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1. INTRODUCTION  

Financial instruments provide effective approach for the deployment of the resources of 

Cohesion policy to achieve the Europe 2020 strategy objectives. Targeting projects with 

potential economic viability, financial instruments provide support for investments, which 

cannot generate sufficient funding from market sources.  

Besides the obvious advantages of recycling funds over the long term, financial instruments 

help to mobilise additional public or private co-investments in order to overcome market 

failures, in accordance with Europe 2020 and cohesion policy priorities. Their delivery 

structures entail additional expertise and know-how, which helps to increase the efficiency 

and effectiveness of public resource allocation. Moreover, these instruments provide a variety 

of incentives to better performance, including greater financial discipline at the level of 

supported projects.  

Financial instruments are applied for delivering investments for Structural Funds since the 

1994-1999 programming period. Their importance has increased significantly during the 

programming period 2007-2013 and their share has reached almost 5% of the total resources 

of the European Regional Development Fund (ERDF). Expectations are that in light of the 

current economic situation and the increased scarcity of public resources, financial 

instruments will play even stronger role in Cohesion policy in the new programming period.  

Taking into account their importance in the context of the new programming period 2014-

2020 and building on the experience gained in applying them in recent cycles of Cohesion 

policy, the new regulatory framework encourages further increase and strengthening the use 

of financial instruments as more effective and sustainable alternative to complement 

traditional provision of grants. 

The new Regulations provide greater flexibility for Member States and managing authorities 

when designing programmes, both in terms of choosing to support investments through grants 

or financial instruments, as well as in the process of structuring the most appropriate financial 

instruments. From a budgetary perspective, the increase in the use of financial instruments, 

will help Member States and regions to achieve the strategic investment levels needed to 

impplement the Europe 2020 strategy. Moreover, if the financial instruments are better 

tailored to the specific needs of the regions and their target recipients, access to financing can 

be significantly improved for the benefit of a wide spectrum of socio-economic participants.  

At the same time, the successful structuring and implementation of financial instruments 

depends on the correct assessment of gaps and needs of the market. Therefore, in accordance 

with the provisions of the regulation on the General provisions (Commission Regulation (EC) 

No 1303/2013), European structural and investment funds can be used for the support of 

financial instruments but they have to be projected on the basis of an ex ante assessment to 
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establish evidence of market failures or suboptimal investment situations, and the estimated 

level and scope of public investment needs, including types of financial instruments to be 

supported. In addition, the ex-ante assessment helps avoiding the overlap and inconsistencies 

between the funding instruments, performed by different participants at different levels.  

The current "Ex-ante assessment and strategy for the effective implementation of the financial 

instruments under the Operational Program "Competitiveness and innovation" 2014-2020" 

was developed under service contract No 78/30.04.2014 between the Ministry of finance ï the 

Contracting authority and consortium "Partners for European funding"ï the Executer, with the 

subject: "Preparation of ex-ante assessment and strategy for the effective implementation of 

the financial instruments under the Operational Program "Competitiveness and innovation" 

2014-2020".  

The ex-ante assessment is based on the requirements of art. 37 (2) of the Regulation on the 

General provisions and has been prepared in accordance with the  Ex ï ante assessment 

methodology for financial instruments for the 2014-2020 programming period.  

The purpose of the  ex-ante assessment and strategy for the effective implementation of the 

financial instruments under the operational program "Competitiveness and innovation" 2014-

2020 is to provide the Managing authority (MA) with an option for dealing with the identified 

market gaps and inefficiencies in accordance with the objectives of the program, and structure 

financial instruments tailored to the specific needs of the regions and their target beneficiaries.  

This report includes an analysis of cases of market failures, sub-optimal investment situations 

and investment needs, which can be overcomed by financial instruments, aiming at 

contribution to the achievement of the specific programme objectives. 

Within the framework of the report is performed an assessment of the added value of the 

financial instruments, proposed to be supported by the European structural and investment 

funds. Analysis of conformity and consistency with other forms of public interventions aimed 

at the same market, as well as the possible presence of State aid and the proportionality of the 

planned interventions and measures to minimize the distortion of the market are also 

performed in the report. 

Within the fourth chapter is prepared a preliminary assessment of additional public and 

private resources that potentially will be attracted in the use of the financial instrument to the 

level of the final beneficiary (expected leverage effect). This includes evaluation of the need 

for preferential remuneration to attract cross-resources from private investors, as well as its 

size, and description of the mechanisms that will be used to determine the need and extent of 

this preferential remuneration. 

In the fifth chapter are examined the lessons learned from period 2007-2013, based on a 

review of the financial engineering instruments applied in Bulgarian in the period 2007-2013 
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and an assessment of the lessons learned from their application, as are identified the ways to 

apply these lessons in the future.  

Within the framework of the proposed investment strategy is defined the scope and focus of 

the financial instruments, on the basis of performed justification of the strategy in relation to 

the described market analysis and the analysis of the value added. Likewise, the target final 

beneficiaries are identified as well as a feature of the financial products that will be offered is 

made.  

Within the framework of the prepared ex-ante assessment and strategy for the effective 

implementation of the financial instruments are identified and listed the expected results and 

how the financial instruments concerned are expected to contribute to the achievement of the 

specific objectives and results of OPIC 2014-2020. 

In conclusion of this report is considered the possibility of an update of the preliminary 

assessment on the basis of which is also considered an update or refocusing of strategies for 

the realization of FI, which allows for greater flexibility in the programming of ESI. 

2. OVERVIEW OF THE FINANCIAL INSTRUMENTS  

2.1. Justification for the use of financial instruments to improve the 

competitiveness of SMEs 

Article 174 of the Treaty on European Union sets as target for the EU the reduction of 

differences in the development of European regions and the strengthening of the economic, 

social and territorial cohesion. In the period 2014-2020 the ESIF policy has an essential role 

in the achievement of the objectives of Europe 2020 for innovative, sustainable and inclusive 

growth by contributing to the harmonious development of the Union and by reducing the 

disparities in the regional perspective.  

Financial constraints of the public administration focus ESIF policies on results and seek to 

achieve greater efficiency in the use of public funding.  

The Preamble of the Common Provision Regulation emphasizes the importance of FI due to 

their leverage effect, the possibility of combining different forms of public and private 

resources to support public policy objectives and to make financial aid more sustainable for a 

long time through its revolving nature.  

