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FITCH AFFIRMS BULGARIA AT 'BBB-'; OUTLOOK STABLE

Fitch Ratings-London-19 June 2015: Fitch Ratings has affirmed Bulgaria's Long-term foreign and local
currency Issuer Default Ratings (IDR) at 'BBB-' and 'BBB', respectively. The Outlooks are Stable. The
issue ratings on Bulgaria's senior unsecured foreign and local currency bonds have been affirmed at
'BBB-'and 'BBB', respectively. The Country Ceiling has been affirmed at 'BBB+' and the Short-term
foreign currency IDR at 'F3".

Bulgaria's ratings are currently supported by the sovereign's lower level of domestic and external
indebtedness relative to its 'BBB' range peers, as well as a sufficient level of foreign reserves, which
provide stability to its existing currency board regime. These factors offset large structural
weaknesses in the economy, which constrain higher trend growth.

KEY RATING DRIVERS

Bulgaria's headline fiscal deficit (ESA 2010) at 2.8% of GDP (end 2014) has now moved in line with the
'BBB' median fiscal deficit. The widening of 2014's deficit by 1.9pp from 0.9% of GDP in 2013 has
increased pressure on the government to keep public finances compliant with EU rules under the
European Commission's preventive arm to which Bulgaria is liable. This will be challenging given
Fitch's baseline of a weaker economic environment in 2015 than in 2014. For 2015, our latest
projection is for a fiscal deficit close to 3.0% of GDP.

Despite the widening fiscal deficit, Bulgaria's gross government debt ratio, at 27.6% of GDP, (end-
2014) remains below the 'BBB' range median debt ratio of 42.3% of GDP. Bulgaria's low level of
indebtedness affords it a rating strength relative to its peers, although this is diminishing as the debt
ratio moves higher. Our latest debt projections have Bulgaria's debt-to-GDP ratio not peaking until
2022-2023 at close to 35% of GDP, well above our baseline one year ago for debt to peak around
23% of GDP by 2017-2018. The biggest risks to Bulgaria's debt levels is a lack of commitment to fiscal
consolidation and potentially further support for the banking sector, neither of which are
incorporated into our baseline.

Weaknesses in the banking sector are a continuing risk for Bulgaria's ratings. Although the negative
developments which occurred mid 2014 in domestically-owned banks Corpbank (KTB) and First
Investment Bank (FIBank) were not systemic in nature, they highlighted problems in corporate
governance and supervision in domestically-owned banks. The eventual implementation of a sector-



wide Asset Quality Review (AQR) will add much delayed clarity over the sector's financial health, and
could help restore confidence in the sector.

A potentially near-term risk to Bulgaria's banking sector relates to developments in Greece. Given the
increased liquidity and solvency pressures in the Greek banking sector, Greek subsidiaries in Bulgaria
cannot rely on receiving potential support from parent banks, making them a potential liability for
the Bulgarian government.

For 2015 and 2016, Fitch forecasts real GDP growth of 1.2% and 1.5%, respectively. This is below
potential growth, which is estimated to be between 1.5%-2.0%, and more than half the five-year
average growth rate of the 'BBB' median range (3.2%). We expect positive contributions to growth
from both domestic demand and net exports in 2015. However, domestic demand growth will be
lower than the previous year given our weaker outlook for wage and employment growth which will
slow down household consumption, as well as uncertainty in the banking sector which has delayed
new investment by the private sector.

Bulgaria's external finances are supportive of its ratings. The country's net external debt position has
been on a sustained downward trajectory since peaking at 46.7% of GDP in 2009. The net external
debtor position of non-financial corporates remains high (52% of GDP; 2014), although the majority
of it comprises intercompany lending (40% of GDP), is euro-denominated and has long maturities.
Meanwhile, the sovereign has a strong net creditor position (22% of GDP; 2014), which lends
adequate support to its existing currency board arrangement. Fitch also forecasts Bulgaria to
maintain current account surpluses for 2015 and 2016.

Bulgaria's ratings are constrained by structural bottlenecks, which continue to constrain stronger
growth rates, and limits Bulgaria's convergence progress with western European standards of living.
Bulgaria is amongst the poorest EU states. GDP per capita is below the 'BBB' median and 47% of the
EU average.

RATING SENSITIVITIES

The Stable Outlook reflects Fitch's assessment that upside and downside risks to the rating are
currently balanced. The main risk factors that, individually or collectively, could trigger negative
rating action are:

- Re-emergence of instability in the banking sector, which may increase pressure on government
fiscal finances and economic growth.

- Further fiscal slippage that threatens the long-term sustainability of public finances.
- A negative economic shock that causes a downward revision in medium-term GDP.

The main factors that, individually, or collectively, could trigger positive rating action include:
- Credible fiscal consolidation that supports the long-term sustainability of public debt dynamics.
- Stronger trend GDP growth and progressive convergence towards average EU income levels.
- Sustained improvement in institutional governance.

KEY ASSUMPTIONS



Fitch assumes that Bulgaria's currency board arrangement will remain in place and that governments
will continue to pursue policies consistent with it.

Fitch assumes that there will be no material escalation in developments between Russia and Ukraine
that would lead to a significant external shock to Bulgaria's economy.

The European Central Bank's asset purchase programme should help underpin inflation expectations,
and supports our base case that, in the context of a modest economic recovery, the eurozone will
avoid prolonged deflation. Fitch also assumes the gradual progress in deepening fiscal and financial
integration at the eurozone level will continue; key macroeconomic imbalances within the currency
union will be slowly unwound; and eurozone governments will tighten fiscal policy over the medium
term.

Fitch's base case is that Greece (CCC) will remain a member of the eurozone, though it recognises
that 'Grexit' is a material risk.
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ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ
THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:
HTTP://FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING DEFINITIONS
AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEBSITE
'"WWW.FITCHRATINGS.COM'. PUBLISHED RATINGS, CRITERIA AND METHODOLOGIES ARE AVAILABLE
FROM THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF
INTEREST, AFFILIATE FIREWALL, COMPLIANCE AND OTHER RELEVANT POLICIES AND PROCEDURES
ARE ALSO AVAILABLE FROM THE 'CODE OF CONDUCT' SECTION OF THIS SITE. FITCH MAY HAVE
PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES.
DETAILS OF THIS SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-
REGISTERED ENTITY CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH
WEBSITE.
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