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EXECUTIVE SUMMARY 
 
Bulgaria is committed to and applying the principles of multiparty democracy, 
pluralism and market economics in accordance with the conditions specified in 
Article 1 of the Agreement Establishing the Bank. The pursuit of deeper EU 
integration, following accession in 2007, remains an important anchor for reforms. 
 
The Bulgarian economy has weathered the global financial crisis and economic 
recovery is underway after the sharp drop in output of -5.5 per cent in 2009. 
Economic growth was nearly flat at 0.2 per cent in 2010, but in 2011 the economy is 
expected to expand further by between 1 and 2 per cent. FDI has fallen significantly 
to around 4.1 per cent of GDP in 2010 compared to 7 per cent in 2009. With the 
country still feeling the after-effects of the economic crisis and experiencing a lack of 
investment, the volume of investment loans is quite low. Credit growth remains 
subdued and lending to corporates in particular has stagnated. The impact of the crisis 
on households was widespread and heavy in places, with a sharp rise in 
unemployment to around 10 per cent in 2010, and a reduction in living standards. 
 
Long-term growth prospects are favourable, given the strong potential for catch-up, as 
Bulgaria has the lowest GDP per capita (adjusted for PPP) in the EU. However, 
significant risks remain, mostly associated with the high level of external debt (close 
to 100 per cent of GDP) and the country’s exposure to possible contagion within the 
region. The current government has outlined an ambitious reform agenda in the 
judiciary and public administration, which includes an effort to step up the fight 
against corruption and organised crime. More recently, the Government has stressed 
the need to improve infrastructure – primarily road networks – as a means to stimulate 
growth. These tasks remain essential to attract investment, sharpen the country’s 
competitive edge and sustain long term growth. 
 
Although Bulgaria is an advanced transition country and an EU member, the country 
still faces significant transition challenges in the coming years in certain sectors. Key 
transition challenges which can be addressed with EBRD financing and assistance 
include: 
 
 Restructuring in the power sector and increasing energy efficiency and 

sustainability. Despite improvements in recent years, Bulgaria remains the most 
energy-intensive economy in the EU and has not yet made the transition to an 
efficient, low carbon economy. 

 Encouraging a shift from the non-tradable to tradable sectors. Future growth 
prospects depend to a large extent on developing greater export capacity and 
knowledge-based industries, which in turn will be an important source of 
innovation and research and development.  

 Strengthening infrastructure sectors through more efficient management. In 
many infrastructure operations – water, waste, roads, rail, ports, etc. – there is a 
need for improved management associated with private sector participation and it 
is necessary to further strengthen regulatory capacity. 

 Developing financial markets. Financial market development suffered during the 
crisis, the securitisation market is not developed, and the covered bond market for 
mortgages has stalled. 
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Strategic directions 

The Bank’s priorities for the coming three years will be to assist the Government in 
implementing its reform plans and to further facilitate the role of the private sector in 
generating growth, stimulating investment, providing essential services and promoting 
competitiveness and innovation in the corporate sectors. The Bank’s priorities are 
focused in those areas where the transition gaps remain significant and where the 
Bank’s finance and expertise are additional to what commercial and non-commercial 
funding sources can provide. The Bank’s activities in Bulgaria will be focused on the 
following operational priorities: 

 Developing sustainable energy policies and investments. The Bank will 
facilitate Bulgaria’s transition to a low-carbon economy and enhance its energy 
security by supporting energy production from renewable and environmentally 
sound sources, by assisting companies employing energy-saving technologies, by 
continued high level policy dialogue on the regulatory and legal framework for 
investment in green energy solutions and for energy conservation and by 
supporting the building of new connections for delivery of gas and oil, bearing in 
mind that such projects will need to comply with EU environmental legislation.  

 Supporting a shift to more sustainable growth focused on competitiveness. 
The Bank will continue to respond selectively to demand from the corporate 
sector with direct financing for larger and mid size firms, including with the 
recently introduced Local Enterprises Facility (LEF) window. The Bank will 
continue to catalyse investments designed to increase the value added in sectors 
such as manufacturing, agriculture and technology.  These investments may also 
benefit from Bulgaria’s geographic position, competitive labour costs and 
attractive tax regime.  

 Enhancing commercialisation, competition and private sector involvement in 
infrastructure. The Bank will seek to expand its activities in the municipal sector 
by supporting commercial structures. This requires continuing dialogue with the 
Government regarding the regulatory regime and the governance of municipal 
companies. The Bank will work alongside the EU and European Investment Bank 
(EIB) to introduce private sector practices. 

 Deepening financial intermediation, with greater emphasis on non-bank 
sectors. The Bank will target funds to special-purpose lending activities, such as 
energy efficiency for individuals, enterprises and public buildings. The Bank will 
consider expanding micro and leasing lending and will promote use of the local 
stock exchange by local companies seeking to raise funds. 

 
In all its operations, and importantly in its policy dialogue with the authorities, the 
Bank will coordinate closely with other IFIs and with the European Union to achieve 
maximum impact from its projects. The effectiveness of this Country Strategy in 
addressing the country’s remaining transition challenges will depend crucially on the 
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continued commitment of the Bulgarian Government to implement market reforms 
and to further improve the business environment. 
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1. THE BANK'S PORTFOLIO 

1.1. Overview over Bank activities to date 

As at end-2010, the Bank had signed a total of 194 projects with cumulative 
investment value of more than €2.4 billion in Bulgaria since initiating operations in 
1993.  The total project value of these investments was more than €8 billion. The 
stock of cumulative projects signed since the start of operations was balanced, with 30 
per cent in energy and infrastructure, 32 per cent in financial institutions and 38 per 
cent in the corporate sectors. The current portfolio consists of projects mainly in the 
private sector. Only €128 million of the net portfolio of €1.35 billion (and just €92 
million of €995 million operating assets) remains outstanding with state borrowers, 
which includes loans to municipal entities. Two outstanding loans benefit from 
sovereign guarantees.  

During the previous Strategy period, the Bank increased its financing activities, in 
part responding to a decrease in alternative sources of debt and equity from domestic 
and international sources. 2010 witnessed the Bank’s highest annual business volume 
since the start of operations, with important investments in the property, agribusiness, 
natural resources, power and financial sectors. About 40 per cent of 2009 and 2010 
business volume was generated in the financial sector as banks faced difficulty 
accessing longer-term funds and financing to the real sector, particularly small and 
medium size firms, was squeezed. The Bank also worked to retain equity fund 
involvement in the region. 

At the present time the private-public ratio has reached just below 90 per cent. The 
share of the private sector in this ratio has continued to increase during the previous 
Strategy period as the Bank increased its private sector activities while outstanding 
public sector loans have been repaid. 
 
Table 1: Portfolio Development in Bulgaria as of 31 December 2010 

SECTOR NET CUMULATIVE BUSINESS  
VOLUME 

CURRENT PORTFOLIO STOCK 
 

Amount in EUR million Number 
of projects 

EBRD 
signed 

Total 
Project 
Cost 

EBRD 
% of 
Total 

Portfolio % of 
Portfolio 

Operating 
Assets 

% of 
Operating 

Assets 
Energy 15 486 3,196 6% 356.8 26% 295 30% 
Natural Resources 3 63 305 1% 32.9 2% 32.9 3% 
Power and Energy 12 423 2,891 5% 323.9 24% 262.1 26% 
Financial Institutions 77 768 1,243 10% 397.2 29% 313.4 31% 
Bank Equity 12 54 293 1% 5.8 - 5.8 1% 
Bank Lending 48 597 777 7% 349.7 26% 272.9 27% 
Small Business  6 81 100 1% 18.1 1% 18.1 2% 
Insurance, Fin Services 11 36 73 - 23.6 2% 16.6 2% 
ICA 89 917 2,648 11% 473.9 35% 294.4 30% 
Agribusiness 19 238 598 3% 159.5 12% 146.5 15% 
Equity Funds 35 179 446 2% 144.3 11% 71.1 7% 
Manufacturing & Services 11 200 526 2% 66.6 5% 25 3% 
Property & Tourism 15 162 478 2% 101.4 7% 49.7 5% 
Telecom, Informatics, Media 9 138 600 2% 2.1 - 2.1 - 
Infrastructure 13 251 995 3% 128.4 9% 92.3 9% 
MEI 11 186 674 2% 128.4 9% 92.3 9% 
Transport 2 65 321 1% - - - - 
TOTAL 194 2,422 8,082 30% 1,356.3 100% 995.1 100% 
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Table 2: Portfolio Development in Bulgaria, 2007-2010 
 
Amount in EUR million 2007 2008 2009 2010 Development over 2007-10 

(3 years since last Strategy 
     (end 2007 vs end 2010) 
Net Cumulative Business Volume 1,546 1,727 1,920 2,422 +€876 
Current Portfolio Stock 830 909 1,024 1,391 +€561 
Number of Operations 96 101 107 111 + 15 operations 
Operating Assets 428 518 714 877 +€449m 
% Undrawn 48% 43% 30% 37%  
      
Annual Business Volume 203 207 233 546 + €343m 
Number of Operations 27 17 19 29 + 2 projects 
Gross Disbursements 159 182 285 287 + €128m 
Annual Cancellations 15 36 29 12 - €3m 
Active Pipeline Stock 698 521 821 810 + €112m 
Private Sector Share (% Portfolio) 93% 84% 84% 89%  
Non Sovereign (% Portfolio) 96% 97% 99% 99%  

1.2. Implementation of the previous country strategy 

The previous Strategy for Bulgaria was approved by the Board in May 2008. The 
Strategy was formulated during a pre-crisis environment of strong growth, fiscal 
surpluses and significant capital inflows, especially into the property, financial and 
other services sectors. Lending by banks was particularly buoyant at the time and the 
Bank’s annual business volume was limited due to lower additionality.  
 
The 2008 Country Strategy highlighted the following priorities: 
 
 Corporate sectors: Provide post-EU accession support to local enterprises, both 

with direct investments and via credit lines, with a focus on business 
competitiveness and enhancing export potential.  

 Infrastructure: Expansion of activities in the municipal sector in view of the 
implementation of recent fiscal decentralisation reforms and new opportunities 
arising from the EU post-accession structural and cohesion funds, in particular 
focussing on mobilising PPPs; contribute to the modernisation of national 
infrastructure, including investments in regional transport. 

 Energy: Further investment in public and private energy generation, transmission 
and distribution, while promoting appropriate regulatory and institutional reforms 
through policy dialogue; support the country’s goals in the area of renewable 
energy and energy efficiency enhancement to address high energy intensity, 
including through the use of innovative products, such as ESCOs. 

 Financial sector: Further development of the primary banking market through the 
introduction of new products and enhancing the development of the secondary 
market through supporting banks and other corporates to accessing the local 
capital market.  Continue to support Bulgarian SMEs by providing credit lines to 
banks and leasing companies.  Where possible, support strengthening and 
consolidation of the insurance and pension sectors. 

 
However, the global crisis strongly affected the economy during 2009 and 2010 (see 
section 2 below). This resulted in increased demand for Bank’s services in part to 
substitute falling levels of foreign direct investment (FDI). Despite a rapidly changing 
environment, the Bank has been able to provide a robust operational response to the 
main transition challenges outlined in the previous Strategy and its activities increased 
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significantly during the crisis. Although the financial sector was envisioned as a top 
priority for the Bank when the previous Strategy was adopted, the crisis necessitated a 
stronger emphasis in this sector to maintain stability in the banking system. The Bank 
signed 65 projects in the financial years 2008 to 2010. Overall, the Bank achieved 
annual business volume of €207 million in 2008, €233 million in 2009 and €546 
million in 2010. 
 
Responding to key transition challenges and the crisis, the Bank has delivered an 
increased business volume, including the following targeted operations: 
 
Corporate sectors: During the Strategy period, the Bank worked with a diverse 
group of private clients, many of which, in light of the ongoing financial crisis, faced 
greater difficulties raising alternative funding. The overall higher lending and ability 
to respond to corporate clients demonstrated the Bank’s crisis response role. The 
Bank’s financing of GTC Burgas was a case in point, as even high quality property 
sector clients faced great difficulty attracting project funding. At the same time, the 
Bank continued to focus on companies seeking to meet EU standards or seeking to 
increase exports. One such client is the Chelopech Gold Mine (in 2008 and 2010) 
where the Bank’s loans are helping to expand capacity and exports, while improving 
environmental standards. Another example is the investment in KCM lead and zinc 
processing plant in 2010, which demonstrates the ability to invest with locally owned 
sponsors to bring their businesses fully into compliance with EU environmental 
standards and thereby ensuring continued production and growing exports. 
 