FI encourage Managing Authorities to adopt a more business-oriented approach for the 

administration of public funding to achieve public policy objectives and to presuppose quality 

improvement and financial discipline of the final beneficiaries.  

Financial instruments supported by the CSF Funds should be used for cost-effective response 

to the specific market needs in accordance with program objectives and should not replace 

private financing. Therefore, the decision to finance support measures through financial 

instruments should be taken on the basis of an ex-ante assessment.  
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In the same time, financial instruments should be developed and implemented so as to 

encourage significantly the participation by investors and financial institutions from the 

private sector on the basis of appropriate risk sharing. To be sufficiently attractive to the 

private sector, financial instruments must be developed and implemented flexibly. Therefore, 

managing authorities should make decision about the most appropriate forms for application 

of financial instruments to address the specific needs of the target regions in accordance with 

the objectives of the program.  

 

2.2. Financial instruments used in the previous programming period  

Financial instruments are used in the implementation of projects with structural and cohesion 

funding from the 1994-1999 programming period. Their role increased significantly during 

the previous programming period 2007-2013, representing approximately 5% of the ERDF 

budget and 0.7% of the ESF budget.   

During the programming period 2007-2013 FI were used to support SMEs, urban 

development and energy efficiency, they are presented in Table 1:  

Types of FI Types of support Number of FI 

Support for SMEs through 

ERDF 

 

Loans for SMEs 831 

Guarantees   

Co-financing 

Venture capital  

Equity  

Mezzanine finance   

Urban development Investment loans  56 

Guarantees   

Co-financing 

Equity 

Mezzanine finance    

 

Energy efficiency and 

renewable energy  

Investment loans  20 

Equity  

Mezzanine finance     

Support for SMEs through 

ESF 

Mainly loans  33 
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In Bulgaria in the previous programming period, the support for SMEs through ERDF ï the 

JEREMIE initiative is implemented through the following products:  

Instrument   Description  

Financial 

instrument  

Guarantees 

covering 

losses on a 

loan 

portfolios - 

JER 009/2 

 

The goal of providing guarantees for loan portfolios to stimulate bank lending to micro, 

small and medium enterprises by providing guarantees to financial intermediaries in order 

to reduce the particular difficulties SMEs face in need of access to finance, lack of sufficient 

collateral, high interest rates of credit resources, and relatively high risk with which SMEs 

are estimated by banks.  

Financial resource: The total budget of the instrument set within the JEREMIE initiative in 

Bulgaria, is worth ú 60.2 million, and the total budget of the instrument that is available to 

the Bulgarian business (taking into account the funding provided by financial 

intermediaries) is worth ú301 million.  

Financial intermediaries:  

ĂCibankñ EAD; 

ĂProcredit Bank Bulgariañ EAD; 

ĂUniCredit Bulbankñ AD, 

ĂRaiffeisen Bulgariañ EAD, 

ĂUnited Bulgarian Bankñ AD. 

Financial 

instrument 

ĂFinancing 

through risk 

sharing ï JER 

009/6ñ 

The purpose of this financial instrument is to provide loans with low interest rate to micro, 

small and medium enterprises (SMEs) in order to reduce the particular difficulties SMEs 

face in need of access to finance as a result of the discrepancy between interest rates offered 

by banks and those businesses can afford.  

Financial resource: The total budget of the instrument determined under the JEREMIE 

initiative in Bulgaria is with an initial amount of ú 200 million. Since the requirement for 

financial intermediaries to double the received public funding through the initiative, the 

total budget, with private funding granted by the financial product reaches ú 400 million.  

Financial intermediaries:  

ĂAllianz Bank Bulgariañ AD; 

ĂProcredit Bank Bulgariañ EAD; 

ĂUniCredit Bulbankñ AD, 

ĂRaiffeisen Bulgariañ EAD,  

ĂFirst Investment Bankñ AD. 

ĂSociete Generale Expressbankñ AD, 

ĂDSK Bankñ EAD. 

Startup funds 

- Launchub 

and Eleven 

 

The main purpose of the instrument is to support start-ups at an early stage of development, 

which takes the form of equity and quasi-equity. The concept of this tool is aimed at 

achieving the synergies of two complementary instruments with different investment 

strategies that aim to ensure a smooth and safe transition from one stage of development to 

another one for start-up entrepreneurs who aim to develop an idea and its commercialization 
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Eleven Fund 

 

 

 

 

 

 

 

 

 

 

 

Launchub 

Fund 

 

on the market.  

Eleven Fund provides an opportunity to invest in startups that specialize in different 

sectors, but priority is given to companies from the following sectors: 

ICT - web applications and services, mobile applications and services, e-commerce, 

gaming, online media, software etc.  

Green technologies - energy efficiency, sustainable construction, prevention from water 

pollution, etc. 

Services and consumer goods - education (online, digital, interactive), health, organic foods 

and more.  

Social sphere.  

Financial resource: During the period 2012-2015 the resources of Eleven are ú 12 million 

that it will invest in about 200 innovative startups in various sectors. At the initial stage, 

each project can receive funding of up to ú 25,000 and participation in the mentoring 

program of the Fund. 

 

The application for the initial funding of ú 50,000 for the Accelerator Program is only the 

first level that a company must go through to get the latest SEED funding (of up to ú 150 

000).  

Companies that could benefit from funding should be startups with qualitative and 

innovative ideas with high potential for commercialization. In the case of Launchub 

companies in which fund managers would invest are placed in the ICT sector, as key 

challenge for Launchub is the fact that all funds for the startup funding compete for 

innovative ideas not only on a regional and national level, but also on the global level.   

Financial resource: Selected companies receive ú 30,000 in the first stage of the program, 

while they also have opportunities for training, mentoring and access to a variety of events 

on which to promote their business. In the case of an established success in the development 

of a company, the Launchub Fund can continue to invest additional capital of up to ú 

170,000 and to increase its share in the company.  

Mezzanine 

fund 

 

The main task of the Mezzanine Fund is to provide funding opportunities for growth and 

export orientation to funded enterprises, purchase and capital restructuring in the lower 

segment of SMEs.  

