy. The gross credit portfolio of the banking sector for the first six months of 2019 increased by 7.2% yoy to BGN 63.1 
billion and presented 55.3% of full year projected GDP. At the end of June 2019, deposits from customers of the banking sys-
tem amounted to BGN 86.5 billion and increased by 0.2% mom and by 7.1% yoy, respectively. Their relative share in GDP is 
74.8%. The relative share of non-performing loans decreased to 7.2%. 
According to the BNB, as of the end of June 2019, the aggregate net profit of the banking system amounted to BGN 918 million 
and increased by 14.6% yoy. The levels of return on assets (ROA) and return on equity (ROE) of the banking system on an annu-
al basis are respectively 1.7% and 13%. Impairment charges for financial assets not carried at fair value through profit or loss 
for the current six months decreased by 11.8% yoy to BGN 138 million. 
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The banking system's assets at the end of June 2019 amounted to BGN 108.6 billion, growing by 8.4% yoy. Their relative share 
in GDP is 93.7%. The gross credit portfolio of the banking sector for the first six months of 2019 increased by 7.2% yoy to BGN 
63.1 billion. Its relative share in GDP is 55.3%. Household loans increased by 7.8% yoy to BGN 22.3 billion. Mortgage loans in-
creased by 1.2% mom and by 13.5% yoy to BGN 11.6 billion. Consumer loans increased by 0.8% mom and by 19.2% yoy to BGN 
11.9 billion, which is due not only to the seasonal growth but also to a change in the manner and scope of reporting on some 
loans in the group of households loans. Loans to non-financial corporations increased by 4.8% yoy, up by 0.5%mom. Claims on 
other financial corporations increased by 1.9% mom and by 28.9% yoy, respectively to BGN 3.1 billion. At the end of June 2019, 
deposits from customers of the banking system amounted to BGN 86.5% and increased by 0.2% mom and by 7.1% yoy, respec-
tively. Their relative share in GDP is 74.8%. Household deposits increased by 0.5% mom and by 8.2% yoy, respectively to BGN 
54.9 billion. Government sector deposits amounted to BGN 2.6 billion and increased by 8.3% yoy. Deposits from non-banking 
institutions amounted to BGN 3.7 billion and increased by 18.9% yoy. Deposits from companies amount to BGN 25.1 billion and 
increase by 3.2% yoy. 
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At the end of June 2019, the gross amount of non-performing loans and advances amounted to BGN 6478 million and their 
share in the total amount of gross loans and advances was 7.2% (against 9.1% at end-June 2018). The net worth of non-
performing loans and advances is BGN 3199 million, accounting for 3.7% of the total net value of loans and advances. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
The liquidity coverage ratio as of June 30, 2019 is 260.6%. At the end of the reporting period, the liquidity buffer was 
BGN 27.8 billion and the net outflows were BGN 10.7 billion. 
 
Equity in the balance sheet of the banking system amounts to BGN 14.1 billion. Dynamics is influenced by the pay-
ment of dividends and the increase in profit. 
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ADVANCE ECONOMIES KEY INDICATORS 

Source: IMF 
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Source: SCE 

International Prices of Agriculture Products 
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Source: ECB 

Overseas FX Rates  

1.00

1.05

1.10

1.15

1.20

1.25

2
0

16
M

0
3

2
0

16
M

0
7

2
0

16
M

1
1

2
0

17
M

0
3

2
0

17
M

0
7

2
0

17
M

1
1

2
0

18
M

0
3

2
0

18
M

0
7

2
0

18
M

1
1

2
0

19
M

0
3

2
0

19
M

0
7

EUR/USD

0.70

0.75

0.80

0.85

0.90

0.95

2
0

16
M

0
3

2
0

16
M

0
7

2
0

16
M

1
1

2
0

17
M

0
3

2
0

17
M

0
7

2
0

17
M

1
1

2
0

18
M

0
3

2
0

18
M

0
7

2
0

18
M

1
1

2
0

19
M

0
3

2
0

19
M

0
7

EUR/GBP

6.60

6.90

7.20

7.50

7.80

8.10

2
0

16
M

0
3

2
0

16
M

0
7

2
0

16
M

1
1

2
0

17
M

0
3

2
0

17
M

0
7

2
0

17
M

1
1

2
0

18
M

0
3

2
0

18
M

0
7

2
0

18
M

1
1

2
0

19
M

0
3

2
0

19
M

0
7

EUR/CNY

3.00

4.00

5.00

6.00

7.00

8.00

2
0

16
M

0
3

2
0

16
M

0
7

2
0

16
M

1
1

2
0

17
M

0
3

2
0

17
M

0
7

2
0

17
M

1
1

2
0

18
M

0
3

2
0

18
M

0
7

2
0

18
M

1
1

2
0

19
M

0
3

2
0

19
M

0
7

EUR/TRY

110

118

126

134

142

150

2
0

16
M

0
3

2
0

16
M

0
7

2
0

16
M

1
1

2
0

17
M

0
3

2
0

17
M

0
7

2
0

17
M

1
1

2
0

18
M

0
3

2
0

18
M

0
7

2
0

18
M

1
1

2
0

19
M

0
3

2
0

19
M

0
7

EUR/JPY

40

50

60

70

80

90
2

0
16

M
0

3

2
0

16
M

0
7

2
0

16
M

1
1

2
0

17
M

0
3

2
0

17
M

0
7

2
0

17
M

1
1

2
0

18
M

0
3

2
0

18
M

0
7

2
0

18
M

1
1

2
0

19
M

0
3

2
0

19
M

0
7

EUR/RUB



HIGHLIGHTS AND FORECASTS, MONTHLY ECONOMIC REPORT 
August 2019 

39 

 

 

Source: BNB 

Bulgaria: External Sector Indicators  
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Source: NSI 