Infrastructure: The Bank has been a reliable source of funding and technical 
assistance to municipalities, with an important role in the financing of water 
companies in larger municipalities. Important MEI investments in 2008 and 2009 
included investments in Sofia Water Concession, Sofia Electric Public Transport, 
Hebros Bus Urban Transport and the Fund for Local Authorities and Governments 
(FLAG). Sofia Water and Hebros Bus are notable for supporting private investment in 
municipal infrastructure services. Through FLAG, the Bank was able to provide 
funding to smaller municipalities, mobilising co-financing grants provided by the EU. 
The Bank has continued an important dialogue with the Government regarding issues 
such as regulation and governance (in particular dividend policies) for municipal 
companies which are formally still owned by the Government. The Bank also 
conducted active policy dialogue with the Government, jointly with other IFIs, on 
transport with the objective of promoting necessary reforms. The Bank has pushed for 
consideration of commercial structures in these important sectors. However, progress 
has been limited, and concerns remain regarding projects in the public sector, 
including the level of dividends the Government should receive from state-owned 
entities and the Government’s ability to use grant funds to finance infrastructure 
(roads, rail and gas security) rather than utilising commercial structures. 
 
Energy: The Bank has been a long-term term partner with the Bulgarian authorities in 
the power sector. In addition to important policy dialogue associated with sector 
unbundling, the Bank financed key projects, including advanced technology coal-fired 
capacity (Maritza East I) as well as wind and hydro projects (Suvorovo, Sveti Nikola 
and VEZ Svoghe). The Bank also has supported EON’s investment in its distribution 
company servicing North-eastern Bulgaria. Technical assistance support has been 
provided for development of a Renewable Energy Action Plan (REAP), under the 
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Sustainable Energy Action Plan (SEAP) signed on 17 March 2009. Under the 
Kozloduy International Support Fund (KIDSF) the Bank used grant funding to 
support its energy efficiency and renewable energy credit lines. These projects have 
significantly contributed to the mitigation of the negative consequences of the early 
closure of the four Kozloduy nuclear power units mostly through energy savings but 
have also produced considerable environmental and social benefits. The Residential 
Energy Efficiency Credit Line (REECL) was the first residential energy facility. The 
Bank’s power sector projects have encountered significant implementation delays and 
require continued close monitoring and support. Issues of concern include an 
uncertain regulatory framework for tariff setting, as well as lengthy procedures for 
receiving construction permits and/or grid connections. 
 
Financial sector: There was a larger than expected increase in lending to banks 
during the last Strategy period. The Bank worked to ensure that local commercial 
banks continued to have funding and also (in the case of energy efficiency) technical 
skills to maintain lending to private companies during the financial crisis. In 2009 the 
Bank signed a loan with UniCredit Bulbank under the Bank’s first “crisis response 
package” as part of the IFI Joint Action Plan. In 2010, three Bulgarian banks (United 
Bulgarian Bank, Eurobank EFG Bulgaria and Piraeus Bank Bulgaria) were included 
in the crisis response package for subsidiaries of foreign banks, aiming to maintain 
lending activities while diversifying their liability structures. During 2009 and 2010, 
the Bank also worked to keep equity funds active in the region. The Bank signed 
commitments with seven private equity and mezzanine funds that actively target 
investments in Bulgaria, including ADM, which is the first fund in the region 
specifically designed to support turnaround opportunities. 
 
Through these and other operations, and its intensive policy dialogue and technical 
cooperation support, the Bank addressed most of its strategic objectives during the 
past three years. As noted, the Bank’s business volume in Bulgaria far exceeded 
expectations due in part to a robust crisis response in coordination with other IFIs. At 
the same time, it should be noted that the Bank’s ability to work in some sectors 
covered by the previous Strategy was hindered due to the pace of reforms and 
remaining issues in the business environment.   
 
In a number of areas, the Bank’s efforts to advance transition were supported by and 
were able to leverage funding from EU programmes. This includes participation in 
IFI-EU-Government working groups focused on key sectors – especially, transport, 
water and energy efficiency. The Bank also supported the Government’s reform 
efforts through TC, including in the municipal infrastructure sectors and extensive 
support to promote sustainable energy solutions.  

1.3. Transition impact of the Bank's portfolio 

Since the last Strategy was approved, 75 per cent of the Bank’s new projects in 
Bulgaria were ex-ante rated “Good” or “Excellent”, slightly below the institution-
wide target of 80 per cent. Six operations – in MEI and the financial sector – were 
assessed as having “Satisfactory” transition impact potential. In the case of MEI 
projects, transition impact potential was more modest because of slow implementation 
of reforms and limited opportunities to improve contractual arrangements for 
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municipal utilities and companies. The FI projects rated Satisfactory were credit lines 
to pre-existing clients.  

Two operations during the Strategy period were rated with “Excellent” transition 
impact potential. Both projects are promoting the Bank’s green energy agenda. One 
project involves Bank support to one of the largest and most visible renewable energy 
projects in south-eastern Europe (AES’ Sveti Nikola windfarm), which has been 
privately developed in a largely untested regulatory environment. The other 
Excellent-rated project – the Hebros Bus project mentioned above – supports private 
sector development and increased competition in the urban transport sector, and has 
positive demonstration effects, first, by introducing new products (i.e. more 
environment-friendly buses fuelled by natural gas), and second, by developing 
frameworks for markets through improved financial transparency and greater overall 
efficiency of the regional urban transport sector.  

Key transition objectives across projects during the Strategy period have been 
improving corporate governance standards and supporting market expansion, in 
particular through increased lending to banks that were significantly affected by the 
crisis (Figure 1). Around half of all projects signed since 2008 address one of these 
two transition objectives. In addition, more than 20 per cent of the Bank’s crisis 
response operations targeted demonstration of successful restructuring and supporting 
companies in their post crisis restructuring efforts to ensure long-term sustainability. 

 
Figure 1. Targeted transition objectives (share of projects), 2008 - present 
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All active operations in Bulgaria which are under implementation (i.e. at least 6 
months since signing and are monitored for their transition impact at least once) have 
a transition rank in the range from 1 to 6 according to the Bank’s Transition Impact 
Monitoring System (TIMS).1 Bulgaria’s active TIMS portfolio was rated 4.38 as of 
end-April 2011, slightly below the Bank’s target for country-level portfolio transition 

                                                 
1 Rank is a combination of the relevant rating for transition impact potential and risks to transition 
impact. Expected transition of operations is usually monitored once a year and is ranked numerically 
from 1 to 8, with 1 to 3 indicating the mostly realised impact, 3 to 6 – generally on track to achieve 
transition objectives, and 7 to 8 – minimum transition impact or excessive risks.  
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impact of 4.35.  An analysis of the portfolio shows that 31 projects in the portfolio (91 
per cent) are progressing well to achieve their transition potential. Out of these, 21 are 
generally on track, while the other ten operations have almost achieved their desired 
transition impact. The remaining three operations are currently assessed as failing to 
achieve their transition impact, mainly because these investments are facing difficult 
operational and financial conditions. 
 
2. OPERATIONAL ENVIRONMENT 

2.1. Political Context 

The last general elections, held in July 2009, brought victory to the centre-right 
Citizens for European Development of Bulgaria (GERB). Although the GERB-led 
government was formally formed as a minority government, it has had sufficient 
support in the Parliament in order to implement its policies and is expected to 
continue through to the end of its mandate in 2013.  Rosen Pleveneliev, the candidate 
of the governing GERB party was elected as the new President of Bulgaria in 
elections held on 23 and 30 October 2011. 
 
The current government has outlined an ambitious reform agenda for the judiciary and 
public administration, which includes an effort to step up the fight against corruption 
and organised crime. The latest reports issued by the European Commission under the 
special monitoring arrangements in these areas (Cooperation and Verification 
Mechanism) noted a strong momentum for reform. These efforts remain essential to 
make full use of opportunities opened with the country’s accession to the EU in 2007.  
 
For a more detailed assessment of political conditions in the context of Article 1 see 
Annex 1. 

2.2. Macroeconomic context 

The Bulgarian economy has weathered the global financial crisis and economic 
recovery is under way after the sharp drop in output (-5.5 per cent) in 2009. Economic 
growth was a modest 0.2 per cent in 2010, but in 2011, the economy is expected to 
expand further by between 1 and 2 per cent; the latest EBRD forecast, published in 
October 2011, predicts 1.6 per cent growth in 2011 and 2.3 per cent in 2012. The 
recovery is being driven by strong export growth; domestic demand is held back by 
uncertainty over the pace of recovery of output and employment. The current account 
deficit has fallen dramatically to just below 1 per cent of GDP at the end of 2010, 
compared to around 24 per cent of GDP in the immediate pre-crisis period Industrial 
production grew by 2 per cent on average in 2010 and 15.4 per cent year-on-year in 
February 2011. The tourism sector continues to provide a significant contribution to 
GDP and the overall trade balance. However, FDI has fallen significantly to 4.1 per 
cent of GDP in 2010 (compared to 7 per cent in 2009).  
 
Inflationary pressures have increased since the beginning of 2010, with consumer 
prices rising by 4.6 per cent (HICP definition) year-on-year in March. However, this 
can be attributed primarily to external factors – rising fuel, commodity and 
agricultural prices. Credit growth remains subdued and lending to corporates in 
particular has stagnated. In addition, the level of NPLs (defined as 90 days overdue) 
rose to 12.9 per cent across the banking system as of March 2011 and may peak in the 
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second half of the year. The banking sector remains well capitalised, but high NPL 
provisioning has weakened bank profitability. The government deficit in 2010 was 
significantly lower than expected at 3.9 per cent of estimated GDP (or 3.2 per cent 
according to ESA 95 accrual basis measurement), while for 2011, the authorities are 
targeting a deficit of 2.5 per cent of GDP. Municipal arrears still need to be cleared. 
Monetary policy remains firmly anchored by the currency board, which has operated 
successfully since 1997. The currency board is expected to remain in place until 
Bulgaria enters the eurozone. At present, it is unclear when the Government will 
apply to enter ERM-II.  
 
Growth prospects are uncertain in the short term. The improved performance of H2 
2010 continued into 2011, on the back of better consumer and investor confidence, 
and buoyant external demand, but the outlook is now clouded by broader global 
uncertainty, and particularly by the current sovereign debt crisis in parts of the 
eurozone. The currency board arrangement is stable, and important fiscal measures 
are being taken to return the economy to low deficits or even surpluses in the medium 
term. The success of achieving the planned fiscal consolidation path will depend on 
implementing fiscally critical structural reforms in the areas of healthcare and pension 
reform. These measures also include amendments to the Organic Budget Law to 
enshrine limits both on the size of the government deficit and on the ability of the 
state to redistribute public funds. The most important components of this new 
Financial Stability Pact were adopted by parliament on June 30, 2011. They limit 
government spending to 40 per cent of GDP and the government deficit to 2 per cent 
of GDP. Long-term growth prospects are also favourable given the strong potential 
for catch-up, as Bulgaria has the lowest GDP per capita (adjusted for PPP) in the EU, 
according to Eurostat estimates. However, risks remain, mostly associated with the 
high level of external debt (close to 100 per cent of GDP) and the country’s exposure 
to the Greek economy. Average earnings in the economy have continued to grow 
strongly in real terms, from a low base, even during the crisis. Although average 
wages are still very low compared to European averages, further wage growth in 
excess of productivity could eventually threaten competitiveness. 
 
The macroeconomic environment is likely to remain stable throughout the Strategy 
period, but downside risks remain, including from external shocks in the eurozone. 
 
See Annex 7 for a table with Selected Economic Indicators. 

2.3. Structural reform context 

Bulgaria’s accession to the European Union in January 2007 was the culmination of a 
sustained period of economic reform and progress in transition. This included the 
completion of a major privatisation programme, the liberalisation of markets across 
most sectors and the launch of reforms in the corporate, infrastructure and financial 
sectors. These measures helped to make the economy resilient during the global crisis. 
The banking sector in particular weathered the downturn and external turbulence well, 
with most foreign-owned subsidiaries receiving robust support from their parents 
abroad. The pace of reform has slowed somewhat since EU membership was attained, 
reflecting the advancing state of transition as well as the more difficult economic 
circumstances since mid-2008, although some important reforms are underway. The 
extent of the progress can be seen by examining Bulgaria’s sectoral transition scores 
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(see Figure 2). It shows that progress has been most marked in the power and 
telecommunications sectors, while the lowest scores – and hence biggest transition 
gaps – are in sustainable energy, roads, MSME finance and private equity. 
 
Figure 2: Bulgarian transition scores, by sector, 2010 
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Source: EBRD Transition Report 2010. 
 
For a more detailed assessment of remaining transition challenges see Annex 2. 

2.4. Business environment 

The quality of the business environment in Bulgaria has improved steadily over the 
years, in line with concerted efforts by the authorities to remove obstacles to doing 
business and create a favourable environment for foreign investment. However, there 
is still room for further improvement, as cross-country surveys reveal. The EBRD-
World Bank Business Environment and Enterprise Performance Survey (BEEPS), last 
carried out in 2008/09, showed that businesses on the ground are still concerned about 
issues such as the level of corruption, the quality of the tax administration, and crime. 
Efforts by the authorities to tackle corruption and organised crime are ongoing, as 
noted by the European Commission in their regular reports under the Cooperation and 
Verification Mechanism. Nonetheless, further work is required as seen in the latest 
Transparency International (TI) ranking of corruption perceptions which puts 
Bulgaria at 73rd place, below most other EU countries, and 9 places below the 
previous TI report. 
 