Basic requirement for eligibility is that companies should be small and medium-sized 

enterprises, and in some cases mid-caps companies are also eligable, but the Fund will not 

grant more than 30% to the last group. These companies should not be enterprises in state of 

crisis. The type of investments to be made by the Mezzanine Fund falls into the category 

hybrid debt/ equity in the form of an equity or equity-like instrument combined with a loan.  

Financial resource: The total capital of the Mezzanine Fund equals ú 60 million, but ú 30 

million will be financed by the JEREMIE Holding Fund (50% of its planned capital), and 

the other ú 30 million will come from private funding.   

Joint Funding 

Fund (Co-

investment 

Fund) 

The co-investment instrument will allow investments in the form of venture capital in the 

early stages of development of a company, in the "growth" stage or mezzanine type 

financing, taking the form of equity and quasi-equity financing. All investments made 

through the Co-Investment Fund should be mainly in new investment ventures and in the 

form of an agreement for the purchase of new shares. Buyouts/ acquisitions of companies 

are not permitted.  



 

13 

   
 
This document was created with financial support of Operational Programme "Technical Assistance" co-financed by the European Union 

through the European Regional Development Fund  

Project ˉ 0114-CO-1.2 "Improving the Performance of the Certifying Authority for the certification of expenditure 2013-2015" BG 161 PO 
002-1.2.01-0012 

Basic requirement for eligibility is that companies should be small and medium-sized 

enterprises, and in some cases mid-caps companies are also eligable, but the last group will 

not be granted more than 30% of the funds. These companies should not enterprises in state 

of crisis.  

Financial resource: The kind of investments that will be made through the Co-Investment 

Fund fall within the category of equity where the percentage of participation in each of the 

transactions will be subject to negotiation. 

Risk Capital 

Fund NEVEQ 

II  

The Risk Capital Fund is targeted at micro, small and medium enterprises, which are 

specialized in the field of high technology and have difficulties in raising capital to support 

their growth. These companies should not be enterprises in state of crisis. The fund makes 

investments in the form of equity or quasi-equity financing. 

Financial resource: It is distributed by the JEREMIE Holding Fund and is worth ú 21 

million or 70% of the total fund size. The remaining 30% will come from private 

investment and as a result of this will be raised additional ú 30 million. Investments made 

by the Risk Capital Fund are subject to State aid regime defined by Regulation 800/2008, 

and implemented by the Republic of Bulgaria through the State Aid scheme for venture 

capital.   

 

Before 31.12.2013 the Holding Fund contracted more than 93% of the allocated funds under 

the Operational Programme. The absorption rate of the instruments is 56%, which, given the 

late start of the initiative, is a significant progress. Most successful in terms of absorption is 

the guarantee instrument (91% at the end of 2013). Given that the Risk Sharing Instrument 

actually began its operation, the 44% reached in 2013 also outline good perspectives 

2.3. Possible applications of financial instruments 

The possible governance structures of FI, respectively the flow of investment funds and types 

of financial instruments, arise from the definitions in Art. 37 of the Regulation (EC) ˉ 

1303/2013 of the European Parliament and the Council from 17 December 2013 laying down 

general provisions on the European Regional Development Fund, the European Social Fund, 

the Cohesion Fund, the European Agricultural Fund for Rural Development and the European 

Maritime and Fisheries Fund, defining the general provisions on the European regional 

Development Fund, the European Social Fund, the Cohesion Fund and the European 

Maritime and Fisheries Fund, and repealing the Regulation (EC) ˉ 1083/2006 of the Council.   

 

2.3.1. Possible levels of implementation of the financial instruments  

According to the Art. 38 the MA has the ability to implement the following levels of 

application of the FI: 

a) financial instruments set up at the Union level managed directly or indirectly by the 

Commission. For the development of SMEs financial instruments, structured within the 

Community programs COSME and Horizon 2020, and the initiative for SMEs (SME 

Initiative) are applicable. 
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b) financial instruments set up at national, regional, transnational or cross-border level, 

managed by or under the responsibility of the Managing Authority. 

 

2.3.2. Possible types of financial instruments 

Possible types of financial instruments are: financial instruments meeting the standard 

conditions set by the Commission and managed at the EU level which are already existing or 

newly created financial instruments designed to achieve specific objectives set out within the 

relevant priority.  

 

2.3.3. Investment funds flow 

When considering the use of FI set up at national, regional, transnational or cross-border 

level, managed by or under the responsibility of the MA, the MA can apply the following 

options for standard or specialized products:   

¶ to invest in the equity of existing or newly created entities, including those financed by 

other European structural and investment funds for financial instruments that meet the 

objectives of the relevant European structural and investment funds to take 

implementation tasks; 

¶ to entrust tasks to: 

i) EIB; 

ii) international financial institutions, in which a Member State is a shareholder or financial 

institution established in a Member State and aiming at achieving public interest under the 

control of a public authority;   

iii) public or private organization; or 

to take direct implementation tasks in case of financial instruments, consisting of loans or 

guarantees.  

The MA may use the following types of financial instruments: 

a) standard financial instruments; 

b) financial instruments that are specifically designed to achieve specific national needs.  

The possible applications of financial instruments are discussed in detail in Section 7 of the 

current assessment. 
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3. ANALYSIS OF MARKET FAILURES (INEFFICIENCIES), SUB -OPTIMAL 

INVESTME NT SITUATIONS AND INVESTMENT NEEDS  

3.1. Identifying present market failures  

3.1.1. Analysis of the economic situation in Bulgaria  

SWOT of macroeconomic framework 

Strengths Weaknesses 

¶ Macroeconomic stability and low 

taxes  

¶ Stable and predictable fiscal policy  

¶ A trend towards lower interest rates  

¶ A decrease in the level of bad loans 

after reached very high levels  

¶ Retention of stable capital adequacy 

of the banking system  

¶ Downward trend in the banking 

foreign debt  

¶ Good level of liquidity of the 

Bulgarian banking system  

¶ Stable growth of deposits  

¶ Active presence of leading 

multinational companies  

¶ Reducing the share of shadow 

economy  

¶ Moderate growth of the banking 

sector  

¶ Sustainable and affordable industrial 

properties (to attract foreign 

investors)  

¶ Affordable cost of labor (to attract 

foreign investors)  

¶ SMEs in Bulgaria contributed to 75% 

of employment (68% in the EU) and 

62% of value added (58% in the EU) 

