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   Комисия по бюджет и финанси
BUDGET 2009

The financial and economic stability of Bulgaria in the conditions of world financial crisis and coming recession
The world economy is entering into recession. A number of countries in the EU are already reporting a negative growth during the past quarter. The forecasts are for this process to continue in 2009.  

Against this background Bulgaria still maintains its high economic dynamics and financial stability. This does not mean, of course, that the country will not be affected by the global crisis.
Preliminary data give reasons to expect that the current year will end with a growth of 6% in GDP. The partial contraction of growth in the construction and industry sectors is offset by the good dynamics in the agricultural sector. This results in the 5.6% growth during the third quarter this year.
The financial stability of the country is still not affected by the crisis. The banking system is currently not experiencing problems. 

· The budget surplus as of September 2008 is BGN 5 billion – about 7.5% of expected GDP. It is true that budget surplus is a fluctuating value during the year but analysis of the budget execution shows that it will be maintained at a level not less than 6% of GDP for the whole year (an estimate not taking into account the part of surplus which Parliament has already passed for spending till the end of the year).  

· The fiscal reserve (the deposit of the government in BNB) will reach by the end of 2008 BGN 13 billion – about 20% оf GDP. 

· International currency reserves of BNB as of end September 2008 are BGN 29.4 billion - 45% of expected GDP.

· The government and government guaranteed debt amount to BGN 10.5 billion – 15.9% of DGP.

· Direct foreign investments as of September 2008 are Euro 3,659.8 m and are 10.8% of GDP, compared to Euro 4,715.2 m or 16.3% of GDP for the same period in 2007. During last year they covered 120.9% of the current account deficit, and this year – 68%. The deficit is covered by the financial account balance.
A positive trend is the increase in the relative share of foreign investments in the manufacturing industry – about 5 times (from 3.4% to 16.3%);

· The negative current account balance for the period January– September 2008 is 15.8% of GDP, at 13.5% for the same period of 2007. In absolute numbers the deficit has grown by about Euro 1.5 billion. A basic factor for this negative dynamics is the increased deficit of the trade balance account by Euro 1,469.5 m. A positive symptom is the decrease by Euro 6.3 m in the negative current account balance in September 2008 compared to the same month in 2007. 

The great current account deficit continues to be one of the serious risk factors in the country, which is reflected as necessary when working on Budget 2009.

· Real incomes increase although at a lower rate compared to 2007. For the six months this year (available official data up to June) the average real salary increases by 4.6%. On an annual basis in June of this year (compared to June 2007) the real salary increases by 9%. 

There is a small decrease in the crediting (a healthy one) and a decrease of incoming foreign investments – mainly in the construction and real estate acquisition. The first symptoms of a smaller growth are available – e.g. separate companies are decreasing their production due to the contracted demand and the falling prices. As a whole the domestic demand – consumer and investment – continues to grow at a decent rate. 

This is the current picture. Obviously the effects of the global crisis and the resulting recession in countries, which are our export markets, will be felt stronger in 2009. Although small, the Bulgarian economy is very open and due to this it will be affected. Therefore, we reconsidered the macroeconomic frame and other parameters of the preliminary drafts of Budget 2009. The expected growth is about 4.7%. Similar is the latest forecasts for Bulgaria of the EU Economic Committee in Brussels –  for a 4.5% GDP growth.

Without noisily announcing counter-crisis programmes, the GOB is retuning and resizing its economic, and specifically fiscal policy, in order to minimize the negative effects of the global crisis on the financial system and the economy of Bulgaria.
The basic instrument is Budget 2009. 

The planned in the budget system of fiscal buffers includes:

· Maintaining a positive balance under a consolidated fiscal program not less than 3 % of GDP;

· Restricting the budgetary expenditures to 40 % of GDP;

· A 7% decrease of expenditure and transfers under the Republican budget during the year, except for investment spending;

· Including a reserve for incidental expenses for structural reforms and public investments – 1.3% of GDP;

· A substantial reserve for softening the effects of the financial crisis in case of necessity will come from the fiscal reserve resources;

· In order to strengthen the trust in the banking system, the Government increased the limit of bank deposit guarantee up to BGN 100,000 and the government takes the responsibility to provide the necessary additional funds. The Government announced its readiness to back any bank with the necessary financial resource in case liquidity problems appear (through state deposits, assets buy-out, etc.).
In Budget 2009 three measure packages have been embedded, whch aim at reducing the negative effects of the global crisis on the Bulgarian economy.

1. The Economic Activity Package – aiming to expand the public investment programme.

2. The Market Flexibility Package – aiming to increase flexibility in the incomes area.
3. The Social Networks Flexibility Package – to provide flexibility and security on the labour market.
Here are some basic measures:
· An increase in capital expenses of up to 7% of GDP – a 21% growth compared to 2008;

· A supplementary investment program amounting to 1.4 of GDP (about BGN 1 bln) at the expense of the provided reserve for public investments (up to BGN 400 m) and a decrease of the positive budget balance of up to 1% of GDP (about BGN 700 m) in case of stagnation of the economic activity;

· A possibility to transfer additional budget credits for capital expenditures at the expense of  a decrease in current expenses;

· Provision of access to credit resources for the SMEs by increasing the capital of the Bulgarian Bank for Development up to BGN 500 m (the bank will give credit lines to the commercial banks);

· A substantial increase of the crediting limit of the Bulgarian Exports Insurance Agency.

· Measures to provide better conditions for the municipalities for development and implementation of projects financed by EU funds;

· Increased financial resources for the Scientific Research and Innovations Fund  by 50%;

· Creation of business parks by a state company.

· Studying the possibility to free from corporate tax (in compliance with EU requirements for state support), in trying to attract big foreign investors;
· Provision of flexibility and security on the labour market through the Social Networks Flexibility Package

Currently the economic situation in the country is relatively favourable and the competitive positions of the economy are maintained. Due to the abrupt worsening of the international situation in September 2008, the expectations of the business in Bulgaria may quickly change. The companies will obviously be facing the challenge of managing their expenses in a more flexible way - particularly their salary expenditures - in order to maintain their competitive positions under the conditions of a global slow-down of economic activity. This will probably cause decrease in job numbers.  
For this reason the state embedded a substantial basic and reserves program for public investments through its Budget 2009. Nonetheless the arising problems related to the nearing economic recession, the Govenment is prepared not to allow expenses to exceed 40 % of GDP.
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