The latest World Bank Doing Business report, published in October 2011, places 
Bulgaria 59th in the world in terms of overall ease of doing business. Particular 
difficulties are observed with regard to getting electricity, dealing with construction 
permits as well as trading across borders, the latter being rather surprising for an EU 
member. However, Bulgaria scores relatively well in terms of getting credit, 
protecting investors and starting a business. 
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2.5. Social context 

During the past decade, living standards improved markedly in Bulgaria and the rate 
of poverty declined accordingly. According to World Bank estimates, just 10 per cent 
of the population in 2007 were considered “poor”, compared to 20 per cent in 2003. 
The level of inequality is also considered quite low. However, there is significant 
variation within the country, with poverty levels in rural areas well above those in the 
cities. Poverty also tends to be concentrated among the less educated; World Bank 
research shows that, while those with less than secondary education account for 37 
per cent of the population, they also represent nearly 80 per cent of those considered 
poor. In general, educational attainment lags somewhat behind the OECD average, 
according to the 2009 Programme for International Student Assessment (PISA) results 
on 15-year olds across countries.  

The second round of the EBRD-World Bank Life in Transition Survey (LiTS), carried 
out in late-2010, sheds light on how Bulgarians have been affected by the crisis and 
on the ways that families have coped. The perceived impact of the crisis was very 
high, with around three-quarters of households reporting that the crisis affected them 
a great deal or a fair amount. The level of satisfaction with life also remains well 
below the transition region average, according to the survey. Some households, 
especially among the better-off, were able to find extra work, but most others had to 
cope by cutting back on spending, including on basic necessities and on health. 
Poverty rates rose significantly during the crisis, in line with a sharp rise in 
unemployment which went from around 7.0 per cent in 2008 to 10.2 per cent in 2010 
(according to the Bulgarian national statistics agency). However, recent data show 
that living standards rose slightly in the second half of 2010, in line with the economic 
recovery noted earlier. 

2.6. Legal context 

The Bank’s recent assessments of commercial and financial laws in the region show 
that Bulgaria has a relatively advanced set of commercial laws when compared to 
other transition countries, which was especially notable immediately prior to 
Bulgaria's accession to the European Union in 2007. However, allegations of 
corruption within the judiciary combined with constitutional ambiguity on the 
question of independence of the judiciary, continue to raise some concerns. Some 
reforms have taken place within the judiciary, such as the establishment of an 
independent body to identify conflicts of interest and to monitor corruption cases, but 
this remains an area where more reforms are needed.  

The 2008 global financial crisis has highlighted weakness in Bulgaria's insolvency 
regime and in corporate governance practices in the banking sector. In particular, 
whilst Bulgaria's insolvency law is generally of good quality when compared to 
internationally accepted standards of good practice, the way in which the insolvency 
law deals with corporate reorganisations upon insolvency is inadequate: In addition, 
there is no personal bankruptcy regime.  

Although the country's pledge law is reported to be modern and efficient, which will 
help support the Bank's lending activities, in particular in the SME sector, Bulgaria's 
mortgage laws are in need of reform; enforcement of mortgaged real estate assets is 
uncertain and proceeds on realisation can be significantly below market value. In 
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addition, the registration system has the additional burden of requiring registered 
charges to be periodically re-registered in order to remain effective. 

For a more detailed legal assessment see Annex 3. 

2.7. Energy efficiency and climate change context 

Bulgaria has made some progress in capturing its sustainable energy potential. 
However, gaps and barriers to energy efficiency and renewable energy investments 
still persist. Importantly, energy sector prices are not established in a fully predictable 
way and may create distortions leading to inefficient use of energy by end-users. 

Bulgaria remains the most energy intensive country in the EU27 despite some recent 
improvements in energy and carbon intensity. Energy intensity is 5.6 times higher and 
carbon intensity is 6.4 times higher than the EU 27 average. The residential sector is 
one of the main sectors in energy consumption and accounts for 22 per cent of 
national final energy use; of this 70 per cent is used for space heating. A new Energy 
Strategy 2020, promulgated in June 2011, aims to shift the economy towards a more 
efficient use of energy, produced from low carbon energy resources. 
 
At the same time, the market for energy efficiency products is still relatively small in 
Bulgaria, with penetration rates of important best available technology (BAT) 
technologies below 0.5 per cent (far below rates in Western European markets). 
Bulgaria faces large challenges in implementing the EU energy efficiency target 
especially in sectors not included in the EU Emissions Trading System (ETS). Under 
the re-cast Directive on energy performance of buildings (both residential and 
municipal), Bulgaria must adopt procedures and requirements leading to increased 
energy performance of new and existing buildings. Expansion of the current market 
and further penetration of energy efficiency technologies is thus important.  
 
Also, under the EU 2020 renewable energy target, Bulgaria has committed to ensure 
that the share of energy generated from renewable sources will reach 16 per cent of 
the country's gross final energy consumption by 2020 (from a 2005 level of 9.4 per 
cent that includes extended use of wood for heating purposes). Although the technical 
potential is sufficient, the country’s aging power grid will require further investments 
(particularly to meet demands of changing sources of power).  More investment in 
private production and in the privatised distribution companies is also necessary. A 
recently enacted renewable energy law raised concerns amongst investors, who 
questioned the need for and timing of the new law and complained of insufficient 
prior consultation. 
 
3. STRATEGIC ORIENTATIONS 

3.1. Transition challenges 

Although Bulgaria is an advanced transition country and an EU member, the country 
still faces significant transition challenges in the coming years in certain sectors. 
Some key transition challenges which can be addressed with EBRD financing and 
technical assistance include: 
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 Restructuring in the power sector and increasing energy efficiency and 
sustainability. Separation of generation and transmission assets would encourage 
investment, promote efficiency and expand private energy generation. Although 
there is an independent regulator in the power sector, there are still concerns that 
tariffs are not cost-reflective, cross-subsidies persist and the existence of regulated 
prices is holding back the effective operation of the electricity market. Despite 
improvements in recent years, Bulgaria remains the most energy-intensive 
economy in the EU and has not yet made the transition to an efficient, low carbon 
economy. 

 Encouraging a shift from the non-tradable to tradable sectors. Future growth 
prospects depend to a large extent on developing greater export capacity and 
knowledge-based industries, which in turn will be an important source of 
innovation and research and development. Further efforts are needed to improve 
the business environment and facilitate trading across borders. 

 Strengthening infrastructure sectors through more efficient management. In 
many infrastructure operations – water, waste, roads, rail, ports, etc. – there is a 
need for improved management associated with private sector participation. 
Although important progress has been made in privatisation and decentralisation 
of local services, greater efforts are needed to strengthen the municipal sector. It is 
also necessary to further strengthen regulatory capacity. 

 Expanding financial products. Financial market development, particularly in the 
non-bank sector, suffered during the crisis. There have been limited or no FI or 
corporate bond issues. With several notable exceptions the securitisation market is 
not developed, while the covered bond market for mortgages has stalled during 
the crisis due to slow or falling mortgage originations. 

3.2. Bank's priorities for the strategy period 

Considering the financial and economic environment, as well as the transition 
challenges, identified above, EBRD support will remain vital in the coming Strategy 
period. The Bank’s priorities for the coming three years will be to assist the 
Government in implementing its reform plans and to further facilitate the role of the 
private sector in generating growth, stimulating investment, providing essential 
services and promoting competitiveness and innovation in the corporate sectors. The 
Bank’s priorities are focused in those areas where the transition gaps remain 
significant and where the Bank’s finance and expertise are additional to what 
commercial and non-commercial funding sources can provide. The Bank’s activities 
in Bulgaria will be focused on the following operational priorities: 

 Developing Sustainable Energy Policies and Investments. The Bank will 
facilitate Bulgaria’s transition to a low-carbon economy and enhance its energy 
security by supporting energy production from renewable and environmentally 
sound sources, by assisting companies employing energy-saving technologies, by 
continued high level policy dialogue on the regulatory and legal framework for 
investment in green energy solutions. The Bank will also promote energy security 
by supporting the building of new connections for delivery of gas and oil, bearing 
in mind that such projects will need to comply with EU environmental legislation. 

 Supporting a shift to more sustainable growth focused on competitiveness. 
The Bank will continue to respond selectively to demand from the corporate 
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sector with direct financing for larger and mid size firms, including with the 
recently introduced Local Enterprises Facility (LEF) window. The Bank will 
continue to catalyse investment in value added sectors, which may benefit from 
Bulgaria’s geographic position, competitive labour costs and attractive tax regime.  

 Enhancing commercialisation, competition and private sector involvement in 
infrastructure. The Bank will seek to expand its activities in the municipal sector 
by supporting commercial structures for both urban transport and municipal water 
and wastewater projects. This requires also continuing dialogue with the 
Government regarding the regulatory regime and the governance of municipal 
companies. The Bank will work alongside the EU and European Investment Bank 
(EIB) to encourage the commercialisation of water and waste services, including 
improving the contractual relationships between operators and regulators, and 
introducing private operators where possible. 

 Deepening financial intermediation, with greater emphasis on non-bank 
sectors. The Bank will target funds to special-purpose lending activities, such as 
energy efficiency for households, enterprises and public buildings. The Bank will 
consider expanding micro and leasing lending and will promote development of 
the local stock exchange, highlighting the potential to raise funds locally via local 
bond issuances. 

3.3. Sectoral Challenges and Bank Operational Response  

3.3.1. Energy sector  
 
Sectoral challenges 
 
 To promote energy efficiency and competitive markets, it is necessary to 

introduce cost reflective tariffs that provide effective price signals for consumers.  
 Energy infrastructure – including gas and electricity transmission and distribution 

– requires further investment, more competition and increased private sector 
involvement to ensure better services and achieve efficiency levels existing 
elsewhere in the EU.  

 Regional interconnections and markets – for power and for natural resources –
should be developed and strengthened to enhance energy security. The country is 
vulnerable due to reliance on a single major international gas pipeline and limited 
gas storage and gas interconnections. 

 The Government’s objective of producing at least 16 per cent of energy from 
renewable sources as part of its commitment to the EU 2020 energy strategy will 
require improvements in legislation, regulation and infrastructure. Regulation 
needs to be transparent and predictable so that investors can analyse risks 
appropriately. Administrative obstacles – including regarding permitting – should 
be minimised. 

 
Bank’s operational response 
 
To promote energy efficiency and competitive markets, the Bank will provide 
financing – directly and through financial intermediaries – to assist households, 
corporations and infrastructure service providers to reduce their energy usage. When 
necessary and appropriate the Bank will seek to link its funding to grant resources, for 
example from the EU or KIDSF, in order to encourage energy savings investments. 
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For example, in the enterprise sector the Bank will encourage use of energy efficiency 
audits to help industrial companies select and prioritise energy efficiency upgrades. 
Recognising the importance of investments linked to introduction of new technologies 
and services and of improvements in demand side energy efficiency, the Bank may 
pursue projects in the area of smart grid and smart metering. 
 
To increase efficiency in energy infrastructure, the Bank will work with the 
Government and the regulator to incentivise investments in upgrading infrastructure 
in particular working with the three private distribution companies. The Bank can 
offer financing (on a non-sovereign basis) to state infrastructure companies, such as 
gas and electricity, which will likely reduce energy usage. Where possible, such 
projects will be coordinated with the actions of the KIDSF. 
 
To promote energy security and diversity in supply, the Bank will seek to provide 
financing to help diversify gas storage and transmission options. This could include 
expanding new or existing storage or new interconnections to regional networks. 
 
To facilitate expansion of renewables as an energy source, the Bank will provide 
financing for renewable energy investments, new efficient power producers and 
efficiency improvements at existing generators. It also can support smaller renewable 
energy initiatives through credit lines via financial intermediaries, special purpose 
companies and/or equity funds which target renewable energy (as well as energy 
efficiency investments). For example, the Bank may work with existing and new 
funds to expand the use of Energy Service Contracts as a means of financing energy 
investments. 
 
Policy dialogue 
 
The Bank will continue to pursue an active policy dialogue with the Government and 
the Regulator to ensure an environment which supports investment in energy 
production and energy savings. It will provide further support on the basis of the 
Energy Efficiency Action Plan (EEAP) to address gaps in the legislative and 
regulatory framework for sustainable energy investments, including housing laws and 
building standards as well as renewable heat. The Bank will continue its dialogue in 
support of the Residential Energy Efficiency Credit Line (REECL 2) and will seek to 
develop products for financing energy efficiency improvements in residential and 
municipal/public buildings. 
 
3.3.2. Industry, Commerce and Agribusiness   
 
Sectoral challenges 
 
 For long-term growth to be sustainable, the enterprise sector needs to shift away 

from historic concentration on such sectors as construction and into productive, 
export-oriented activities and to higher value-added products. To remain 
competitive, enterprises also must improve efficiency, including in energy usage. 