Bulgaria: Real Sector Indicators  
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Source: NSI, EC 

Bulgaria: Prices Indicators  
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Source: NSI 

Bulgaria: Cereals Prices   
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Source: NSI, EC 

Bulgaria: Labor Market Indicators  
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DEFINITIONS AND METHODOLOGICAL NOTES 
 

The Governing Council of the ECB sets the key interest rates for the euro area, as follows: The interest rate on the main refi-

nancing operations (MRO), which provide the bulk of liquidity to the banking system. The MRO rate defines the cost at which 

banks can borrow from the central bank for a period of one week. The rate on the deposit facility, which banks may use to 

make overnight deposits with the Eurosystem. The deposit facility rate is one of the three interest rates the ECB sets every six 

weeks as part of its monetary policy. The rate defines the interest banks receive for depositing money with the central bank 

overnight. Since June 2014, this rate has been negative. The rate on the marginal lending facility, which offers overnight credit 

to banks from the Eurosystem. If banks need money overnight, they can borrow from the marginal lending facility at a higher 

rate. 

 

 

EXTERNAL SECTOR 

 

CURRENT ACCOUNT 

Starting from April 17th 2015, in accordance with the Statistical Data Realease Calendar, BNB starts the regular dissemination 

of monthly balance of payments data, compiled in accordance with the Sixth Edition of the Balance of Payments and Interna-

tional Investment Position Manual. The implementation of the new methodological requirements of BPM6 by the EU countries 

was coordinated by the European System of Central Banks (ESCB) and the European Statistical System (ESS). With the imple-

mentation of the Sixth Edition of the Balance of Payments and International Investment Position Manual (IMF,2008) significant 

methodological changes in the reporting of trade in goods and trade in services were introduced. Based on their economic na-

ture, certain items were reclassified from Goods (exports and imports) to Services (exports and imports), and vice versa. These 

methodological changes resulted in differences between the data on goods (exports and imports) compiled by the BNB for the 

balance of payments statistics, and the external trade statistics compiled by the NSI. Thus, the exports, imports and trade bal-

ance data compiled by the NSI do not equate to the exports, imports and trade balance data compiled by the BNB for the pur-

poses of balance of payments statistics. According to external trade statistics, exports of goods amounted to EUR 3,483.1 mn in 

January – February 2015, growing by EUR 249.1 mn (7.7 %) year-on-year (compared with EUR 3,234 mn in January – February 

2014). Imports of goods amounted to EUR 3,856.9 mn in January – February 2015, growing by EUR 58.9 mn (1.6 %) year-on-

year (from EUR 3,797.9 mn in January – February 2014). The trade balance recorded a deficit of EUR 373.8 mn (0.9 % of GDP) in 

the reporting period, dropping by EUR 190.2 mn year-on-year (from a deficit of EUR 564 mn, 1.3 % of GDP in January – Febru-

ary 2014). Taking into consideration the analytical importance of the data on goods (exports and imports) in the external trade 

statistics, the BNB shall continue its practice of preparing a short text on the external trade dynamics, and maintaining the rele-

vant data series. These materials are included in the Balance of Payments publication, and are published on the BNB website. 

More detailed information on these methodological changes is available in the material Compilation of the balance of pay-

ments in accordance with the methodology of the sixth edition of the Balance of Payments and International Investment Posi-

tion Manual. As far as the direct investment data is concerned, the sixth edition of the Balance of Payments and International 

Investment Position Manual introduced principally different approach for their presentation – the Asset/Liability presentation. 

Taking into consideration the analytical importance of the directional principle presentation (based on the direction of the ini-

tial investment), the BNB shall continue disseminating the direct investment data according to it in the Annex Direct Invest-

ment of the Balance of Payments monthly publication as well as in the direct investment tables. In accordance with the direc-

tional principle presentation, foreign direct investment in Bulgaria amounted to EUR 53.9 mn compared with EUR 94.7 mn in 

February 2014. In January – February 2015 the foreign direct investment in Bulgaria inflow equated to EUR 128.2 mn compared 

with an inflow of EUR 137.7 mn in January – February 2014. Direct investment abroad recorded a net increase of EUR 9.4 mn in 

February 2015, compared with an increase of EUR 5.7 mn in February 2014. In January – February 2015 the direct investment 

abroad decreased by EUR 16.6 mn, against an increase of EUR 108.7 mn in the same period of 2014. More detailed information 

on the direct investment is available in the annex Direct Investment (January-February 2015) and in table 10. Direct Investment 

of the monthly Balance of Payments publication. The Current Account comprises the acquisition and provision of goods and 

services, income, and current transfers between the country and the rest of the world. The flows recorded on the credit side 
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represent that part of the gross domestic product, which is provided to the rest of the world (exports of goods and services), as 

well as the provision of factors of production expressed by income receivable – compensation of employees and investment 

income (interest, dividends, etc.). Recorded are also offsets for non-refundable real and financial resources received 

(transfers). The flows on the debit side represent the gross product created in the rest of the world and acquired by the domes-

tic economy (imports of goods and services), as well as the acquisition of factors of production expressed by income payable. 

Recorded are also offsets to non-refundable real and financial resources provided. The Goods component of the BOP Current 

Account covers movable goods for which changes of ownership between residents and non-residents occur. The data on im-

ports and exports FOB (Free on board) is based on customs declarations, as the codes used in them are after the Harmonized 

System for Description and Coding of Commodities of the World Customs Organization, introduced in 1988 and supplemented 

in 1992. With the January 2006 data the Bulgarian National Bank and the National Statistics Institute jointly apply developed by 

them methodology for compilation of imports at FOB prices and receipts and payments regarding the freight transportation.2 

The methodology is based on the analysis of the CIF-FOB correlations for the imports of goods depending on the different im-

ports delivery categories, as well as on the different mode of transportation and nationality of the carrier. 