¶ The economy continues to operate 

well below its potential  

¶ Orientation to the low technological 

economy  

¶ Decline in corporate loans granted  

¶ High levels of corruption than in 

Eastern Europe and Central Asia  

¶ Lack of confidence in the judicial 

system on the part of the business  

¶ Administrative barriers to the creation 

and management of business in 

Bulgaria; their level is above the EU 

average  

¶ Labour productivity in all sectors in 

Bulgaria is below the EU average  

¶ Low purchasing power of the 

population  

¶ Deflation since the beginning of 2014 

(pointing to stagnation of the 

economy)  

¶ Negative long-term forecast of the 

labor force in the country (following 

the pan-European trend of population 

aging)  

¶ Lack of sufficient political stability to 

ensure adequate predictable economic 

environment for foreign investors  

¶ Presence of high inter-company 

indebtedness, which adds to the need 

to provide additional working capital 

(including through external 

financing)  



 

16 

   
 
This document was created with financial support of Operational Programme "Technical Assistance" co-financed by the European Union 

through the European Regional Development Fund  

Project ˉ 0114-CO-1.2 "Improving the Performance of the Certifying Authority for the certification of expenditure 2013-2015" BG 161 PO 
002-1.2.01-0012 

¶ Still high level (above average for the 

region) of administrative burden in 

servicing entities in the economy  

¶ Lack of sufficient relation between 

business and academia to support 

innovation activities of SMEs in 

Bulgaria  

¶ High average age of equipment of 

Bulgarian SMEs (the manufactirung 

equipment of 45.5% of the enterprises 

is over 10 years old, and of 72.8% - 

more than 5 years old)  

¶ Bulgarian SMEs in the sector of high- 

and medium-tech industries are only 

0.8% of all enterprises (2% in the 

EU) and only 16% of the enterprises 

are in the sector of knowledge- 

intensive services (28% in the EU)  

¶ Lack of an effective framework for 

intellectual property protection  

¶ Lack of adequate infrastructure in 

many places, which hinders the 

development of business in the region 

Opportunities Threats 

¶ Attracting FDI  

¶ Improve utilization of European funds  

¶ Reduction in the share of shadow 

economy  

¶ Improvement of education quality in 

the areas of entrepreneurship and 

innovation  

¶ Increase in tax collection, levies, 

duties, VAT, etc.  

¶ Formulation of economic policy 

priorities more closely with business 

organizations  

¶ Development of e-government as a 

pledge to ease the administrative 

burden in the service of legal entities 

in Bulgaria 

¶ Slow economic growth  

¶ Low levels of investment in R&D  

¶ Reduction in SMEsô investment 

activity  

¶ Keeping the high costs of doing 

business in Bulgaria  

¶ Maintaining high levels of 

administrative burden for the business  

¶ Further reduction in the share of the 

European market for Bulgarian 

products due to increase in the 

competition from third countries  

¶ Further deepening of regional and 

intra-regional disparities in the 

country  

¶ Maintaining high levels of inter-

company debt  

¶ Maintaining low labor productivity in 
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Bulgaria compared to average EU 

levels  

¶ Further deepening of the processes of 

reduction in forein investorsô 

investment activity  

¶ Lack of improvement in the provision 

of effective protection of intellectual 

property 

3.1.1.1. Macroeconomic characteristics  

A. GDP, exports and imports  

The key challenge for the Bulgarian economy is the speed of its recovery. Bulgaria is 

experiencing macroeconomic imbalances, in particular relating to the high stock of external 

liabilities, the economic impact of deleveraging in the corporate sector as well as the 

protracted adjustment of the labor market.
 1
 The recovery in Bulgaria is slow and the economy 

continues to operate considerably below its potential. After a moderate rebound in 2011, 

growth has remained under 1% in 2012-2013 and is projected to pick up only slowly over 

2014-2015.
 2
 

In 2012, the Bulgarian economic growth slowed to 0.6% by 1.8 percent for 2011, this was due 

to weaker external demand, which impacted negatively exports. Domestic demand growth for 

the year was formed. For the first time since the beginning of the crisis the investments 

reported improvement compared to the previous year. With the largest contribution to the real 

growth of the GDP were household consumption and stocks.
3
  

On the supply side, the greatest contribution to the reported delay of output and value added 

in Bulgaria had export-oriented industries. The dynamics of the industry in Bulgaria is 

determined largely by external demand, as about 40% of the turnover in the industry is 

realized on the foreign markets. As a result of the unfavorable development of the external 

environment, industrial production and sales in Bulgaria began to slow down from the second 

quarter of 2011 and recorded a comparatively poor performance in 2012.
4
  

According to National statistical institute (NSI) GDP growth in 2013 is only 0.9%.
5
  Although 

the inhibitory effect of imbalances accumulated during the years of Ăboomñ gradually 

decreased, it continued to slow the pace of recovery of economic activity and employment. 

                                                 
1
 EC, DG for Economic and Financial Affairs, Occasional Papers 173, March 2014: Macroeconomic Imbalances 

Bulgaria 2014. 
2
 EC, DG for Economic and Financial Affairs, Occasional Papers 173, March 2014: Macroeconomic Imbalances 

Bulgaria 2014. 
3
 MF, Directorate General for Economic and Financial Policy: Bulgarian economy in 2012, Annual report. 

4
 MF, Directorate General for Economic and Financial Policy: Bulgarian economy in 2012, Annual report. 

5
NSI, July 2014: Key indicators for Bulgaria.  
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The political instability during most of 2013 also became a factor hindering the processes of 

recovery of the economy.
6
  

Chart 1: GDP Growth (%)  

 

Source: NSI 

 

Net exports were the main driver of growth in 2013. In the second half of 2013, the dynamics 

of exports and imports were determined by declines in international prices of important 

foreign trade commodity exchange for Bulgaria. The recovery of the external demand for 

Bulgarian goods also had an impact on export growth. In the third quarter the growth rate of 

exports accelerated to 7.6% per annum against 3.2% in the second quarter. Imports of goods 

increased in nominal value by 4.7% annually against a decrease of 4% in the second quarter. 