 In the post-crisis period, companies facing lower growth forecasts must now 
consider restructuring over-leveraged balance sheets – increasing equity and 
reducing debt levels. 
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 The agribusiness sector remains fragmented. Further consolidation is needed to 
achieve quality and quantity standards. Many processing companies struggle to 
achieve EU health and hygiene standards, limiting their ability to reach new 
markets.  

 In the MSME sector, there is limited access to financing for the upgrading of 
production equipment, and the coverage of credit information services is 
inadequate in some areas. There also is little venture capital or other private equity 
to new and small firms.  

 
Bank’s operational response 
 
To encourage a shift to higher value added and knowledge intensive industries, 
the Bank will continue to support strong existing and first-time investment fund 
managers where they are able to provide substantial support to local enterprises 
engaged in productivity enhancing or innovation activities. There may be 
opportunities for the Bank to support new technology sectors – including hi-tech 
research and development, IT and bio-technology – as Bulgaria has seen increasing 
opportunities in recent years. The Bank will also consider investments in IT 
companies that contribute to greater access to digital infrastructure. 
 
To address post-crisis recovery needs, the Bank will support corporates seeking to 
restructure their balance sheets. Restructurings may lead to a consolidation in some 
sectors including agriculture, construction and capital goods, and manufacturing. In 
order to achieve economies of scale, there are likely to be opportunities to promote 
mergers within country and across regional borders. Larger firms, which previously 
were able to access abundant bank and equity funding, are more likely to require 
EBRD financing for investments in improved production of higher value added 
goods. 
 
To address remaining gaps in the agribusiness sector, the Bank will look for 
opportunities to increase financing for agricultural production and processing. In 
particular, the Bank will seek targeted opportunities to support improved production, 
yield enhancement and higher quality quantity processing which is targeted at the 
Bulgarian and export markets. 
 
To increase access to finance for MSMEs, the Bank recently introduced the Local 
Enterprise Facility (LEF) to provide equity and quasi equity for smaller growing 
firms. LEF can also be an important product for mid-size agribusiness companies for 
example as they seek to consolidate and expand operations downstream from primary 
agriculture and improve operations to meet EU efficiency and quality standards. 
 
Policy dialogue 
 
The Bank’s policy dialogue on the corporate sectors will promote improvements in 
the business environment and further progress to combat corruption. The Bank 
participates in business chambers and industry groupings to lobby to improve the 
investment climate. To further enhance the legal framework for investment, the Bank 
will explore opportunities to work on improvements in the insolvency legislation and 
reform of the judiciary. 
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3.3.3. Infrastructure 
 
Sectoral challenges 
 
 In the water and wastewater sector, utilities are almost exclusively owned by the 

Ministry for Regional Development (Sofia Water being a rare exception). 
Although tariffs for water services are set by an independent regulator, pressure to 
keep tariffs low acts as a constraint. Further decentralisation of decision making 
and ensuring accountability to the local community remain significant challenges. 

 In the road sector, the Government has focused on state funding of large projects 
utilising EU grants and EIB loans. The State rarely has implemented successful 
financial engineering – PPPs and structured financings – which are in line with the 
best international practice. However, a new PPP Act, currently being drafted, aims 
to facilitate further use of private capital in areas traditionally financed by public 
funds, and new opportunities for investors may emerge. 

 Significant challenges exist in the railways sector with regard to 
commercialisation and restructuring of existing railway companies and 
improvements in regulation. 

 
Bank’s operational response 
 
To address remaining challenges in the municipal sector, the Bank will work with 
the authorities to build commercial structures into urban transport, water, solid waste, 
and district heating transactions. The investments in the water sector will support the 
implementation of sector reforms introducing a clear division between asset 
ownership and operations. Through waste and urban transport projects the Bank will 
encourage greater private sector involvement as well as the efficient use of EU grants. 
The Bank will also seek opportunities to increase energy efficiency in the 
municipal/infrastructure sector.  
 
To improve commercial discipline in the transport sector, the Bank will endeavour 
to introduce private sector practices (in line with best international standards on 
procurement) within a sector where state management is likely to continue. This could 
include private maintenance contracting or tolling services on state-owned roads. The 
Bank will also encourage and facilitate investment through concessions in airports, 
ports, roads and bridges, in line with the Government’s stated objective to expand 
PPP financing in these sectors. Although the Bank is not currently active in the 
railways sector, it could support private sector involvement through railway station 
concessions or provision of railway services under the World Bank-led reform 
programme in this sector. 
 
Policy dialogue 
 
The Bank will continue to support the on-going reform in the water sector through 
regular dialogue with the Government in coordination with the EC and other IFIs. 
Technical Cooperation (TC) and advisory projects, such as providing a model contract 
for water companies, tariff policies for gas storage and transport, and regulatory 
framework for electrical power sector (renewable energy law, tariff policy for feed in 
tariffs on renewables and for new investments generally) will be expanded where 
possible. The Bank will encourage and facilitate a review of concession 
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priorities/strategies with particular focus on water and road sectors. The Bank will 
support follow-up to the study on the absorption of EU structural funds by the Vienna 
Initiative’s public-private sector working group.  
 
Throughout all infrastructure sectors, the Bank will cooperate closely with the 
Bulgarian Government as it is implements major investments using available EU 
Funds. In the 2007-2013 EU programming period, Bulgaria has access to nearly Euro 
7 billion of EU support, with a large portion targeting various infrastructure sectors. 
Similar amounts are expected to be available in the next programming period, 2014-
2020, and EBRD projects will directly and indirectly be linked to these programmes 
where they coincide with the Bank’s transition focus.  
 
3.3.4. Financial institutions 
 
Sectoral challenges 
 
 Although the financial crisis is receding, commercial banks still face a shortage of 

medium to longer-term funding. In the short-term, especially as parent banks face 
uncertainty in their home markets, there are very few sources of term funding for 
local banks. 

 The banking sector is fragmented with 30 banks competing for a limited size 
market. 

 The crisis has slowed and even reversed development of financial markets. There 
have been a limited number of bond issues by financial and corporate entities with 
the main challenge cited being low liquidity on the secondary market. With 
several notable exceptions the securitisation market is also not developed, while 
the covered bond market for mortgages has stalled during the crisis due to slow or 
falling mortgage originations. 

 Non bank activities are not well developed. Although there are nearly 40 
insurance companies operating (many foreign-owned), the ratio of insurance 
premiums to GDP is just 3.4 per cent, significantly below the EU average and the 
sector is in need of consolidation. 

 Following a period of strong growth, values on the Bulgaria Stock Exchange 
(BSE) have fallen to very low levels with limited liquidity of shares and very little 
new issuance. Participation of local institutional investors in Bulgaria’s private 
equity market remains at an extremely low level. 

 
Bank’s operational response 
 
To address continuing post-crisis needs in the banking sector, the Bank will 
continue to provide medium and long-term funding in the form of dedicated credit 
lines to a select group of commercial bank partners that demonstrate the highest 
standards of corporate governance and operations. The best operating banks have 
well-defined lending strategies and the Bank is uniquely placed to offer not only 
funding, but also technical support and potentially linkages to donor funding available 
for special purpose activities (such as energy efficiency and/or SMEs). 
 
To promote consolidation in the banking sector, the Bank could participate as an 
anchor investor in debt and/or equity issues of financial institutions (as well as 
corporate clients) listed either on the local or foreign stock exchanges. Although at the 
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moment the role of the Bank as an equity investor in the FI sector is limited, potential 
expansion might occur (including from strategic investors) as mergers and 
acquisitions occur. Two recent acquisitions of smaller banks demonstrate continued 
interest by investors.  
 
To address challenges in the non-banking FI sector, the Bank will provide 
financing to leasing companies that have suffered from reduced access to funding and 
explore investments which may strengthen and consolidate the insurance sector, 
which depends also on development of an enabling legislative and regulatory 
framework. Also, special purpose lending institutions, for example funds which 
provide financing for energy service contracts, may be used to develop this activity. 
 
To encourage growth in the local stock exchange, the Bank is prepared to support 
capacity building and eventually could participate in re-privatisation of the BSE, most 
likely in the context of a regional consolidation of local exchanges. Given current 
liquidity limitations, it is difficult to foresee a significant level of bond or stock 
issuances on the BSE, but this could be explored as markets revive. 
 
Policy dialogue 
 
The Bank will engage in dialogue with the Government and other intermediaries 
regarding legislative reforms that would promote strengthening of the insurance 
market, pensions and bond issuance. 

3.4. Environmental and Social Implications of Bank Proposed Activities 

As an EU member state, Bulgaria has adopted environmental and social legislation 
that is aligned both with EU Directives and the EBRD’s Environmental and Social 
Policy and Performance Requirements. Bulgaria has negotiated a transitional period 
whereby listed existing installations and facilities are given time to bring operations 
into full compliance with EU standards. These transitional periods have been set for 
each installation, run variously until 2014 and include installations in the power, 
waste and chemical sectors, among others. 

The Bank’s Environmental and Social Policy applies to all projects carried out in 
Bulgaria. The development of transport and municipal infrastructure may involve land 
acquisition or economic displacement for local populations and the Bank’s 
Performance Requirements will apply in such cases. It will be important to identify 
any vulnerable populations that may be disproportionately affected by the projects 
and to ensure that stakeholder engagement activities include any marginalised groups. 
Health and safety is also an important consideration for all projects and the Bank will 
work with clients and sponsors to promote the development of an appropriate safety 
culture.  

The Bank has an interest in a number of nuclear safety funds related to the 
decommissioning of old and redundant generating capacity throughout the region. 
This includes work being carried out on the Kozloduy plant in Bulgaria. All work 
related to the use of such funds will be subject to the Bank’s Performance 
Requirements. 
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The Bank’s strategic priorities as outlined above in many cases map with the 
Bulgarian National Strategy for the Environment (2005 – 2014). As part of this 
National Strategy, the Government of Bulgaria has agreed with the European 
Commission an Operational Programme for the Environment in Bulgaria (2007 – 
2013). An Evaluation Report on the Programme, published in late 2010, 
recommended that the priorities for the Programme should focus on water and 
wastewater infrastructure; the solid waste sector, energy efficiency, biodiversity and 
technical assistance to the regulatory sector throughout the country.  

The Bank’s strategy will therefore support the country’s implementation of the 
required legislation and the priority investment areas identified by the government 
and the EU. Specific building of environmental and social risk management capacity 
through implementation of the Bank’s projects will add to this process. 

As part of the implementation of the EBRD’s Gender Action Plan, the Bank will 
attempt to support women-owned and/or women-managed businesses and, in its MEI 
projects, promote equitable distribution of project benefits among men and women in 
the community. Additionally, the EBRD will try to encourage private sector clients in 
other priority sectors to promote equal opportunities in their human resources policies 
and practices (e.g. recruitment and career development). 
 
For a more detailed assessment of gender issues see Annex 8. 
 
Climate Change Adaptation 
 
Climate change poses a range of risks to a number of the Bank’s proposed activities in 
Bulgaria. Bulgaria’s Fifth National Communication on Climate Change to the 
UNFCCC sets out how average annual temperatures are projected to rise over the 
coming decades with the greatest increases experienced during summer (5-8 degrees 
C). This is expected to be accompanied by reduced summer precipitation, and greater 
precipitation variability overall. As a consequence, Bulgaria may experience water 
deficits during summer months. More variable precipitation may also result in 
fluctuations in river hydrology and more frequent extreme events such as floods. 
 
Water stress will have implications for the Bank’s operations in mining and 
agribusiness, which often involve water-intensive processes. Agribusiness may also 
be affected by climate change impacts on agricultural production, thus affecting the 
availability of primary produce. Hydropower investments may also have to take into 
account climate-related changes in river hydrology. The need for investment in more 
efficient and better-managed water supply systems will increase in the face of greater 
water stress caused by climate change. Finally, any investments in port facilities will 
need to take into account climate change impacts on sea level in the Black Sea. 
 
4. ACCESS TO CAPITAL: PRIVATE AND PUBLIC SOURCES OF 

FINANCE 

4.1. Access to capital 

The Bulgarian banking sector is largely foreign-owned and profitable. Private sector 
credit growth, however, has dropped significantly since the pre-crisis boom years and 
was growing at around 2-3 per cent in 2010 and early 2011. Access to finance has 
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been constrained in particular for the MSME sector, especially during the crisis period 
when banks funnelled a larger share of available funds to blue chip corporate clients. 
Venture capital to support newly established and smaller growing firms is also limited 
although more than 20 equity funds have been identified which operate in the country.  
 
Since the beginning of the crisis, only a few syndicated loans have been completed 
and these often involve the Bank. With the country still feeling the after-effects of the 
economic crisis and experiencing a lack of investment, the volume of investment 
loans is quite low, although some of the local banks indicate an improved appetite for 
projects in manufacturing and services. 
 
Domestic term lending is recovering at a relatively reduced level, with few banks 
indicating risk appetite for smaller projects in production or services, and tenors rarely 
exceeding 5 years. For larger projects, involvement of the Bank can be a key 
supporting argument for a local bank to consider a long-term loan. Loan sizes tend to 
be less than EUR 30 million, with tenors typically of up to 5-6 years.  
 