The geographical breakdown of the Goods item of the BOP is based on the following principles: 

For the intra EU trade in goods: 

- In case of exports (or dispatches) is the country (or Member State) of final destination of the goods - In case of imports (or 

arrivals) is the country (or Member State) of consignment of the goods. 

For the trade with third countries (outside EU) 

- In case of exports – partner country is the country of final destination of the goods - In case of imports - partner country is the 

country of origin of the goods. 

The Services component comprises transportation, travel, and other services. The Bulgarian National Bank derives the data on 

freight transportation from foreign trade data and the data on passenger transportation from travel data on the basis of esti-

mates. With the January 2006 data the BNB introduced a new methodology for compilation of receipts and payments regard-

ing the freight transportation. The freight transportation receipts are set up on the basis of estimated receipts of resident carri-

ers related to the country exports of goods. The payments are calculated as an estimation of the payments made by residents 

on behalf of non-resident carriers related to the country imports of goods. The receipts and payments are estimated according 

to mode of transportation and nationality of the carrier. With the introduction of the system INTRASTAT with the January 2007 

data changes in the way of compilation of receipts and payments regarding the freight transportation of Bulgaria with the rest 

of the EU member states took place. Due to the delay in receiving the detailed data on trade of Bulgaria with the rest of the EU 

member states from the NSI, as of the date of publication of the preliminary balance of payments report for the corresponding 

month (42 days after the close of the reporting period) the preliminary compilation of receipts and payments of freight trans-

portation is based on data for preceding years. These estimates are subject to revisions after receiving the preliminary detailed 

data (with breakdown by trade partners and by type of goods) on trade with the rest of the EU member states for the reporting 

month. 

Travel covers goods and services, including those related to health and education, acquired by travelers for business and per-

sonal purposes. By the end of 2006 the data on travel is based on data from the Ministry of Internal Affairs on the number of 

travelers crossing the borders and on estimates of per capita expenditures, the latter based on the methodology for estimation 

of the receipts and expenditures from travel services – “Methodology For Estimation of the Receipts and Expenditures from 

Travel in the Bulgarian Balance of Payments” (Bulgarian National Bank, Ministry of Trade and Tourism, 18 November 1999). As 

of the beginning of 2007 data for the number and the structure of foreigners who visited the country are based on information 

from the border police and NSI estimates. With the January 2010 data the BNB applies new methodology for estimation of the 

receipts and expenditures for travel and passenger transportation. The estimation model for the Travel item is based on the 

product of the number of travelers and the expenditure respective for a certain type of purpose of the travel (for more detailed 

information and questions, related to the methodologies applied, please contact us through the following e-mail: 

press_office@bnbank.org). The estimates of the expenditures (receipts) by purpose of the travel are based on the data collect-

ed during the Border Survey among Traveling Bulgarians and Foreigners conducted by the BNB during the period July 2997 – 

August 2008. The new methodology was applied for the first time with the data for January 2010, with back data revisions for 

the months of 2007, 2008 and 2009. 

Other services item covers receipts and payments related to services other than transportation and travel (communication, 
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construction, financial, leasing, insurance, cultural, sport and recreational services, etc.). 

Income consists of two categories: (i) compensation of employees, and (ii) investment income. Compensation of employees 

covers wages, salaries and other benefits paid to non-resident workers in the country or received by resident workers abroad. 

The compensation of employees comprises also income due to illegal employment. By the end of 2006 the BNB estimates this 

flow in accordance with the Methodology for Estimation of Flows due to Illegal Employment (14 March 2006).3 With the Janu-

ary 2010 data the BNB applies new methodology for estimation of the Compensation of employees, credit. The new methodol-

ogy was applied for the first time with the data for January 2010, with back data revisions for the months of 2007, 2008 and 

2009. 

Investment income covers receipts and payments of income associated with external financial assets and liabilities. Included 

are receipts and payments on direct investment, portfolio investment, other investment, and receipts on reserve assets. 

Transfers are all real resources and financial items provided without a quid-pro-quo from one economy to another. Current 

transfers directly affect the level of disposable income of the economy, and the consumption of goods and services. That is, 

current transfers reduce the income and consumption potential of the donor and increase the income and consumption poten-

tial of the recipient. Included in the Current transfers are the EU pre-acquisition grants, other grants, gifts, inheritances, prizes 

won from lotteries, pensions, current taxes, social security contributions, etc. Sources: The Bulgarian National Bank receives 

information on current transfers from the Ministry of Finance, the Bulgarian Red Cross, the Agency for Foreign Aid, and from 

the reporting system of banks on transactions between residents and non-residents. 

 The item Workers remittances, credit is a sub-item of the Current transfers, credit in the Current account of the balance of 

payments and is a balancing item for transfers without a quid-pro-quo in cash or in kind. Applying of a new methodology for 

estimation of these flows became necessary not only because the above described circumstances demanded it but because of 

the necessity to capture inflows transferred through both official and unofficial channels. The estimates of the workers’ remit-

tances are based on the product of the number of Bulgarian emigrants, transferring money to their relatives and the amount of 

the average transfer. Such calculations are made separately for the official and the unofficial transfer channels. The sum of the 

money transferred via those two channels is recorded as the amount of Workers’ remittances to Bulgaria. The data on the 

number of the Bulgarian emigrants are based on information from the State Agency for Bulgarians abroad, from the Bulgarian 

embassies and from Eurostat. The data on the percentage of the Bulgarian emigrants, transferring money; the shares of the 

official and unofficial channels and the average transfer for each of the channels used are based on the data collected via the 

Border survey. The new methodology was applied for the first time with the data for January 2010, with back data revisions for 

the months of 2007, 2008 and 2009. 