For January - November 2013 the nominal export growth was 7.2%, while imports increased 

by 1%. Real annual growth of exports in the fourth quarter of 2013 was 13.0% and this 

growth reflected the continuing recovery in external demand for Bulgarian goods at the end of 

the year. The real growth of goodsô import in the fourth quarter slowed to 6.0% annually 

(9.1% in the third quarter).  

According to preliminary data, the Gross Domestic Product (GDP) in the first quarter of 2014 

is 16 097 million leva in current prices. This accounts for 2222 leva of the index value per 

capita. In Euro the GDP amounts to 8230 million, accounting for ú1,136 per capita. 

Seasonally adjusted figures show a growth of 1.2% in GDP for the first quarter of 2014 

compared to the corresponding quarter of the previous year.
7
  

This increase is a result of growth in domestic demand. This is true for the changes in the 

structure of GDP growth, net exports being the main driver of growth for 2013. The recovery 

                                                 
6
 UniCredit Bulbank, DG Finance, Sector "Economic studies ", December 2013: Comment on prospects for the 

Bulgarian economy in 2014. 
7
 NSI, July 2014: Key indicators for the Bulgaria. .NSI, July 2014  
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of domestic demand led to increased growth of imports, while export growth slowed down. 

Growth value added increased by 2% annually, as a result of the accelerated industry growth. 

The branches in the services sector have also been making a positive contribution, while the 

added value in construction remained almost unchanged.
8
   

According to balance of payments data, in January 2014 exports reported an annual decrease 

mainly due to a base effect reflecting their unusually high level in 2013. Over the same period 

imports increased on an annual basis probably due to the recovery in consumer demand, as 

judged by the short-term economic indicators for retail trade turnover and consumer 

confidence.
9
  

Industry contributed most to economic activity growth; value added growth in the sector 

reflecting export growth and investment activity improvements over the second half of 2013. 

This is evident from the increasing receipts from sales realized on the external market and 

domestic sales of investment goods observed in the fourth quarter of 2013. On the other hand, 

the decrease in total industrial sales realized on the domestic market in the fourth quarter of 

2013 reflected sluggish domestic demand. Lower industrial firmsô expectations about the 

production assured with orders, which were reported in the first quarter of 2014, also support 

this fact. By January 2014 the turnover in industry went down due to the one-off drop in 

domestic sales revenue, on the one hand, and as a result of the continuous fall in industrial 

producer prices, on the other hand. The production in this sector rose in January 2014 on the 

back of improved industrial firmsô expectations about the future economic activity; this 

resulted in growing current inventories given the lower revenue from sales.  

The production in this sector rose in January 2014 as a result of the improved industrial firmsô 

expectations about the future economic activity; this resulted in growing current inventories 

given the lower revenue from sales. According to NSI survey observations for the first quarter 

of 2014, firmsô managers in the industrial sector also reported accumulated inventories. 
10

  

The level of the utilized production capacity in the industrial sector reported in the beginning 

of the first quarter of 2014 went up slightly in line with Januaryôs higher industrial output 

growth (up 1.4 per cent) compared with that in December 2013. Nevertheless, the rate of 

capacity utilization did not exceed significantly that of recent quarters, meaning that there is 

no need for firms to expand their production capacity in the context of still weak demand.  

Services sub-sectors, such as creation and dissemination of information and author products, 

telecommunications and public services, contributed most to the value added growth for the 

economy in the fourth quarter of 2013.  

Construction had the main negative contribution to growth in gross value added in economy 

over the fourth quarter of 2013. Decreases in the number of building permits and house prices 

over the fourth quarter of 2013 give grounds for concluding that demand on the housing 

market continued to shrink. However, January 2014 data on construction index point to a 

                                                 
8
 MF, may 2014: Bulgarian economy, monthly overview. 

9 BNB: Economic review 1/2014. 
10

 BNB: Economic review 1/2014. 
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significant increase in civil and engineering construction which is likely to have a positive 

effect on the economic activity in this sector. 

Chart 2: Export and Import Dynamics 

 

Source: BNB: Economic review 1/2014 

Chart 3: Contributions to GDP growth 

(p. p. on an annual basis) 

 

Source: MF, May 2014: Bulgarian economy, monthly overview 

B. Inflation  
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In the second half of 2013 there has been a tendency towards decrease in the consumer price 

index on an annual basis, which continued during the first two months of 2014. In February 

the annual reduction of the harmonized index of consumer prices was -2.1%, and the average 

inflation rate was negative (-0.3% to 0.4% in 2013).
 11

  

 

Lower than expected inflation in early 2014 reflects the impact of both domestic and external 

factors. The ongoing decrease in oil prices on international markets together with the slight 

appreciation of the euro which led to a fall in fuel prices played a decisive role for stronger 

consumer price deflation in the first two months of the year. In early 2014 new reductions in 

some of the administered prices were approved which were not taken into consideration in the 

previous projection. The sizeable decrease in transport services prices resulting from the 

methodological change in air fare reporting and the stronger rate of decline in non-foods 

(excluding fuels) added further to higher overall deflation.).
12

  

 

3.1.1.2.  External environment  

Global economic environment continued to improve slowly in early 2014. Euro zone and US 

economic indicators exhibited improvements, while expectations in the Chinese 

manufacturing sector declined further, signaling economic growth slowdown. At the end of 

2013 and the beginning of 2014 world trade volumes continued to increase. Based on leading 

economic indicators and the positive world trade developments, global economic activity is 

expected to retain its gradual upward trend over the second and third quarters of 2014, with 

developed economies contributing most significantly to the growth. Global inflation 

continued to slow down on an annual basis, reflecting mainly the weak price dynamics of 

major commodities and energy products traded on international markets.
13

 

 

In the fourth quarter of 2013 real GDP in the euro area grew by 0.5 per cent on an annual 

basis against a 0.3 per cent decline in the previous quarter. Data suggest divergent real GDP 

rates of change across euro area countries. Economic growth in Germany and France 

accelerated to 1.4 per cent (from 0.6 per cent in the third quarter) and 0.8 per cent (from 0.3 

per cent in the third quarter) respectively. The decline slowed down to -0.2 per cent in Spain 

(-1.1 per cent in the previous quarter) and -0.9 per cent in Italy (-1.9 per cent in the previous 

quarter). The largest GDP drop was reported in Cyprus (-5 per cent) and Greece (-2.6 per 

cent) and the strongest growth was observed in Latvia (3.7 per cent) and Malta (2.2 per 

cent).
14

  

Leading economic indicators continued to improve in early 2014, with the EC economic 

sentiment indicator for the euro area rising to 102.4 in March, from 101.2 in February, and the 

business climate indicator came to 0.39, from 0.36 in February.  