Corporate or structured bond issues are limited, and are issued mainly for reasons of 
flexibility on the covenants and security side and capped at 5 year terms. 
 
The main international credit rating agencies Standard & Poor, Fitch and Moody’s 
rank Bulgaria at the lower segment of “investment grade” at BBB, BBB- and Baa2 
(upgraded in July 2011), respectively. 

4.2. MDB finance and collaboration with other IFIs and multilateral donors 

There has been a recent concerted effort among IFIs to improve coordination. This 
has in part been spurred by the need to help Bulgaria more efficiently utilise available 
funds from the EU to support its development. During 2010 and 2011, the Bank 
participated in sectoral advisory working groups involving Government, EC officials 
and staff from the World Bank and EIB (including JASPERs). These working groups 
have focused on key sectors such as transport, water reform, and most recently energy 
efficiency. The IFIs jointly drafted policy papers which helped the Government set 
short-term priorities and address implementation obstacles. The policy papers are also 
designed to help avoid overlapping IFI initiatives and improve coordination. 
 
The World Bank Board of Directors recently endorsed a new Country Partnership 
Strategy (CPS) 2011-2013. The CPS is focused on Bulgaria's European agenda and 
reflects the country’s National Reform Program to implement the Europe 2020 goals 
of smart, sustainable and inclusive growth. The CPS responds to the Government’s 
efforts to boost EU funds absorption, where the World Bank aims to help in transport 
and water sectors in particular. The Strategy proposes to provide advisory support for 
policy reforms and to strengthen institutions and capacity. Targeted World Bank 
financing – primarily budget support loans linked to reform measures in a few key 
sectors (transport, education, social inclusion) – will be available to complement and 
support Bulgaria’s EU funds absorption priority and focused on activities which are 
not eligible for grant funding from EU Structural Funds. Besides policy dialogue, 
there may be opportunities for the World Bank and EBRD to co-finance infrastructure 
projects, particularly as various financial engineering structures are expected to have 
the support of the EU. 

http://intresources.worldbank.org/INTBULGARIA/Resources/305338-1290090337835/NRP_FOR_WEB.pdf�
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The IFC’s committed portfolio is USD 282 million. IFC has focused on the financial 
sector partners and some large industrial clients. The EBRD and IFC have worked 
together on important infrastructure projects, such as AES ME1 thermal power plant.  
The new World Bank Group CPS highlights the IFC focus on investments on 
renewable energy and climate change-related infrastructure and industries, social 
sector private investments and selectively in agriculture. Again, EBRD will seek 
opportunities to co-finance with the IFC on projects where the role of the two 
institutions is complementary.  
 
The European Union provides funding to support Bulgaria’s cohesion to the 
European Union.  The EU assistance is provided via Operational Programmes which 
are managed by the Government and coordinated by the Commission.  The total 
budget is divided into Programmes covering:  Transport, Environment, Regional 
Development, Competitiveness, Technical Assistance, Human Resources and 
Administration.  The EU also provides a small grant program for poor rural areas.  
The total budget of the EU Operational Programmes for the period 2007-2013 equals 
Euro 6.7 billion (to be matched by Euro 1.3 billion from the Government.  As of end 
May 2011, Euro 3.7 billion of projects had been contracted and nearly Euro 1 billion 
had been paid.  The Government is now discussing with the EC authorities the 
programming budget period from 2014-2020. The Bank expects to co-finance projects 
with EU funds, working to support infrastructure together with Programme funds for 
Transport, Environment and Regional Development, and to support the private sector 
together with Programme funds for Competitiveness. Finally, there may be 
opportunities to work with EU Technical Assistance programmes to enhance the 
Bank’s policy dialogue in a number of sectors. 
 
During the period 2007-2011 European Investment Bank approved 27 projects with 
a total value of EUR 1.8 billion. With EUR 525 million signed during the period the 
EIB established itself as a large lender in transport infrastructure and urban transport. 
In support of the absorption of EU funds EIB approved two loans to the government 
with a value of EUR 700 million. These projects are supported by implementation 
advisory assistance from JASPERs, which itself is jointly implemented by EIB and 
EBRD. EIB also providing credits lines to local banks for targeted on-lending. 

In 2009 the European Investment Fund (EIF) and the Bulgarian Development 
Bank (BDB), signed a guarantee agreement under the EU Competitiveness and 
Innovation Framework Programme (CIP) in Bulgaria. This was the first EIF guarantee 
agreement in Bulgaria to be used by the BDB to provide further access to finance to 
SMEs across the country. During 2010 the EIF initiated work on three investment 
funds to be partly financed under the initiative “Joint European Resources for Micro 
to Medium Enterprises” (JEREMIE). The funds will focus, respectively, on 
mezzanine, venture capital, and growth equity financing. Each should mobilise 
commercial sector participation. As of mid-2011 EIF selection procedures had been 
substantially completed and the Bank was assessing the possibility to co-finance these 
investment products.  

The Bank is in discussions with EIB and World Bank about possible co-financing of 
larger infrastructure projects, where the Bank could provide expertise in areas that 
may promote private sector investment. Looking ahead, the Bank will continue to 

http://www.eif.org/what_we_do/jeremie/index.htm�
http://www.eif.org/what_we_do/jeremie/index.htm�
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coordinate closely with World Bank and EIB, and also the EC, as the largest source of 
grant funding. Individual projects will in some cases rely on EC grants (for example, 
energy efficiency credit lines) or on coordination with related EC projects (for 
example, in municipal and national infrastructure). 
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ANNEX 1 - POLITICAL ASSESSMENT 
 
Overview 
 
Bulgaria is committed to and applying the principles of multiparty democracy, 
pluralism and market economics in accordance with the conditions specified in 
Article 1 of the Agreement Establishing the Bank. The pursuit of further EU 
integration remains an important anchor for reforms and for a deepening of 
democratic values and standards.  
 
The latest general elections, held in July 2009, brought victory to the centre-right 
Citizens for European Development of Bulgaria (GERB). Although the GERB-led 
government is formally a minority government, it has had sufficient support from 
other centre-right parties in the Parliament in order to implement its policies.  
 
Elections and the Rule of Law 
 
The election process in Bulgaria has been established on a sound basis of cross-party 
election administration, which permits overall transparency and accountability. All 
seven general elections since the establishment of a multi-party system were assessed 
by the OSCE as generally in line with international standards and the country’s 
commitments for democratic elections. Electoral campaigns are usually conducted in 
a calm, although competitive, environment.  
 
Although Bulgaria was deemed to have reached a high degree of alignment with EU 
standards and norms prior to accession in 2007, the European Commission identified 
a number of areas of concern in the judiciary and rule of law. The first report under 
the mechanism for cooperation and verification of progress in the areas of judiciary, 
fight against corruption and organised crime (CVM), issued by the EC on 27 June 
2007, identified concrete issues that require further work, particularly in the areas 
where progress was assessed as ‘insufficient’: judicial treatment of high-level 
corruption and the fight against serious and organised crime. Since then, and 
following subsequent CVM reports, the authorities have taken concrete measures to 
address these concerns. The latest CVM reports, released after July 2010, stressed a 
strong momentum and a clear political will for reform on the side of the new 
Bulgarian authorities. 
 
The current government has outlined an ambitious reform agenda in the judiciary and 
public administration, which includes an effort to step up the fight against corruption 
and organised crime. These tasks remain essential to make full use of opportunities 
opened with the country’s accession to EU in 2007. On 23 June 2010, the government 
adopted a new Strategy for judicial reform. There has been an intensification of the 
fight against corruption and organised crime in practical terms. In particular, a large 
number of high-level corruption cases (in the past the weakest point) have been 
brought up, including the cases against former Ministers and Deputy Ministers and, 
for the first time, a serving Minister. Bulgaria also strengthened the capacity of the 
team dealing with EU funds, which in the past was an area that came in for criticism 
resulting in the temporary suspension of disbursements under some of the remaining 
pre-accession programmes. While recent reports under the CVM have been largely 
positive, the EC noted the need for improvement in a number of areas, including 
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further professionalisation of the police, and better protection of public funds against 
fraud and conflict of interest. Overall, since the elements of the legal framework 
needed for the reform are now largely in place, the emphasis of the CVM reports has 
shifted from the adoption of laws to their implementation. 
 
The latest Report on Progress in Bulgaria under the CVM, issued by the European 
Commission on 20 July 2011, acknowledged sustained political will and 
determination of the Bulgarian government to pursue its reform strategy. At the same 
time, the report noted “serious deficiencies in judicial practice”, noting that the fight 
against high-level corruption has not led to convincing results as there have been very 
few enforced verdicts in this area, including in some high profile cases. The report 
pointed to the need improve the process of appointments and to upgrade skills within 
the judiciary, to boost the commitment to judicial reform and to increase 
accountability within the judiciary and the investigative authorities. The next 
comprehensive assessment of Bulgaria’s progress under the CVM is due in summer 
2012, when the Commission will make an overall assessment of Bulgaria’s progress 
since accession. 
 
Corruption is perceived as a serious problem by Bulgarian citizens, as demonstrated, 
in particular, by the recent Life in Transition Survey (LiTS) conducted by EBRD in 
collaboration with the World Bank. Although there has been a decrease in perceived 
frequency of irregular payments across all institutions as compared with the previous 
LiTS (2006), 17 per cent of respondents reported such payments in public health and 
13 per cent in dealing with the traffic police, well above the corresponding figures in 
the western European comparator countries. Transparency International ranked 
Bulgaria in its latest Corruption Perception Index (CPI) report as 73d out of 178 
countries. The CPI score of 3.6 places Bulgaria as 15th among the Bank’s countries of 
operation and lowest amongst the EU-10. 
 
Fundamental rights and freedoms 
 
Bulgaria has made notable progress in the area of the upholding fundamental rights 
and freedoms. This was reflected in the decision taken by the Parliamentary Assembly 
of the Council of Europe (PACE) in 2000 to close its monitoring procedure regarding 
honouring of obligations and commitments as a member state of the Council of 
Europe. However, Bulgaria remains part of the post-monitoring dialogue with PACE. 
The latest report by PACE in the framework of this dialogue acknowledged further 
progress and the commitment of the current Bulgarian authorities to the continuation 
of democratic reforms. PACE noted, in particular, that in the last few years the office 
of Ombudsman, established only in 2005, has become an influential, authoritative and 
independent institution, which exercises systemic civil control on the authorities at all 
levels. It also hailed the adoption of the amendment to the Criminal Code in 2009, 
making it a criminal offence to incite ethnic and racial hatred through speech, printed 
or other media or other means, and a number of other positive steps. At the same time, 
PACE noted a number of concerns as regards the independence of media and the 
protection of minority rights. In the latter area, PACE pointed to the need for further 
improvement as regards teaching of minority languages, promoting the culture and 
identity of minorities, and fostering intercultural dialogue.  
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Bulgaria’s ethnic minorities are equal before the law under the Constitution, and are 
well represented in political life at both national and local levels. With the exception 
of the Roma, ethnic minorities are adequately integrated in the economic and social 
life of the country. The Decade of Roma Inclusion action plans (2005-2015) led to the 
improvement of the situation with Roma, although some problems remain, 
particularly in the field of housing conditions and access to education and 
employment.  
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ANNEX 2 - ASSESSMENT OF TRANSITION CHALLENGES 
 
The table and the supporting text below provide an overall assessment of Transition 
Challenges by sector, based on Transition Report 2010. There are two separate scores 
for each sector, rating market structures and market-supporting institutions. Scores 
range from negligible, small, medium and large. “Negligible” means that the 
remaining challenges are minor and that the sector is well advanced in moving 
towards the standards of a well-functioning market economy. “Large” means that the 
remaining challenges are major and that this dimension of the sector is at an early 
stage of reform. 
 

Sectors Market Structure Market-supporting Institutions
Corporate sectors
 Agribusiness Medium Medium
 Manufacturing and Services Small Small
 Real Estate Medium Small
Telecommunications Small Medium
 Energy
 Natural resources Small Medium
 Power Medium Small
 Sustainable energy Large Negligible
Infrastructure
 Urban transport Small Small
 Water and wasterwater Medium Small
 Roads Medium Medium
 Railways Medium Small
Financial institutions
Banking Small Medium
MSME Medium Medium
Insurance and financial services Small Small
Private equity Medium Small
Capital markets Medium Small  
 
CORPORATE SECTOR 
 
Agribusiness 
Market Structure: Medium 
Market-supporting Institutions: Medium 
 
Since accession to the EU in 2007, Bulgaria has been integrating into the EU’s CAP 
and has the potential to receive substantial amounts of EU agricultural support. All 
farmland has been restituted and most land formally titled. While the privatisation of 
state and collective farms is completed, the development of efficient private farms 
remains a challenge due to significant land fragmentation and the lack of an active 
land market. The agricultural sector also continues to suffer from inadequate 
infrastructure, low investment and health and hygiene concerns. Overall, the food 
industry remains fragmented with small and medium-sized companies retaining most 
of the market share. The retail market is well organised in major cities, however, the 
development of new retail formats is still a priority. The institutional environment 
requires substantial improvement. The requirement to comply with EU standards had 
been delayed until September 2009, but most companies have now adopted the 
necessary standards. Although the banking system has been developing rapidly in 
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recent years, access to rural credit is still limited. A warehouse receipts system has 
been operational since 1999. However, most working capital needs of farms and 
agribusinesses are met from own resources. 
 