 

 

CAPITAL ACCOUNT 

The Capital Account consists of two categories: (i) capital transfers and (ii) acquisition or disposal of non-produced, non-

financial assets. If in kind, a capital transfer consists of (i) a transfer of ownership of fixed assets, or (ii) forgiveness of a liability 

by a creditor when no counterpart is received in return. If in cash, a transfer is a capital transfer when it is linked to, or condi-

tional on, the acquisition or disposal of fixed assets (for example, an investment grant). 

 

 

FINANCIAL ACCOUNT 

The Financial Account comprises all transactions (actual and imputed) in the external financial assets and liabilities of an econo-

my. The external assets and liabilities are primarily classified according to type of investment. Included in Financial Account are 

(i) direct investment, (ii) portfolio investment and (iii) other investment. 

Direct investment covers direct investment abroad, direct investment in reporting economy and mergers and acquisitions. Di-

rect investment is a category of international investment in which a resident of one economy – a direct investor – acquires a 

lasting interest (at least 10 % of the ordinary shares or the voting power) in an enterprise resident in another economy – a di-

rect investment enterprise. The direct investment includes both the initial transaction, through which the relationship between 

the direct investor and the direct investment enterprise is established, and all subsequent transactions between them. The di-

rect investment covers transactions relating to changes in the direct investor’s share in the equity capital of the direct invest-

ment enterprise, inter-company debt transactions as well as the share of the direct investor in the undistributed earnings/loss 
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of the direct investment enterprise. Direct investment is reported on a directional basis: direct investment abroad – as an as-

set, and direct investment in the reporting country – as a liability. 

The sub item Mergers and Acquisitions shows the transactions related to mergers and acquisitions. The purpose of its inclusion 

was to eliminate the influence of such deals over the reported foreign direct investment data. The international practice shows 

that these transactions have hardly any real impact on the production capacities and employment and the conclusions drawn 

from the interpretation of foreign direct investment data in which data on mergers and acquisitions are included might be mis-

leading about investment flows, developments, branch and geographical structure. (“European Central Bank, Eurostat, Foreign 

Direct Investment Task Force Report”, March 2004, para.332). 

Portfolio investment includes portfolio investment, assets and portfolio investment, liabilities. Portfolio investment covers 

transactions in shares and equity if the investor’s share in the capital is less than 10 %, transactions in bonds, notes, money 

market and other tradable securities. 

Other investment covers trade credits, loans, currency deposits, and other assets and liabilities. 

According to the balance of payments conventions trade credit arise from the direct extension of credit from a supplier to a 

buyer, i.e this is a credit extended by a trade partner without issue of a tradable security. Loans item includes received and paid 

principals on short- and long-term loans between non-bank financial institutions, insurance companies and pension funds, the 

Bulgarian National Bank and the Ministry of Finance. 

Other investment covers trade credits, loans, currency deposits, and other assets and liabilities. 

According to the balance of payments conventions trade credit arise from the direct extension of credit from a supplier to a 

buyer, i.e this is a credit extended by a trade partner without issue of a tradable security. Loans item includes received and paid 

principals on short- and long-term loans between residents and non-residents if no issue of a tradable security is involved with 

these loans. Transactions concerning disbursements and repayments of principals on IMF loans and disbursements on loans on 

BOP support are not included in the item Loans. They are recorded in the relative items of group E. Reserves and Related Items. 

The Currency and Deposits component presents on the assets side the changes in the residents’ currency deposits held abroad, 

and on the liabilities side – the changes in the liabilities of the resident banks to non-residents in domestic and foreign curren-

cy. Following the basic accounting principle and conventions set in the “Balance of Payments Manual” (IMF, 1993), when com-

piling that item the Bulgarian National Bank excludes any changes therein due to exchange rate changes. 

Items Other assets and Other liabilities includes all transactions on miscellaneous accounts receivable and payable not included 

elsewhere and transactions in arrears. The Net errors and omissions component is an offsetting item. This component exists in 

the BOP presentation because the compilation system used by the Bulgarian National Bank is not a closed one but is a combi-

nation of different sources of information. Unlike other statistical reports, such as for example the monetary statistics, the col-

lecting of the data necessary for the balance of payments compilation could not be restricted to the accounting records of the 

banks as the only source of information. 

The fluctuations in the Net errors and omissions, both in sign and in size, are mainly due to: (i) revisions of export and import 

data, (ii) the development of the methodology for compilation of certain balance of payments’ components and (iii) the exist-

ence of objective obstacles to the collection of data on certain balance of payments’ items. 

 

 

RESERVES AND RELATED ITEMS 

Reserve assets include those external assets that are readily available to and controlled by the central bank (government) for 

direct financing of balance of payments imbalances. The reserve assets comprise monetary gold, SDRs, reserve position in the 

Fund, foreign exchange assets (consisting of currency and deposits and securities), and other claims. The entries under this cat-

egory pertain to transactions in the BNB's external holdings which are administered by the Issue Department. The data on re-

serve assets changes included in the BOP table excludeе valuation changes, due to exchange rate and market price changes. 

This group in the analytic presentation of the balance of payments includes also Use of Fund credit and the item Exceptional 

Financing. The exceptional financing comprises the BOP support as well as deferred/rescheduled payments and payments on 

arrears, resulting from balance of payments difficulties. In accordance with the methodology for accounting the exceptional 

financing transactions ("Balance of Payments Manual", Fifth Edition (IMF, 1993), p. 454), the principal repayments on the BOP 

support credits are included in the Financial Account – Other investment – Liabilities – Loans – General Government. 
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REAL SECTOR 
 

Gross Domestic Product - production approach 

Gross domestic product by production approach, characterized the outcome of economic activity and is measured by value 

added generated in the production of goods and services by the resident units of the economic territory of the country. The 

GDP by production approach at market prices is calculated as the sum of gross value added at basic prices for total economy 

and adjustments, which include net taxes on products, non-deductible VAT and duties on imports. 