 

Chart 4: Contribution to Real GDP Growth in the Euro Zone by 

                                                 
11

 BNB: Economic review 1/2014. 
12

 BNB: Economic review 1/2014. 
13

 BNB: Economic review 1/2014. 
14

 BNB: Economic review 1/2014. 
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Components (Quarterly)  

 
Euro area economic indicator analysis gives grounds to expect weak economic growth in the 

euro area over the second and third quarters of 2014. According to the latest ECB forecasts of 

March 2014, GDP growth will range between 0.8 and 1.6 per cent in 2014 (previous forecast: 

between 0.4 and 1.8 per cent) and between 0.4 and 2.6 per cent in 2015.
 15 

Expectations are that the recovery of the euro zone will continue to support Bulgarian exports. 

3.1.1.3.  Demographic characteristics  

 

Bulgaria is in the midst of a significant demographic transition. Total population is estimated 

to decrease from 7.4 million in 2012 to 5.5 million by 2050, which accounts for a total loss of 

26.7% of the current population. In annual terms, such a reduction in size is equivalent to a 

negative 0.78% growth rate on average. According to United Nations estimations, this 

constitutes the highest rate of decrease in population in the world within the next half century. 

In comparison, the population in Europe is expected to shrink by 0.12% per year, whereas the 

world population is expected to grow by a 0.78% annually in the same period.
 16

 

 

The reduction in Bulgarian population is expected to be more pronounced for economically 

productive age groups. The working age population (individuals who are aged between 15 

and 64) is expected to shrink by 35% in the same period, reaching to 3.3 million from about 5 

million. As a result, the old age dependency ratio, which is defined as the ratio of elderly 

population (aged 65 and above) to the working age population, will increase from 27% in 

2012 to 51% by 2050. 
17

  

 

The reduction of population and the enhancement of the old age dependency ratio is expected 

to affect negatively economic growth in the long term, not only by decreasing it, but also by 

                                                 
15

 BNB: Economic review 1/2014. 
16

 Onder H., Pestieau P., Leyy E, February 2014: Macroeconomic and Fiscal Implications of Population Aging in 

Bulgaria, Policy Research Working Paper 6774, The World Bank. 
17

 Onder H., Pestieau P., Leyy E, February 2014: Macroeconomic and Fiscal Implications of Population Aging in 

Bulgaria, Policy Research Working Paper 6774, The World Bank. 
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significantly increasing public expenditures, leading to significant risk of non-compliance 

with the Maastricht criteria which restrict public debt to 60% of GDP.
 18

 

 

3.1.1.4.  Labor market  

Employment continues to grow in the first quarter of 2014, reaching 0.3% growth on an 

annual basis, primarily as a result of positive developments in agriculture sector. There has 

been no change in unemployment rate levels from the last quarter of 2013, remaining at 13%, 

however reporting decline on an annual basis for the first time since the beginning of the 

crisis by 0.8 percentage points.
 19

 

In the first quarter of 2014 the total number of employed people aged 15 and more years is  

2 894.1 thousand and their relative share of the population in the same age group is 46.5%, 

increasing by 0.9 percentage points as compared to the first quarter of 2013.  

In the first quarter of 2014 unemployed people in the country are 433.0 thousand, and the 

unemployment rate is -13.0%. Compared with the first quarter of 2013, in the first quarter of 

2014, the number of unemployed is 5.1% lower and the unemployment rate has decreased by 

0.8 percentage points. 

According to NSI business surveys in May 2014, 11.1% of the industrial enterprises indicate 

the lack of labor force as an embarrassment for their activity.
20

  

 

Chart 5: Youth unemployment 

 

Source: Uni Credit Bulbank, DG ĂFinanceñ, Sector ĂEconomic studiesñ, June 2014 

                                                 
18

 Onder H., Pestieau P., Leyy E, February 2014: Macroeconomic and Fiscal Implications of Population Aging in 

Bulgaria, Policy Research Working Paper 6774, The World Bank. 
19

 MF, May 2014: Bulgarian economy, monthly review. 
20

 NSI, July 2014: Key indicators for Bulgaria. 
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3.1.1.5.  Factors affecting allocation and demand for bank loans  

Macroeconomic environment is among the main factors affecting banksô lending policy in 

2013. This factor influenced to a greater degree corporate loans, which slowed down their 

growth in the third quarter of 2013. According to the banks, there are not enough creditworthy 

customers. 

Households income is the next important factor: during the third quarter of 2013 there was 

minimum decrease of employment rates on an annual basis and slow growth of the average 

wage, which suggests that the influence of this factor is rather in a negative direction. This is a 

signal for banks to be more cautious, which can be traced through the higher weighted 

average interest rates during the period and consequently lower volume of new loans relative 

to the previous quarter.
21

  

Liquidity and competition of local banks are also among the important factors, but their 

degree of importance is relatively low. The lower importance of liquidity is due to the fact 

that traditionally accepted deposits exceed granted loans, which leads to excess liquidity of 

banks. At the same time, the limited impact of internal competition can be explained by the 

fact that at this stage banks probably rely mostly on approved solvent clients and the fight for 

market share is not that essential.  

The last factor which is considerably important is the share of non - performing loans. After 

being on similar levels in several consecutive quarters, it can be assumed that the level of bad 

loans has passed its peak.  

Financing by foreign financial institutions is a factor which noticeably decreases its 

importance from a year earlier. This is logical after all local banks to a model of funding also 

searched by residents. This is logical, as all local banks opted for a model of funding by 

residents.
22  

 

Graph 6: Factors affecting granting of bank loans  

                                                 
21

 Ministry of Finance, Directorate General for Economic and Financial Policy: Financial Sector: Estimates and 

Expectations, number 4/2013. 
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 Ministry of Finance, Directorate General for Economic and Financial Policy: Financial Sector: Estimates and 

Expectations, number 4/2013. 
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Note: factors, closest to the center, are the most significant, and the more remote ones are 

relatively less important. 