Manufacturing and Services 
Market Structure: Small 
Market-supporting Institutions: Small 
 
Since accession to the EU in 2007, Bulgaria has made further progress in enterprise 
reform, although the crisis has hit the local enterprise sector hard and led to a collapse 
in FDI. Significant progress has been achieved in large-scale privatisation in recent 
years and conditions for doing business in Bulgaria have improved. However, an 
effective framework for the resolution of commercial disputes as well as insolvency 
procedures is not yet fully in place. Corporate governance legislation and business 
standards of enterprises have improved with many enterprises adopting international 
standards of management practices (including with respect to the environment). 
Bulgaria has not made the transition to an efficient, low carbon economy, and energy 
intensity overall remains very high. The regulatory regime does not provide incentives 
for the efficient energy usage and therefore the market for energy-saving technologies 
is not sufficiently developed. The enterprise sector also needs a structural shift away 
from the former concentration on construction activities and into more productive 
export-oriented sectors.  In order to enable this shift and enhance the economy’s 
competitiveness, there is a strong need to promote increased labour market flexibility, 
skills development, and innovation. Challenges remain in improving productivity and 
efficiency through restructuring and increased R&D and capital expenditures.  
 
Real estate 
Market Structure: Medium 
Market-supporting Institutions: Small 
 
Both private developers and institutional investors in real estate have been appearing 
in the country, although their activity has been significantly affected by the recent 
financial crisis. Apart from the capital city, regional cities such as Varna, Plovdiv, 
Stara Zagora and Burgas have also experienced significant new property development 
since 2005, especially in the retail sector. However, supply gaps in modern property 
still remain, especially in the regional areas. The development of secondary property 
markets is still impaired by a lack of liquidity and a scarcity of market entities capable 
of providing depth, such as large-scale institutional investors or real estate funds. The 
mortgage legal framework is relatively efficient and according to the 2009 BEEPS, 
Bulgaria has made progress with regard to access to land. The tourism sector 
developed rapidly since 2005, especially along the coast, but international quality 
assets remain scarce and transparency in the sector is still an issue. Primary and 
secondary legislation supporting the sustainability of real estate (energy efficiency, 
impact on environment) is relatively well developed.  
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Telecommunication 
Market Structure: Small 
Market-supporting Institutions: Medium 
 
European Union accession has been the main driver in the harmonisation of 
Bulgaria’s telecoms legislation with that of the EU. However, the maximum level of 
penalties that can be imposed by the regulator has been relatively ineffective, and 
there have been doubts about the full independence of the regulator. Vivacom 
(formerly BTC), the fixed-line incumbent, continues to dominate the market, although 
several alternative operators have been licensed. Tender for the fourth mobile operator 
license was not successful in 2008, but the mobile market is already very competitive 
with a limited potential for organic growth in the market. An improved system for 
fixed and mobile number portability was introduced in 2010. The construction of 
alternative Internet infrastructure is likely to lead to the breakdown of BTC’s last-mile 
monopoly in the long term.  
 
ENERGY AND INFRASTRUCTURE 
 
Natural Resources 
Market Structure: Small 
Market-supporting Institutions: Medium 
 
Coal is Bulgaria’s most significant natural resource, but gold and other metals are also 
important. Mining has been successfully privatised and is operating in a commercial 
manner with foreign participation. The country has minimal deposits of oil and 
insignificant natural gas reserves, which force it to rely on imports for almost all of its 
natural gas consumption. The oil sector is largely deregulated and modestly 
competitive. Only a small E&P company remains in state hands. Although the 
government consolidated its energy assets into the Bulgarian Energy Holding, all 
companies preserve their operational independence and licenses. Progress has been 
made in implementing measures to liberalise the gas market, in line with EU 
directives. The country is a signatory of the Energy Community Treaty, which aims at 
establishing an Integrated Energy Market Organisation in South-East Europe. Tariffs 
are close to full cost-recovery levels. The State Energy and Water Regulatory 
Commission (SEWRC) is responsible for tariff setting in the gas, electricity, district 
heating and water supply and sewage sectors. SEWRC is also responsible for 
licensing of enterprises in the gas, electric and district heating sectors and issues 
permits for construction of transit gas or oil pipelines. Revenue streams are clearly 
defined and fully integrated into the state budget while taxation and legislation is 
transparent.  
 
Power 
Market Structure: Medium 
Market-supporting Institutions: Small 
 
In 2008 the government decided to consolidate its energy assets into a holding 
company, the Bulgarian Energy Holding (BEH). The 100 per cent state-owned BEH 
includes the gas company Bulgargaz holding, the power grid operator NEK, 
Kozloduy nuclear power plant, Maritza-Iztok II thermal power plant, and the Mini 
Maritza Iztok mines. While the companies are consolidated under BEH, they remain 
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separate legal entities and retain their licences and operational independence. 
Significant progress has been made in the energy sector in terms of meeting EU 
accession requirements. Associated regulations that allow for full market opening 
have been in place since July 2007 and all customers are able to choose their supplier. 
However, this is restricted by the majority of consumers being subject to regulated 
supply prices. In addition, the sector is characterised by extensive private sector 
participation. Effective operation and investment capacity of distribution companies is 
still constrained by the low level of regulated tariffs. The quality of Bulgarian 
institutions is fairly good. The government is subject to infringement proceedings for 
failure to appropriately implement rules aimed at increasing the capacity and 
transparency of gas and electricity markets and issues regarding quotas and regulated 
prices. An independent regulator for the power sector is in place but it remains subject 
to political influence and there are anxieties that tariffs are not cost reflective. There is 
a concern of remaining cross subsidies between industrial and household consumers. 
Bulgaria also remains the most energy intensive economy in the EU, despite having 
cut by half its energy intensity since the early 1990s. A feed-in tariff mechanism is in 
place for renewable energy and several large wind and small hydro projects are under 
development. 
 
Sustainable Energy 
Market Structure: Large 
Market-supporting Institutions: Negligible 
 
Bulgaria has adopted a national indicative energy savings target. Reducing energy 
intensity is now one of the main priorities of the Bulgarian energy policy, together 
with ensuring the security of supply and sustainable development of the energy sector 
and meeting the targets of the Renewable Energy Strategy (RES) set by the European 
Commission. The legal and institutional framework for sustainable energy is well 
developed and regulatory incentives for RES and EE exist in line with EU Directives. 
Bulgaria introduced mandatory energy audits for industrial companies, producers of 
goods and services, with annual energy consumption higher than 3,000 MWh. RES 
are supported through mandatory offtake obligations and relatively high feed-in 
tariffs. Feed-in rates do not sufficiently differentiate between small and large projects 
and are currently being revised by government. Tariffs last for up to 25 years for 
geothermal and wind and 15 years for all other sources of renewable generation. 
Although the tariffs last for a considerable period of time, the annual levels may vary 
due to regulatory involvement in tariff setting. Bulgaria ratified the UNFCC and 
Kyoto protocol where it holds the status of the Annex 1 Party (with emission target) 
and currently participates in the EU Emission Trading System (EUETS). However, it 
was suspended during some of 2010 and 2011. The country also participates in 
International Emissions Trading. A National Allocation Plan for the ETS, has not yet 
been prepared to the satisfaction of the Commission, leaving uncertainty about 
approvals of JI projects.  
 
Urban Transport 
Market Structure: Small 
Market-supporting Institutions: Small 
 
Decentralisation of ownership in urban transport sector is largely completed in 
Bulgaria, and corporatisation is widespread. Private sector participation is significant 
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in some cities (Plovdiv) but only a small portion of the total system in others 
(Burgas). However, the success of privatisation has been mixed in the past. Some 
transport companies are loss making or surviving through systematic 
underinvestment. In many municipalities the public transport is highly fragmented 
and operated by small local companies which do not have the resources to provide 
adequate level of service. During the financial crisis, a large number of urban 
transport companies, such as the operators in Sofia, have experienced decrease in 
revenues combined with the withholding of full service payments by the municipality 
under their public service contracts. The remaining transition challenges include more 
integrated urban transport planning, including adequate implementation of a robust 
PSC structure, consolidation of the small operators, adoption of an EU compliant 
legislation and regulation for the urban transport sector, and contractual 
improvements related in particular to the tariff setting which is controlled by the local 
governments. In some cities the role of private sector can be strengthened and the 
implementation of new or revised public service contracts enhanced, in order to make 
operators creditworthy from a contractual standpoint. 
 
Water and wastewater 
Market Structure: Medium 
Market-supporting Institutions: Small 
 
Major water utilities are still owned by the central government. Corporatisation is 
widespread. Although a large number of companies and utilities are well run and 
profitable, a substantial number of utility companies are loss making or surviving 
through systematic underinvestment. There are some commercial financing obtained 
by Sofia Water, which is the only private concession in the country, and by some 
other major water utilities Several public utilities are still providing sub-standard 
services, although many are in the process of conversion towards EU standards. 
Tariffs for water services are approved by an independent regulator based on business 
plans and tariff proposals developed by the utility companies. Nevertheless, there is 
political pressure to keep tariffs low. Cross-subsidies between different consumer 
groups are not very common. Some contractual service contracts or incentive based 
management contracts are in place, but such arrangements are still sub-optimal in 
many state owned water utilities as they do not involve local municipalities served by 
the water companies.  Remaining transition challenges include full decentralisation of 
local infrastructure and the introduction of good contractual arrangements, where 
utility companies are accountable towards their local community and customer base.  
 
Roads 
Market Structure: Medium 
Market-supporting Institutions: Medium 
 
In 2008, the government restructured the agencies responsible for the road sector and 
established a National Road Infrastructure Agency reporting to the Prime Minister as 
the body responsible for policy making and investment. There is a road fund, with the 
majority of revenues coming from fuel tax. The two road concessions awarded in 
2004, albeit without competitive tender, have had a limited success. The first priority 
is to establish the arms-length relationships between politics/ government and the road 
agency.  Road user charges should be further reformed. While recent PPP projects 
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have been controversial, the future aim is to develop further PPP projects in line with 
international best practice.  
 
Railways 
Market Structure: Medium 
Market-supporting Institutions: Small 
 
In railways, operating and policy setting functions have been separated and core 
railway businesses (infrastructure and operations) have been unbundled and 
established as separate companies. The government is broadly committed to comply 
with EU directives, but there remain a number of breaches. Third party access has 
been granted and a number of operating licences have been issued (there is some 
competition in the market). Financially all railway companies remain weak in terms 
of financials. The sector remains inefficient, reliant on state funding with limited 
progress in reforms aiming at effective commercialisation.  The transition challenges 
remain in the following areas: (i) improvements in financial mechanisms including 
the introduction of PSO contracts and well functioning access charge mechanism; (ii) 
further enhancement of competition in the market; (iii) further commercialisation and 
restructuring of incumbent railway companies; and (iv) improvements in regulation. 
 
FINANCIAL INSTITUTIONS 
 
Banking 
Market Structure: Small 
Market-supporting Institutions: Medium 
 
30 banks compete, of which 22 are foreign owned. The foreign-owned banks hold 
84% of the total bank assets. For these banks, parent banks have shown commitment 
during the height of the crisis, as well as throughout recent adverse effects from the 
developments in Greece. Loans/deposits ratio of 95% for the system implies the 
potential to rely more on domestic liquidity.  Financial intermediation has improved 
with assets/GDP of 1.07 and deposits/GDP of 87%, with 61% of the deposits 
denominated in foreign currency. Profitability has been higher than in other banking 
sectors in the region in recent years. This is not due to lack of competition but rather 
to a rapidly growing market serviced by banks with access to cheap funding. 
Remaining challenges for banks include a further expansion of banking activities into 
more specialised market segments and the development of more sophisticated banking 
activities. In light of the continuingly weak economic environment, deteriorating asset 
quality poses the highest risk to Bulgaria’s banking sector’s stability, although its 
capital positions remain strong.  Sector regulation is consolidated within the central 
bank, which provides good monitoring and strong regulation based on prudent 
principles, resulting in good compliance with most of the Basel core principles.  
 
Micro, Small and Medium-sized enterprises 
Market Structure: Medium 
Market-supporting Institutions: Medium 
 
Micro, small and medium businesses are important and they accounted for about 74 
per cent of employment and generated about 54 per cent of value added of non-
financial enterprises in 2008. Commercial banks and, on a more limited scale, 
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microfinance institutions provide finance to different segments of the MSME sector. 
Microfinance banks are lending to micro and small enterprises since end of 2001. 
Despite some recent progress, including through support from EU funds, venture 
capital and other equity, support for newly established and small growing firms needs 
to be developed. Existing collateral and bankruptcy legislation support lending to 
MSMEs and the cost of registering collateral is low. The main barrier to MSMEs’ 
development relates to access to financing for the upgrading of production equipment 
and innovation, as commercial banks are reluctant to provide loans to micro and small 
enterprises or start-ups, which they perceive as highly risky. Although public and 
private registry coverage has increased significantly in the past few years, expanding 
further the coverage of credit information services and establishing a functioning, 
geographically unified collateral registry (by asset type, as well as indexed by the 
grantor's name of a security right) would facilitate banks’ risk assessment.   
 