 

GDP - INCOME APPROACH 

The income approach is an integral part of the primary distribution of income accounts. This approach reflect income as an ele-

ment of value added created in the production process. Balance sheet item of income approach is the gross operating surplus / 

gross mixed income. 

 

GROSS DOMESTIC PRODUCT BY FINAL EXPENDITURE 

GDP by expenditure approach is calculated as the sum of individual consumption (including final consumption expenditure of 

households, final consumption expenditure of non-profit institutions serving households, final government expenditure on in-

dividual consumption), collective consumption (final cost of the government, which satisfy the needs of society as a whole), 

gross fixed capital formation (investments made in fixed assets), changes in inventories and foreign trade balance of goods and 

services (the difference between exports and imports of goods and services). 

 

BUSINESS SURVEY IN INDUSTRY, CONSTRUCTION, TRADE AND SERVICE SECTOR 

The business surveys in industry, construction, retail trade and service sector gather information about the entrepreneurs' 

opinions about the situation and development of their business. The replies to the questions included in the different question-

naires are presented in a three-option ordinal scale. The results are in the form of balances which are the difference between 

the positive and negative answering options. The survey also calculates the so-called composite indicators, such as the confi-

dence indicator (arithmetic average of the balances of answers to specific questions), and business climate indicator (geometric 

average of the balances of opinions about the present and expected business situation). Some of the indicators represent nu-

merical assessment, e.g. production assurance with orders (number of months), capacity utilization ( %), etc. 

 

CONSUMER SURVEY 

The survey is a part of the harmonized program of European Union for business and consumer surveys and it is representative 

for the population of 16 years and older. 

The persons of 16 years and older are the object of the survey; the sample method is random, clustered, proportional to the 

population by regions, incl. urban/rural inhabitants (154 clusters with 8 persons per cluster). The interviewing method is face to 

face. The questionnaire contains standardized questions about the financial situation of households, general economic situa-

tion, inflation, unemployment, saving, intentions of making major purchases on durable goods or purchasing/building a home 

or buying a car. The proposed variants of answers give an opportunity to arrange them from optimistic, through neutral to pes-

simistic. The balance of opinions is calculated as a difference between relative shares of positive opinions and relative shares of 

negative opinions, as there is one specification: the strong positive opinions and the strong negative opinions are given a coeffi-

cient of 1, and the more moderate positive and negative opinions - a coefficient of 0.5. 

The survey results are used to capture the direction of change of surveyed variables incl. that of the consumer confidence level, 

which gives an opportunity to analyze the tendencies in the development of public opinions on significant economic phenome-

na. 

The consumer confidence indicator is an arithmetic mean of the balances of the expectations about the development over the 

next 12 months of the financial situation of households, general economic situation, savings and unemployment, as the last is 

taken with a negative sign. 
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INVESTMENT ACTIVITY IN INDUSTRY 

The survey gathers information about the carried out investment and investment plans of the enterprises. The inquiry is con-

ducted twice a year - in March and in October, and the questionnaires have different content. Based on the results from the 

March survey is calculated the expected percentage change of the investment carried out during the current year in compari-

son with the investment from the previous year. Based on the data from the October survey is calculated the percentage 

change of the investment carried out during the current year compared to the previous year, and also the expected investment 

for the next year compared to the current year. 

 

INDUSTRIAL PRODUCTION INDEX; INDUSTRIAL TURNOVER INDICES 

The Industrial Production Index is the most important short-term economic business indicator, which aims to measure at a 

monthly frequency the ups and downs of industrial production during the long period of time. Monthly survey allows identify-

ing the turning points in economic development at an early stage; also, the timely industrial production index is one of the 

most important measures of economic activity. The Industrial Turnover Index is other important short-term indicator, which 

measure the development of the market of goods and services. Turnover index gives measure of the development of the re-

ceipts of sales including the sales of goods, merchant goods and services provided to other enterprises. Monthly Industrial Pro-

duction and Industrial Turnover Indexes measure changes in production and respectively in turnover between two different 

periods of time. This information is suitable for monitoring of current economic developments and short-term forecasts. The 

survey do not attempt to measure the actual production level, it aims to measure the average change in value of production 

between two points of time. 

 

TOURISM 

The definitions recommended by the World Tourist Organization and the Methodological manual for tourism by Eurostat are 

applied by the National Statistical Institute.  

In accordance with these definitions an international tourist is any person who travels to a country other than his/her perma-

nent residence for at least 24 hours but no more than one year and whose main purpose is not doing any activity for payment. 

 

The purposes of visiting a country are the following: 

• Excursion, holiday or entertainment (visits to cultural or historical landmarks, sport events and other); 

• Visiting friends and relatives; 

• Professional purposes (business trips, participation in conferences, congresses, concluding deals, and etc.); 

• Other (education, medical treatment, and etc.) purposes. 

Statistical data on the trips of Bulgarian citizens travelling abroad and visits by foreigners to Bulgaria are obtained on the basis 

of monthly information received from the Ministry of Interior and sample survey of the National Statistical Institute among Bul-

garian and foreign citizens passing through border check points. 

Data on the number of the trips of the citizens of the European Union are estimated on the basis of the information obtained 

from the Ministry of Interior and the airport authorities. Data on the number of citizens from ‘third countries’ are obtained di-

rectly from the Ministry of Interior. 

Data on the purposes of the trips are obtained on the basis of the NSI’s regular monthly sample survey of passing Bulgarian and 

foreign citizens through the border check points. 