Source: Ministry of Finance, Directorate General for Economic and Financial Policy: 

Financial Sector: Estimates and Expectations, number 4/2013. 

The two most significant factors for credit lending ï macroeconomic environment and 

households income also determine demand for credits in the third quarter of 2013. The higher 

than expected economic growth in the period is mainly due to exports. This suggests that 

companies in the commercial sector are generally in better condition than those in non-

commercial sectors, thus with better credit worthiness. Many studies, however, suggest that 

companies in the commercial sector generally rely to a relatively small degree on credit 

funding and prefer to use their own resources. At the same time, due to weak domestic 

demand non-commercial sectors have a disadvantage. This has a negative impact on their 

creditworthiness and respectively on their access to credit. Generally, demand for loans from 

local businesses remains very low and its recovery will most likely follow the recovery of 

domestic demand.  

Labor market dynamics remains a limiting factor for the growth of loans for households. With 

the same degree of importance is the need for working capital. Apparently, some companies 

still have to cover the current liquidity needs with borrowed funds, especially given the high 

intercompany indebtedness.  
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A factor that probably had positive influence and is the last significant for the demand for 

loans are more favorable loan conditions. At the moment interest rates (except on consumer 

loans) are at very low levels due to the over liquidity of banks and that probably contributes to 

the attraction of solvent clients. For consecutive quarter the offering of new products and the 

need for financing major investments are proving to be less important factors, whereby 

explanations for the total demand for loans are valid. Consumer prices dynamics and the 

alternative for corporate financing via the capital market did not affect demand for bank loans 

during the period under review.
23

  

Graph 7: factors affecting the demand for bank loans  

 

Note: factors, closest to the center, are the most significant, and the more remote are 

relatively less important. 

Source: Ministry of Finance, Directorate General for Economic and Financial Policy: 

Financial Sector: Estimates and Expectations, number 4/2013. 

3.1.1.6. Overview of the Bulgarian banking sector 

 

Table 1: Basic indicators: 

Indicator 2013 2012 Change 

Å Growth of the Bulgarian 

banking sector remains moderate 

in 2013. Assets increased by 4% 
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 Ministry of Finance, Directorate General for Economic and Financial Policy: Financial Sector: Estimates and 

Expectations, number 4/2013. 
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Assets 

billion.BGN 
85.7 82.4 +4.0% 

Capital 

billion. BGN 
11.2 10.9 +2.9% 

Net profit, 

mln. BGN 
584.9 566.8 +3.2% 

Net interest 

margin 
4.42% 4.64% -0.22 ʧ.ʧ. 

LTD 90.7% 91.1% -0.4 ʧ.ʧ. 

ROAA 0.70% 0.71% -0.01 ʧ.ʧ. 

ROAE 5.31% 5.32% -0.01 ʧ.ʧ. 

CIR 53.4% 51.8% 
+1.6 ʧ.ʧ. 

 

Source: BNB 

 

Chart 8: Assets, credits and deposits ï growth 

on an annual basis 

 

Source: BNB 

 

Chart 9: Net profit ï volume and annual growth  

 

Source: BNB 

 

Chart 10: Credits and the ratio of credits to 

from a year earlier, reaching  85.7 

billion leva. Problem loans 

proportion remains relatively high 

ï 22.6%; 

Å Profit slightly increases on an 

annual basis, reaching 585 million 

leva, yet fragmentation remains 

high, with the first three banks 

generating nearly 80% of the total 

profit for the system; 

Å Worse financial result, compared 

to the years before the crisis, 

contributed to lower financial 

indicators, ROAA reaching a 

level of  0.7%, and ROAE ï 

5.31%. The ratio of revenues to 

expenses improved slightly, 

reaching 53.4%; 

Å Å There is a positive effect due to 

the ongoing process of reduction 

of the external debt and the 

significantly slowing growth of 

problem loans to 0.2% on an 

annual base; 

Å Credit risk is also decreasing, 

positively influenced by the 

process of derecognition and sale 

of loans;  

Å Capital adequacy ratio remains 

stable (16.8%) as the banking 

system in the country is in a more 

favourable position than other 

banking systems in the EU;  

Å Lending remains on low levels, 

yet compared to a year earlier the 

total volume of loans increased by 

4.7%. The higher growth of 

deposits of 5.1% lowers the ratio 

of loans to deposits to 0.91, or 

close to the levels of 2007.  
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assets 

 

Source: BNB 

Chart 11: Loans by industries 

 

Source: BNB 

Chart 12: Quality of credits 

 

Source: BNB 

 

 

 

 

 

 

 

Å Net interest margin shrank to 

4.42%, due to the current 

relatively high level of interest on 

the deposits. A further decline in 

interest rates on deposits is 

expected in 2014, due to low 

inflation;  

Å Bank crediting continues to slow 

down as corporate loans and those 

of individuals and households 

increased in 2013 by 0.4% 

compared to 3.6% a year earlier, 

significant increase is recorded for 

loans to credit institutions (40%) 

and central governments (by 

113%). Despite achieving growth 

in the loans to assets ratio to 

nearly 76%, it should be pointed 

out that the demand for new loans 

is low and according to forecasts 

this trend is going to continue in 

the short term. In the long term 

there is a potential for growth; 

Å A stable growth of deposits is 

reported, which is expected to 

continue, despite the decrease in 

interest rates on deposits; 

Å There is a trend for decrease of 

the share of corporate loans - by 

2013 their share amounts to 56% 

of all loans; 

Å The ongoing process of 

restructuring of the banking 

system led to the first acquisition 

since 2006, future sales or 

mergers remain possible. This is 

expected to influence positively 

the efficiency of the banking 

system; 

Å The risk of accumulation of 

losses remains high, and the trend 

in cases of impairment of 

corporate loans remains relatively 

constant; 
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Chart 13 Net interest margin 

 

Source: BNB 

 

Å There is decline of problem 

loans in some economic sectors, 

making them attractive again 

for crediting ; 

Å There is a trend towards 

increase of banksô financial 

assets, reaching a level of 10.3% 

in 2013 of total assets, compared 

to 9.7% in 2012, and a trend for 

banks to invest their free 

financial resources in financial 

instruments; 

Å Liqu idity of the banking system 

remains at a good level; 

Å The trend of improvement of the 

economy, the high volume of 

attracted funds and the decline of 

interest rates will contribute to an 

increase of lending in the 

upcoming years. 