Insurance and other financial services  
Market Structure: Small 
Market-supporting Institutions: Small 
 
As of September 2009, 38 companies competed in the Bulgarian insurance market, of 
which 20 non-life, 17 life and one reinsurance firm. 30 are majority foreign-owned, 
and one majority owned by the government (the Bulgarian Export Insurance Agency). 
Gross premium income stands at BGN 2,252 million, of which 46.6% from non-life, 
7% from life and 46.4% from reinsurance. The premium/GDP ratio is of 3.4%. 
Insurance legislation and regulation have been strengthened and brought in line with 
the IAIS standards. Nevertheless legislation continues to remain inadequate. 
Availability of products in the industry is reasonable. There is adequate availability of 
non life products, although life products remain insufficiently available and skills will 
need to be developed further. In contrast to most other peers in the region, there are 
few barriers to entry in the market and foreign insurers are becoming established in 
the market. As of September 2009, the net assets of the pension fund sector amounted 
to BGN 2.941 million (4.44% of GDP), of which 67.8% for universal pension funds, 
14.7% for occupational pension funds, 17.5% for voluntary pension funds and 0.05% 
for voluntary pension funds with occupational schemes. The leasing services market 
is well developed and with a penetration of 7.5 per cent, this lies in the range observed 
in the more advanced countries.  
 
Private equity  
Market Structure: Medium 
Market-supporting Institutions: Small 
 
Private equity activity has developed in Bulgaria, with more than 20 funds identified 
to include the country in their mandates (either regional or country focussed). With 
active capital estimated at just over 2 per cent of GDP, Bulgaria has received 
proportionately more private equity investment than most countries in the region, 
albeit into a relatively small economy. Capital available for investment is estimated at 
just over 1.7 per cent of GDP. Net committed capital is concentrated in buyouts, with 
mezzanine and growth fund investment strategies also reasonably well represented. 
There is a lack of capital committed to ventures, small capital, distressed and 
infrastructure strategies. Local institutional investor participation in Bulgaria’s private 
equity market remains limited. Bulgaria conforms well to OECD’s Principles of 
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Corporate Governance and good quality of public equity markets’ legislation provide 
for viable exits. 
 
Capital markets 
Market Structure: Medium 
Market-supporting Institutions: Small 
 
At the end of 2009, market capitalisation was BGN 11.8 billion on BSE Sofia AD 
(17.8% of GDP, against BGN 12.4 billion in 2008 and almost BGN 30 billion in 
2007). Following the adoption of the EU acquis communautaire securities market 
legislation complies with high international standards. The securities market regulator 
is considered highly effective in pursuing complex cases. The domestic equity market 
is reasonably well capitalised and liquid to provide a viable funding source in 
conducive market conditions. The financial crisis resulted in a major decrease in the 
market capitalisation on the Bulgarian stock exchange though the market 
infrastructure remains in place and functioning. Government bond markets are well 
developed, with regular and frequent issuance of government securities, although 
secondary market liquidity remains lacking. Challenges in the money market 
development remain with respect to the development of benchmark indices as well as 
activity in forward markets. 
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ANNEX 3 - LEGAL TRANSITION 
 
Overall assessment  
 
Bulgaria has enacted a number of good-quality pieces of commercial legislation over 
the last years. The EU accession process proved a strong incentive for the country to 
modernise its legislation.* However, the relatively weak capacity of the judiciary to 
implement legislation in an efficient and transparent way is a key area for further 
work. 
 
Through its Legal Transition Programme, the EBRD helps create an investor-friendly, 
transparent and predictable legal environment in transition countries. Programme 
activities may include policy dialogue, legal assessment, and technical cooperation 
with the country’s authorities. Below is a review of legal developments in sectors 
crucial to the Bank’s investment strategy for Bulgaria. Note that given the scarcity of 
donor funds for Bulgaria, the Bank is not planning any technical assistance project in 
the country during the strategy period,¥ other than the completion and dissemination 
of the policy brief for corporate governance of banks in south-east Europe mentioned 
below. 
 
Investment climate / private sector 
 
Judicial capacity in the commercial sector  
 
When Bulgaria joined the European Union in 2007, concerns persisted about 
weaknesses in the judiciary. Among these were constitutional ambiguity on the 
independence of the judiciary, a need for greater transparency in judicial proceedings, 
and concerns relating to the professionalism, accountability and efficiency of the 
judiciary. The European Commission established a Cooperation and Verification 
Mechanism, designed to assist Bulgaria to address these issues. Biannual reports are 
issued pursuant to these arrangements.  

A report from February 2011 noted progress under Bulgaria's judicial reform strategy 
and action plan. The accountability and the powers of the Supreme Judicial Council 
had been strengthened by legislative amendments. And convictions in high-level 
corruption cases had increased, although several prominent acquittals were noted. The 
report encouraged Bulgaria to focus on further enhancement to the way the judiciary 
is structured and managed. It also encouraged Bulgaria to set up an independent body 
to identify conflicts of interest and to monitor corruption cases.  

Despite progress, concerns about the impartiality and efficiency of the Bulgarian 
judiciary remain widespread. The latest EBRD–World Bank Business Environment 
and Enterprise Performance Survey (BEEPS) revealed that only 17 per cent of 
respondents believe Bulgarian courst are fair and uncorrupted. 

 

                                                 
*
 For specific data on the quality of Bulgaria commercial legislation, see 

http://www.ebrd.com/pages/sector/legal/what/interact 
¥
 Exceptions could be considered if there was a compelling case for legal technical assistance in an area covered 

by the EBRD Legal Transition Programme, accompanied by available funding. 
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Further improvements required to market-supporting legislation 
 
A good secured transactions regime is crucial to the Bank’s strategy to support SME 
finance in Bulgaria. Because the Bulgarian law on registered pledges is generally seen 
to be modern and efficient, the main recommendations for reform involve the law 
relating to mortgages, which should be updated. Specifically, the basic legal function 
of a mortgage law is not met because enforcement is uncertain and proceeds on 
realisation are significantly below market value. The mortgage creation procedure 
could be simplified by relaxing onerous documentation requirements, including the 
need to periodically re-register security interests, and further improvements to the 
land registration system would improve the certainty of the mortgage framework. 
 
The 2008 global crisis has highlighted the difficulty of transition countries in dealing 
with non-performing loans, and Bulgaria is no exception.  Insolvency law plays a 
vital role in handling NPLs, in particular through the provisions on reorganisations. 
Whereas Bulgaria insolvency law is generally of good quality when compared with 
internationally accepted standards of good practice, the provisions on reorganisations 
contain a number of gaps. There is no legal means for the debtor to apply for 
protection and obtain a moratorium when insolvency is imminent. Moreover, the law 
does not facilitate out of court restructurings. The law imposes a one month deadline 
from the start of the insolvency for filing a restructuring plan, which in very many 
cases, is likely to be too short, with the result that business rescues are rare. It is not 
currently possible to expedite business rescues under the current insolvency regime. 
Bulgaria still needs to introduce a code of professional standards and ethics for the 
insolvency profession and should enhance insolvency administrators’ powers to 
obtain information and company assets from third parties. A personal bankruptcy 
regime should be introduced. 
 
The 2008 global crisis has also highlighted the need to strengthen corporate 
governance practices in financial institutions. The EBRD and the IFC Global 
Corporate Governance Forum are leading a platform made of representatives of the 
banking sector of various South-eastern European countries, including Bulgaria. The 
initiative aims to highlight key corporate governance challenges affecting banks and 
the banking sector in the region and to propose recommendations to address them. A 
report with an analysis of the banking sector in the region and a set of 
recommendations is being prepared and will be a key tool for promoting policy 
dialogue and reform in the region. 
 
Infrastructure and energy efficiency 
 
The concessions law is considered to be in high compliance with international 
standards of good practice, according to the latest EBRD Concession Law 
Assessment. The legislation’s main aim is to promote fairness and transparency. From 
a legal perspective therefore, the potential for investment projects in infrastructure 
involving the private sector is relatively solid. 
 
In the EBRD 2010 assessment Bulgaria’s public procurement law scored medium-
to-high compliance with international standards of good practice. The legislation 
broadly follows the principles of EU Directives, covers all public contracts and 
clearly promotes competition and transparency in public procurement. Yet there is 
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insufficient regulation of the procurement process and several desirable integrity 
safeguards and efficiency instruments are not incorporated. The EBRD assessment 
revealed that local practice is somewhat outdated and bureaucratic: electronic 
communication is not mandatory by law and, as a result, is hardly used in practice; 
communication is conducted mainly by fax, with confirmation in writing required. 
Modifications or waivers of the terms and conditions of a public contract are not 
subject to any review and approval procedure. In addition, enforcement has been 
reported as insufficient and lacking integrity. These issues, which may affect the 
ability of Bulgaria to absorb and handle EU funding, should be addressed by the 
Bulgarian government. 
 

After months of political discussions and public consultation, the Bulgarian 
Parliament passed a new renewable energy law on 21 April 2011. Green energy 
investors have been critical about the new provisions of the law: first because they 
substantially change the regulatory regime, and second because the public and 
investors were not duly consulted before the law was passed. In particular, some of 
the controversial changes include i) tight time limitations of the validity of the 
preliminary contract for connection to the grid; ii) the feed-in-tariff for each new 
project to be determined only at the date of completion of the project’s construction 
stage (on the basis of the feed-in-tariff effective at the moment), which would 
certainly impact the bankability of new projects; iii) applicability of the law (in 
particular, provisions about mandatory pre-payment of connection price) on pending 
renewable projects, which are in process of development but have not signed a final 
connection agreement, which has raised concerns about legal certainty. On the 
positive side, the fixing of the feed-in-tariff for the life of a project will perhaps add 
some certainty and stability of proceeds to banks and financial parties in the 
operational stage of the project. 
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ANNEX 4 - TAM/BAS ACTIVITY 
 
TAM/BAS supports economic transition by achieving enterprise change in potentially 
viable micro, small and medium enterprises (MSMEs) and by contributing to the 
development of a sustainable infrastructure of local business advisory services. 
 
Previous TAM/BAS experience 
 
Since its inception in Bulgaria in 1998 TAM has received a total of €3.1 million in 
donor funding for projects in the country. The largest donors to TAM have been the 
European Union, the UK, Luxembourg and Japan. Additional funding came from 
Italy, Portugal and Belgium. TAM has carried out 68 projects throughout Bulgaria all 
of which have been completed. Enterprises assisted operate mainly in Manufacturing 
and Pharmaceutical industries. 
 
Since its inception in 2001, BAS has received a total of €3.3 million in donor funding 
from Luxembourg, Austria, United Kingdom, Portugal, Central European Initiative 
(CEI), and the EU. This funding has been matched by over €2 million in enterprise 
contributions to projects. BAS in Bulgaria has undertaken a total of 406 projects with 
MSME), engaging 250 consultants. Over the past 10 years, BAS Bulgaria achieved 
sustainable skills transfer to more than 400 MSMEs as shown by the indicators of 
achievement – 90 per cent of 345 evaluated projects were rated as successful and 
highly successful which demonstrates BAS support to the expansion of the MSME 
market through improvements to enterprise performance. BAS impact on the 
establishment of a sustainable infrastructure of local advisory services can be seen 
through an increased number of consultants in rural areas, increased average client 
contributions to BAS projects from 45 per cent to 52 per cent and a high number of 
local consultants stating that they benefited from BAS (98 per cent).  
 
MSME and consultancy market in Bulgaria 
 
The MSME sector 
 
Micro enterprises represent almost 90 per cent of all enterprises in Bulgaria. This is 
comparable to the EU average of 92 per cent. In terms of MSME employment, 
Bulgarian MSMEs account for more than 75 per cent to total employment while they 
create just above 60 per cent added value. The Bulgarian MSME sector has grown 
continuously and has increased its weight in the economy employing over 60 per cent 
of the active population. Entrepreneurial activity is however characterised by 
substantial regional disparities. Further, spending on innovation and R&D needs to be 
increased in order to foster long term competitiveness of the Bulgarian MSME sector. 
Bulgarian enterprises still lag behind European countries in their use of ICT, although 
progress has been made in recent years. Although the economy has grown strongly 
post EU accession and Bulgaria’s business environment is relatively developed and 
had recently improved especially in terms of business registration and fiscal 
procedures, the main challenge is to improve its flexibility and competitiveness 
further.  
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The consultancy market 
 
The Bulgarian consultancy sector with regard to SMEs is advanced but challenges 
remain. Market penetration and supporting infrastructure are adequate and SMEs 
recognise the need for consultancy but there are issues regarding the quality and 
variety of services. According to the EBRD’s Management, Organisation and 
Innovation (MOI) survey, around one third of Bulgaria’s medium-sized enterprises 
have used consultancy services in the past. This is more than the 26 per cent average 
for transition countries but far behind Western comparators. Despite the presence of 
some major international consultancy firms, local consultants seem to be playing a 
larger role and the markets appears to be well developed, with only 13 per cent of 
MOI respondents having used international consultancy services. However, the BAS 
Annual Consultant Review (ACR) in 2010 indicates that the spectrum of advisory 
services offered is somewhat limited as compared to regional peers.  
 