 

CONSUMER PRICE INDICES (CPI) 

The consumer price index (CPI) is the official measure of inflation in the Republic of Bulgaria. It measures the total relative price 

change of goods and services used by households for private (non-production) consumption and is calculated by applying the 

structure of the final monetary consumption expenditures of Bulgarian households. The main source of information for the ex-

penditures is the household budget survey in the country. CPI in year t is calculated with the expenditures structure of year 

t- 1. 

 

HARMONIZED INDICES OF CONSUMER PRICES (HICP) 

The Harmonized Index of Consumer Prices (HICP) is the comparable measure of inflation across EU Member states. It is one of 



HIGHLIGHTS AND FORECASTS, MONTHLY ECONOMIC REPORT 
August 2019 

59 

 

the criterions of price stability and readiness of Bulgaria to join the euro-zone. HICP, as well as CPI, measure the total relative 

price change of goods and services. Both indices are calculated using the same basket of goods and services, but differ with 

respect to the weights used. HICP is calculated through the use of weights, which reflect the individual and the collective con-

sumption of all households (incl. institutional and foreign households) on the economic territory of the country. The main 

source of information for HICP weights is the national accounts data. HICP in year t is calculated with the weights of year t - 2. 

In compliance with Regulation (EC) No 2015/2010 since January 2016 the base year for HICP has been changed and the all indi-

ces have been calculated and published at 2015 as a base year. 

 

PRODUCER PRICE INDICES ON DOMESTIC AND ON NON-DOMESTIC MARKET IN INDUSTRY 

Producer Price Index (PPI) is one of the main short-term business indicators; it is regarded as one of the important measures of 

the economic situation in the Country. The indices measure the average change in the prices of industrial products, which are 

produced and sold by Bulgarian enterprises. This is done on the bases of constant sample of groups of products, produced by 

the activity and sold on the domestic market or directly exported on non-domestic market and that sample is representative 

for total industrial production. 

 

The surveys about the prices in agriculture are carried out in accordance with the main requirements of the EU Handbook for 

Agricultural Price Indices. In this way harmonization with the EU practices in the domain of agricultural price statistics is 

achieved from the point of view of: 

• Definitions used 

• Techniques of prices registration 

• Type of calculated indices 

• Survey periodicity 

• Nomenclatures used 

• Defining of the selected products by their quality, quantity, variety and other price characteristics. 

The object of observation are the producer prices of produced by the farm crops, live animals and animal products and prices 

of products and services of goods and services currently consumed in agriculture. 

Producer price in agriculture is the price received by farm selling its own agricultural products/live animals. It is recorded at the 

first market stage of goods - „farm gate price”. Producer price excludes subsidies on agricultural products/animals, transport 

costs and taxes. VAT is also excluded in the price. 

The examination of prices of goods and services currently consumed in agriculture (Input I) includes five surveys which supply 

the information about the prices of: 

• Mineral fertilizers 

• Feeding stuffs 

• Plant protection products 

• Veterinary medicinal products 

• Seeds and planting stocks. 

The object of observation is the purchase price of goods and services currently consumed in agriculture. The observed unit 

price is the price that the buyer actually paid for the means of production. It includes taxes and fees and excludes subsidies and 

VAT refunded. 

Statistical unit 

Observation units within the surveys of agricultural prices are farms - juridical and physical persons and agricultural and veteri-

nary pharmacies. For each survey a list of respondents is established and during the years stable number of price registrations 

of products/livestock categories and means of production is maintained. 

The conducted surveys are exhaustive and include all units above certain threshold defined in value terms. For the survey on 

the producer prices in agriculture as selection criteria a value of sales of agricultural products/animals is used and for the sur-

veys on the prices of goods and services currently consumed in agriculture - the expenditures rising from purchases of goods 

and services for intermediate consumption. The representativeness of prices is assured, both by the maintaining of regular 

number of price registrations and coverage of at least of 50 % of value of sales for each product/livestock category or purchase 

value of goods and services for intermediate consumption in the respective year. 
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Data sources 

The sources of information are statistical questionnaires for collection of qualitative and quantitative characteristics of agricul-

tural products/live animals and goods and services currently consumed in agriculture and quarterly questionnaires supplying 

information about the producer prices of agricultural products/live animals and purchasing prices of goods and services cur-

rently consumed in agriculture. 

The questionnaires on the qualitative and quantitative characteristics of agricultural products/live animals and goods and ser-

vices currently consumed in agriculture supply data for establishment of list of representative products defined with their 

quantitative and qualitative, variety and other characteristics which may have influence on the variation of prices. The estab-

lished lists of products are periodically updated, as usual in the years ending to 0 or 5, when the Eurostat weighting scheme is 

rebased. 

The quarterly questionnaires supply regular data about the prices of included in the scope of surveys agricultural products/live 

animals or goods and services currently consumed in agriculture. 

Calculation of average prices 

Within the quarterly surveys average monthly and quarterly prices are calculated. The average monthly prices are calculated as 

arithmetical mean derived from all registered prices. The quarterly prices are calculated as arithmetical mean from monthly 

prices. 

Type of index and calculation 

The calculation of price indices is carried out by the Laspeyres formula. This type of index has a constant weighting scheme, so 

that the base period of weights and prices is the same. For calculation of producer price indices as weights the value of sales of 

agricultural output is used and for the indices of prices of goods and services currently consumed in agriculture - the value of 

purchased intermediate consumption. The weights are calculated within satellite economic accounts for agriculture. 

The indices are calculated at three bases: previous year, corresponding quarter of previous year and the year ending in 0 or 5 

(Eurostat base). 

The total index of goods and services currently consumed in agriculture (Input I) is calculated on the base of price indices of five 

groups of products as well as on the indices of goods and services calculated within the Survey on consumer prices index. 

Classifications 

For the survey of producer prices in agriculture the National classification of production in agriculture, forestry and fisheries 

(PRODAGRO) is used. Classification PRODAGRO is used as a basis for further product breakdown in accordance with their quali-

tative and quantitative characteristics. For the surveys on prices of goods and services currently consumed in agriculture own 

proper classifications are used. These classifications are compiled within the surveys for establishment of lists of representative 

products. For calculation and providing Eurostat with harmonized data of price indices in agriculture classification PRAG 

(Nomenclature of agricultural prices in the Eurostat New CRONOS database) is used. 

Consideration of the impact of quality on the prices of agricultural products 

To eliminate differences in prices associated with changes in the quality, type, quantity, packaging, selected products are de-

fined by quality, quantity, species and other characteristics that affect the changes of prices. When particular product is 

dropped down from the list it has to be replaced by a new one defined by same or approximately similar characteristics. The 

new product should also be representative. 

The calculation of the indices of goods and services contributing to the agricultural investments (Input II) 

The calculation of price index of goods and services contributing to agricultural investments is also done by a Laspeyres formu-

la. As weights the values of goods and services purchased by farms for further investments, calculated within the satellite eco-

nomic accounts for agriculture are used. For calculation of total index of goods and services contributing to agricultural invest-

ments indices from other surveys conducted by NSI in the domain of the Consumer prices Statistics, Foreign trade statistics and 

Short-term business statistics are also used. 

On the basis of indices of goods and services currently consumed in agriculture and contributing to agricultural investments, 

total index of prices of means of production used in agriculture (Total Input) is calculated. 

 

MONETARY AGGREGATES 

Net Foreign Assets – a balance between gross foreign assets and liabilities of the banking sector. Gross foreign assets are re-

ported by instrument and include Bulgaria’s international forex reserves and other foreign assets of the BNB and commercial 
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banks. Gross foreign liabilities reflect liabilities of the BNB and commercial banks to the foreign sector. 

Domestic credit – incorporates credit to the consolidated general government sector and non-government sector. Credit to the 

consolidated general government sector includes net claims on the central government and gross claims on local government, 

and social security funds. Credit to the non-government sector includes gross claims on non-financial corporations, financial 

corporations, households and NPISHs. 

Fixed assets – movable or immovable non-financial assets which monetary financial institutions intend to use over a period 

longer than one year in their main activity. 

Other items (net) – consolidates all components of the balance sheets of the BNB and commercial banks which are not includ-

ed in the instruments displayed above. They include relations between commercial banks (net), other assets and liabilities (net) 

and relations between the BNB and commercial banks (net). Accrued and overdue interest, derivatives, depreciation, provi-

sions, as well as assets and liabilities which are not included elsewhere are part of the Other assets and liabilities (net) item. 

The balance on the Relations between the BNB and Commercial Banks (net) item reflects the float as a result of netting of 

claims and liabilities between commercial banks and the BNB. 

Broad money (money supply) comprises liabilities with money character of banks to the resident sector with the exception of 

the liabilities to the central government and the banking sector (money-holding sectors). Monetary aggregate instruments are 

grouped by liquidity and are presented by currency and sector. 

The following monetary aggregates are used: M1, M2, and M3. The M1 monetary aggregate, commonly referred to as narrow 

money, includes the most liquid instruments used in settlements (currency outside banks and overnight deposits in national 

and foreign currency). The M2 monetary aggregate comprises quasi-money and the M1 monetary aggregate. Quasi-money 

comprises deposits with agreed maturity of up to two years and deposits redeemable at notice of up to three months 

(including savings deposits). The least liquid financial instruments include repos and debt securities issued up to two years. 

They are denominated in national and foreign currency and together with M2 form the broadest monetary aggregate, M3, 

commonly referred to as money supply (broad money). 

Long-term liabilities and monetary financial institutions – include liabilities of monetary financial institutions with maturity of 

over two years or with a notice of over three months, as well as capital and reserves. Capital and reserves comprise the statu-

tory fund of the banking system reserves and financial result. 

Money supply is based on commercial bank monetary base (currency outside banks and bank reserves) multiplication. Money 

supply is determined by using M1, M2 and M3 monetary aggregates. 

Monetary base (reserve money) consists of currency outside banks and commercial bank funds (bank reserves). The latter in-

clude commercial bank deposits with the BNB and cash in commercial bank vaults. Commercial bank deposits include minimum 

required reserves and excess reserves (overnight deposits and deposits with agreed maturity). Dynamics of reserves depends 

on the amount of required reserves (comprising a set portion of deposits) and excess reserves. The amount of required re-

serves is set by the Managing Board of the BNB and is the only instrument of the central bank monetary policy under a curren-

cy board. The amounts of excess reserves reflect the liquidity of commercial banks and the trend toward greater security. 

 

MONEY SUPPLY MECHANISM 

Money supply (M3) may be expressed as a product of monetary base and the money multiplier variable. Money multiplier 

characterizes the degree of multiplication effect as a result of commercial bank activity. This effect is measured by the ratios of 

broad money (M3) or individual monetary aggregates (M1 and M2) to reserve money. The money multiplier reflects the cur-

rency outside banks to deposits ratio and the bank reserves to deposits ratio, known as factors in determining money supply. 

The currency outside banks to deposits ratio depends primarily on the public behavior, while the bank reserves to deposits ra-

tio reflects commercial bank behavior. Sources of Reserve Money: Under a stable money multiplier, total money supply may be 

influenced through reserve money sources. Foreign assets (net) reflect an increase/decrease in Bulgaria’s forex reserves. Under 

a currency board changes in forex reserves at the expense of government deposit do not directly affect the monetary base and 

it is automatically sterilized. Claims on central government (net) – the net position of the government is a result of assets net-

ting (balances on lev loans disbursed prior to June 1997 pursuant to the former Law on the BNB and balances on forex loans 

under Article 45 of the Law on the BNB) its liabilities. Claims on non-government sector include only claims on shares and other 

equity on the non-government sector. Claims on commercial banks – the balance sheet reports balances on loans extended 

prior to June 1997 and unpaid interest on these loans. Remaining items (net) include assets and liabilities, which are not classi-
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fied to any other item. 