The infrastructure of MSME support 
 
TAM/BAS assesses the infrastructure of MSME support including the consultancy 
market as relatively well developed. Since Bulgaria’s accession to the EU, the country 
is reasonably equipped to support its MSME and consultancy market through 
structural funds and many support programmes. 
 
TAM/BAS activities in Bulgaria 
 
Although some challenges in the competitiveness of Bulgarian MSMEs remain, the 
additionality of the TAM/BAS programme was considered limited relative to other 
countries where transition gaps are greater and fewer resources are available. 
Therefore, considering the scarcity of donor funds, TAM operations ended in 2009 
and BAS was phased out in 2010. 
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ANNEX 5 - TECHNICAL ASSISTANCE 
 
TC COMMITMENTS BY DONOR THROUGH EBRD, 2008-2010 
 

Donor TC Commitments (€) 
Austria                        195,200 
Denmark                          18,531 
EBRD Shareholder Special Fund                        803,015 
European Commission                     1,000,000 
Germany                        221,712 
Kozloduy International Decommissioning 
Support Fund* 

                    5,644,253 

Luxembourg                          86,800 
Netherlands                        609,609 
Portugal                        479,740 
Spain                     1,556,865 
USA                          49,999 
 Total 10,665,724

 
TC COMMITMENTS BY SECTOR THROUGH EBRD, 2008-2010 
 

Sector TC Commitments (€) 
Agribusiness                        195,200 
Energy Efficiency and Climate Change                     7,472,126 
Municipal Environmental Infrastructure                     2,131,598 
Power and Energy                        335,000 
TAM/BAS                        281,800 
Transport                        250,000 
Total 10,665,724

 
*Kozoduy International Decommissioning Support Fund (KIDSF) 
 
Kozloduy International Support Fund (KIDSF) was established at the EBRD in 2001 
with the purpose of financing projects in support of the decommissioning of Kozloduy 
Nuclear Power Plant Units 1-4, projects in the energy sector consequential to the early 
closure of the four nuclear units as well as energy efficiency measures. 
 
As part of the EU accession process Bulgaria agreed to close Units 1 and 2 in 2003 
and Units 3 and 4 in 2006. The European Community recognised the financial 
consequences of the early closure and committed €870 million for the Kozloduy 
decommissioning programme in the period from 1999 to 2013. Almost all of the EU 
assistance is channelled through KIDSF. As of the end of 2010 the overall 
contributions to KIDSF from the EU and ten governments reached €658 million, of 
which €643 million were from the EU.  
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ANNEX 6 - SELECTED ECONOMIC INDICATORS 
BULGARIA 2005 2006 2007 2008 2009 2010 2011 

      Estimate Projection 
Output and expenditure (Percentage change in real terms) 

GDP 6.4 6.5 6.4 6.2 -5.5 0.2 3.11.6 
     Private consumption 6.7 8.6 9.0 3.4 -7.6 -1.2 na 
     Public consumption 0.4 3.5 0.3 -1.0 -6.5 -1.0 na 
     Gross fixed capital formation 30.7 13.1 11.8 21.9 -17.6 -16.5 na 
     Exports of goods and services -17.5 50.7 6.1 3.0 -11.2 16.2 na 
     Imports of goods and services -7.6 47.7 9.6 4.2 -21.0 4.5 na 
Industrial gross output 10.7 14.4 12.0 4.9 -10.4 -5.0 na 
Agricultural gross output -4.2 1.0 -17.5 29.6 -6.4 -0.2 na 
Employment (Percentage change) 

Labour force (end-year) 0.2 4.1 2.1 0.6 -2.7 -1.1 na 
Employment (average) 2.1 4.4 4.6 3.3 -3.2 -6.2 na 
Employment (end of period) 2.4 5.9 4.6 1.7 -5.7 -4.7 na 
 (In per cent of labour force) 
Unemployment (end-year) 9.9 8.4 6.1 5.0 7.9 11.2 na 
Unemployment (average) 10.1 9.0 6.9 5.6 6.8 10.2 na 
Prices and wages (Percentage change) 
Consumer prices (annual average) HICP 6.0 7.4 7.6 12.0 2.5 3.0 4.63.5 
Consumer prices (end-year) HICP 7.4 6.1 11.6 7.2 1.6 4.4 4.02.7 
Producer prices (annual average) 7.2 8.7 8.0 13.3 -4.3 7.2 na 
Producer prices (end-year) 9.6 6.8 11.2 4.6 -0.7 12.0 na 
Gross average monthly earnings in economy (annual 
average) 10.7 11.3 19.5 26.5 11.8 6.3 na 
Government sector national methodology / cash basis (In per cent of GDP) 

General government balance1 2.9 3.4 3.3 2.9 -0.9 -4.03.9 na 
General government expenditure1 36.7 35.3 36.7 36.5 37.6 38.0 na 
General government debt 29.4 23.4 18.6 15.5 15.6 16.7 na 
Government sector ESA 95 / accrual basis        
General government balance 1.0 1.9 1.1 1.7 -4.7 -3.2 na 
General government expenditure 39.7 34.4 39.7 37.6 40.7 37.7 na 
General government debt 27.5 21.6 17.2 13.7 14.6 16.2 na 
Monetary sector (Percentage change) 
Broad money (M2, end-year) 24.3 26.9 31.3 8.7 4.3 6.4 na 
Domestic credit (end-year)  33.0 15.3 58.8 33.0 6.8 5.1 na 
 (In per cent of GDP) 
Broad money (M2, end-year) 55.5 61.8 69.9 66.1 69.8 72.0 na 
Interest and exchange rates (In per cent per annum, end-year) 
Base interest rate2 2.1 3.3 4.6 5.8 0.6 0.2 na 
Interbank interest rate (up to 1 month) 2.2 3.5 4.8 5.3 0.6 0.2 na 
Deposit rate (1 month) 3.1 3.1 4.0 6.7 6.7 3.4 na 
Lending rate (less than 1 year) 8.6 9.0 8.9 11.2 10.1 8.2 na 
 (Leva per US dollar) 
Exchange rate (end-year) 1.7 1.5 1.3 1.4 1.4 1.5 na 
Exchange rate (annual average) 1.6 1.6 1.4 1.3 1.4 1.5 na 
External sector   

 (In millions of US dollars) 
Current account -3,304.6 -5,658.7 -11,957.1 -12,386.8 -5,073.6 -464.46 na 
Trade balance -5,490.8 -7,028.1 -10,572.0 -12,623.5 -5,673.5 -3,217.4 na 
     Merchandise exports 11,776.4 15,101.4 19,469.0 22,484.2 16,502.7 20,608.2 na 
     Merchandise imports 17,267.2 22,129.5 30,041.0 35,107.7 22,176.2 23,825.6 na 
Foreign direct investment, net 4,004.8 7,582.8 12,903.0 9,194.9 3,348.2 2,274.4 na 
Gross reserves, excluding gold (end-year) 8,519.7 10,941.3 16,487.9 16,815.5 17,127.3 15,420.5 na 
External debt stock 19,383.6 27,223.9 42,563.4 53,006.8 52,336.5 48,669.8 na 
 (In months of imports of goods and services) 
Gross reserves, excluding gold (end-year) 4.9 5.0 5.6 4.9 7.6 6.5 na 
 (In per cent of exports of goods and services) 
Debt service 46.6 30.2 35.0 33.9 42.9 20.2 na 
Memorandum items (Denominations as indicated) 

Population (end-year, million) 7.7 7.7 7.6 7.6 7.6 7.5 na 
GDP (in millions of leva) 45,483.8 51,783.1 60,184.6 69,295.0 68,321.6 70,474.3 76,001.3 
GDP per capita (in US dollars) 3,753.0 4,325.0 5,512.0 6,813.0 6,421.0 6,365.0 na 
Share of industry in GDP (in per cent) 24.5 25.6 27.1 25.3 26.3 26.9 na 
Share of agriculture in GDP (in per cent) 7.7 6.4 5.0 5.8 4.2 4.5 na 
Current account/GDP (in per cent) -11.4 -17.0 -28.4 -23.9 -8.9 1.0 na 
External debt - reserves (in US$ million) 10,864.0 16,282.6 26,075.5 36,191.3 35,209.2 33,249.3 na 
External debt/GDP (in per cent) 66.7 82.0 101.1 104.9 108.0 101.8 na 
External debt/exports of goods and services (in per cent) 119.0 127.7 158.8 180.6 227.0 175.7 na 

1   In 2009 general government balance includes expenditures 

2   Until 2005, effective interest rate at end-month, based on the 
average annual  

     of about 1.8 per cent to GDP, which were committed outside the 
2009 

     yield attained at three-month government securities primary 
auctions.   

     Budget Law.  

     Since 1 February 2005, the simple average of the daily values 
of LEONIA   

   
     (Lev Overnight Index Average), for the business 
days of the preceding month.   
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ANNEX 7 – GENDER EQUALITY 
 
According to the UNDP’s 2010 Human Development Index (HDI), Bulgaria is 
roughly in the middle of the high human development countries, in 58th place. In 
comparison, the Gender Inequality Index, designed to reveal if national human 
development achievements are eroded by gender inequality, shows a much better 
picture. When reproductive health, education, political and labour dimensions of 
gender equality are examined, Bulgaria’s Gender Inequality Index places the country 
respectively much higher in ranking, at 36th place. 
 
 Index/% (1.0m max) Ranking Year 
Human Development 
Index 

.743 58 2010 

Gender Inequality 
Index 

.399 36 2008 

 
Source: UNDP Human Development Index 2010  
 
The labour force participation rate of women decreased steadily from its highest point 
in 1980, when it was at 72.5 per cent, to its lowest point in 2005 at 57.5 per cent. In 
2009 it stood at 62 per cent (compared to 73 per cent for men). According to the ILO 
statistics for 2008, about 21 per cent of the female population in Bulgaria remains 
inactive because of the lack of care services for children and dependents. Throughout 
most of this period, women’s unemployment has decreased consistently and 
significantly from 22 per cent in 1993 to its lowest point in 2008 at 5.7 per cent, and 
thereafter rising only slightly in 2009 to 6.6 per cent (compared to 7.9 per cent for 
men). Women’s unemployment is still lower than that of men which stands at 7.9 per 
cent. 
 
According to the Bulgarian government, women face significant discrimination in the 
labour market, particularly young women, pregnant women, and women over the age 
of 45. Roma women are also at much higher risk of facing multiple forms of 
discrimination in terms of employment. Women also continue to face vertical 
discrimination in the labour market. Sexual harassment in the workplace is also 
reported to be a problem. 
 
The gender pay gap in 2008 was 13.6 per cent, which was significantly lower than the 
European average of 17.5 per cent. This represents a significant decrease over the 
decade, when the gap was 24.2 per cent (2000). According to the Confederation of 
Independent Trade Unions of Bulgaria, the gender pay gap, however, still remains 
very significant in the financial sector at 34.4 per cent, in the healthcare sector at 32.6 
per cent and in the textiles and clothing sector at 31.1 per cent. The gap is largely due 
to occupational segregation: namely that women are in low-paid low status sectors, 
such as education and services.  
 
Women represent 31.5 per cent of leaders of businesses in Bulgaria, which is only 
slightly lower than the European average for female leaders of businesses at 36.6 per 
cent. The rates of female executive leadership in Bulgaria are very high for EU 
standards. According to ILO statistics for 2009, women represent 17 per cent of 
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members of the highest decision making body in publicly quoted companies, which is 
the fourth highest share among all EU countries. 
 
The number of women entrepreneurs in Bulgaria has grown considerably in recent 
years. Women entrepreneurs in Bulgaria are considerably younger and more educated 
than their male counterparts. Numerous women entrepreneurs start their own 
businesses because they feel that they are not given equal opportunities to men within 
established companies. The Bulgarian Chamber of Commerce (2010) concludes that 
62 per cent of Bulgarian women start their business with their own money or money 
received from relatives. However, women entrepreneurs are more likely than men to 
use external services, such as consulting, for all aspects related to their companies. 
Bulgarian women may be risk averse in terms of lending because there are few 
channels for women to find information about risk management strategies, credit and 
professional networking. According to the EBRD BEEPS survey 2008-2009, 31.2 per 
cent of firms within the sample that applied for a loan in the fiscal year 2007 had a 
woman among its owners and 6.9 per cent of these firms were rejected for loans.  
Meanwhile, 67.7 per cent of firms that applied for loans had no females among 
owners and 20.6 per cent of these were rejected for loans. 