 

CAPITAL MARKET 

 

SOFIX Index:  

Initial date: 20 October 2000; Initial value: 100 

SOFIX is an index based on the market capitalization of the included issues of common shares, adjusted with the free-float of 

each of them. The index covers the 15 issues of shares complying with the general requirements for selection of constituent 

issues that have the greatest market value of the free-float. An issue included in the index base of SOFIX shall also meet the 

following criteria: 1) The issues should have been traded on a market, organized by the Exchange, for at least 3 (three) months 

before their introduction into the SOFIX portfolio. Provided an issue has been transferred for trading from one market segment 

to another, the first quotation date of the issue shall be assumed as its first trading date; 2) The market capitalization of the 

issue shall not be less than BGN 40,000,000 and the free-float shall not be less than 25 %* of the amount of the issue, or the 

market value of the free-float shall not be less than BGN 10,000,000; 3) The number of shareholders of the issue shall not be 

less than 500 persons; 4) The turnover of the issue during the last 12 months shall not be less than BGN 2,000,000; 5) The num-

ber of transactions executed in the issue during the last 12 months shall not be less than 750. 

* The free-float as one of the requirements for SOFIX, shall be defined as follows: 1) As from 1st September 2010 – 15 (fifteen) 

%; 2) As from 1st March 2011 – 20 (twenty) %; 2) As from 1st September 2011 – 25 (twenty-five) % 

 

BG REIT Index: 

Initial date: 03 September 2007; Initial value: 100  

BG REIT is an index based on the free-float-adjusted market capitalization and shall cover 7 (seven) issues of common shares of 

special investment purpose companies that operate in the field of securitization of real estates and/or land, i.e. real estate in-

vestment trusts (REITs), with the greatest market value of the free-float and the highest median value of the weekly turnover 

during the last 6 (six) months. The two criteria shall have equal weight. Beside the general requirements an issue included in 

the index base of BG REIT shall meet the following criteria: 1) To have been traded on a market, organized by BSE-Sofia, for at 

least 3 (three) months before its introduction into the BG REIT portfolio. Provided an issue has been transferred for trading 

from one market segment to another, the first quotation date of the issue shall be assumed as its first trading date; 2) The mar-

ket capitalization of the issue shall not be less than BGN 5,000,000 (five mn. Bulgarian Leva); 3) The free-float shall not be less 

than 25 (twenty-five)* % of the total volume of the issue; 

* The free-float requirements for BG REIT constituents shall be defined as follows: 1) As from 1st September 2010 – 15 (fifteen) 

%; 2) As from 1st March 2011 – 20 (twenty) %; 3) As from 1st September 2011 – 25 (twenty-five) % 

 

BG 40 Index: 

Initial date: 01 February 2005; Initial value: 100 

BG 40 is an index based on the price performance of the issues and shall cover 40 (forty) issues of common shares of the com-

panies with the greatest number of transactions and the highest median value of the daily turnover during the last 6 (six) 

months as the two criteria shall have equal weight. Beside the general requirements the issues included in the calculation of 

the index should meet the following additional requirement: To have been traded on a market, organized by the Exchange, for 

at least 3 (three) months before their introduction into the BG 40 portfolio. Provided an issue has been transferred for trading 

from one market segment to another, the first quotation date of the issue shall be assumed as its first trading date. In case of 

more than 3 (three) companies belonging to one economic group, all compliant with the additional requirements above, only 

the three issues of companies belonging to that economic group with the greatest number of transactions and the highest me-

dian value of the daily turnover shall be admitted to the ranking. If as a result of the ranking it occurs that two or more issues of 

companies belonging to one economic group have been ranked at the same place, the issues with the greater number of trans-

actions executed during the last 6 (six) months shall be treated with priority with respect to the inclusion. 
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BGTR30 Index (BG Total Return 30): 

Initial date: 03 September 2007; Initial value: 1,000 

BG TR30 is an index based on the price performance of the common shares included in the index portfolio, as each constituent 

issue shall have equal weight. The issues included in the calculation of the index should meet the following criteria: 1) The mar-

ket capitalization of each issue should not be less than BGN 10,000,000 (10 mn.); 2) The free-float (number of shares hold by 

minority shareholders, i.e. by holders of not more than 5 % of the votes in the General Meeting of the issuing company) should 

not be less than 10 % of the total volume of the issue; 3) The size (amount) of each issue should not be less than 250,000 

shares. All issues meeting the conditions above are graded to the following criteria of equal weight: 1) Market capitalization; 2) 

Number of transactions in the last 6 months; 3) Turnover during the last 6 months; 4) Free-float. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Disclaimer: This document is for information only. The analyzed digital information is provided by reliable institutional 

sources such as KBC, NSI, MF, BNB, OECD, ECB, EC, IMF, WB, EBRD, EMIS Internet Securities-Bulgaria, CEIC Internet Securities-

Bulgaria, EMD Holdings LLC. United Bulgarian Bank (UBB) officially accepts the accuracy and completeness of the data pro-

duced by them. Nor is the extent to which the hypotheses, risks and projections in this material reflect market expectations 

or their real chances can be guaranteed. Estimates are indicative. The data in this publication are of a general nature and is 

for information purposes only. This publication should not be used as a recommendation or offer for the purchase or sale of 

any financial instruments and securities and does not constitute an offer or prospectus within the meaning of the Public Of-

fering of Securities Act, the Markets in Financial Instruments Act or other similar regulatory acts, Including foreign ones. UBB 

and KBC are not responsible for the accuracy and completeness of this information. More information on topics could be ob-

tained upon request. 