An extended version of the 

overview of the Bulgarian banking 

sector is included in Annex 1. 

 

 

3.1.2. Analysis of market weakness affecting business environment  

According to a Survey conducted by the World Bank in 2013 on the main business 

environment obstacles, 28% of the companies indicate the informal sector as the main 

constrain, followed by political instability indicated by 15% and corruption - by 13%. 

Chart 41 presents the top 10 constraints as identified by firms in Bulgaria benchmarked 

against the regional average.  
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Chart 14, Source: World Bank, April 2014: The Enterprise Survey, Bulgaria Country Profile 

2013. 

 

This section provides an analysis of the main business environment obstacles identified by 

firms in Bulgaria by major groups.  

 

3.1.2.1.  Crime and informal sector 

Crime worsens the overall business climate and is a serious obstacle to the development of 

companies for several reasons. First of all, crime imposes costs on firms when they are forced 

to divert resources from productive uses to cover security costs. On the other hand, both 

foreign and domestic investors perceive crime as an indication of social instability, and crime 

drives up the cost of doing business. Also, commercial disputes between firms and their 

clients occur regularly in the course of doing business. Resolving these disputes can be 

challenging when legal institutions are weak or non-existent. 

Similarly, a large informal sector has serious consequences on the formal private sector. The 

informal sector may pose unfair competition on formal firms. 

The effect of crime on firm sales, the extent to which entrepreneurs identify courts as fair, and 

the degree of informality in the economy are key factors for the development of the business 

environment.  
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ɸ survey conducted by the World Bank measures the direct costs of security incurred by firms 

as well as their direct losses due to crime. Data for Bulgaria show that security costs of firms 

are on average 0.9% of sales, and losses due to theft, robbery, vandalism - additional 0.7% of 

sales. These resources represent an opportunity cost since they could have been invested in 

productive activities.
24

 

 

 

Chart 15, Source: The World Bank, April 2014: Enterprise Survey, Bulgaria Country Profile 

2013.  

In the same time, the share of firms in Bulgaria that recognize the functioning of the courts as 

being fair, impartial, and uncorrupted is only 22.3%.
25

  

In this context, the so-called informal or shadow sector remains a major obstacle to the 

development of companies. Although a very high percentage of companies started operations 

only after Formally Registered (96.9%), 32.9% of companies identify the practices of 

competitors in the informal sector as a major obstacle to business development. The 

dimensions of this problem are essential, as 52.9% of the companies compete with companies 

operating in the informal sector.
26

 

Share of Firms Identifying  Practices of Competitors 

in the Informal Sector as a Major Obstacle

21.10%

32.90%
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Chart 16, Source: The World Bank, April 2014: Enterprise Survey, Bulgaria Country Profile 

2013.  

 

Share of Firms Competing with Unregistered 

or Informal Firms

40.50%

59.20%
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Chart 17, Source: The World Bank, April 2014: Enterprise Survey, Bulgaria Country Profile 

2013.  

 

3.1.2.2.  Corruption  

Corruption by public officials may impose a major administrative and financial burden on 

firms. Corruption creates an unfavorable business environment by undermining the 

operational efficiency of firms and raising the costs and risks associated with doing business 

Inefficient regulations constrain firm efficiency as they present opportunities for soliciting 

bribes where firms are required to make ñunofficialò payments to public officials to get things 

done. In many countries bribes are common and quite high and they add to the bureaucratic 

costs in obtaining required permits and licenses, which can be a serious impediment for firmsô 

growth and development. 

Bulgaria is no exception, as the level of corruption in the country is a serious obstacle to 

business.  

The GRAFT index reflects the proportion of times a firm was asked or expected to pay a bribe 

when soliciting six different public services, permits or licenses. According to a survey by the 

World Bank the GRAFT index for Bulgaria is 13.6% compared to 11.7% average for the 

countries of Eastern Europe and Central Asia.
27
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GRAFT Index 

11.70%
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Chart 18, Source: The World Bank, April 2014: Enterprise Survey, Bulgaria Country Profile 

2013.  

 

At the same time, according to the charts of the World Bank 6.10% of Bulgarian companies 

were required to give bribe during meetings with government and administrative officials. 

Interesting is the fact that there are no data available for the country in terms of the share of 

companies required to give bribe, in order to secure a public procurement contract.. Given the 

delicacy of this issue there is a great probability that data are deliberately suppressed by the 

companies, among which the study was conducted. 

 

 

Chart 19, Source: The World Bank, April 2014: Enterprise Survey, Bulgaria Country Profile 

2013.  
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Especially alarming is the share of companies required to give bribes, in order to obtain 

specific licenses or permits. 17.4% of companies are expected to make "unofficial payments" 

to get a building permit, and 11.6% - to receive operating licenses.
28 
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Chart 20, Source: The World Bank, April 2014: Enterprise Survey, Bulgaria Country Profile 

2013.  

3.1.2.3.  Effective regulatory framework and administrative burden 

Effective regulatory framework in key areas such as taxation, economic governance, and 

business licensing is a fundamental pillar for the creation of a favorable business environment  

Effective regulations address market failures that inhibit productive investment and reconcile 

private and public interests.  

The number of permits and licenses that businesses need to obtain, and the time it takes to 

obtain them, are expensive and time consuming. Chart 21 shows a set of indicators focusing 

on the efficiency of business licensing and permit services. The indicators evaluate the delays 

faced when demanding these services.  

The days necessary for obtaining various permits and licenses in Bulgaria are significantly 

above the average for the region, which poses a serious obstacle to the development of 

favorable business environment.
29 
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Chart 21, Source: The World Bank, April 2014: Enterprise Survey, Bulgaria Country Profile 

2013.  

Chart 22 shows the ñtime taxò imposed by the regulatory framework, i.e. it measures the time 

spent by senior management dealing with requirements imposed by the regulatory and 

administrative framework. Data for Bulgaria show that senior management of the companies 

spent 16.1% of their time to accomplish their aim compared to 9.6% average for the region.
30

  

This is a clear indicator that companies in the country are subjected to a greater administrative 

burden, which in turn hinders the development of a favorable business environment and 

reduces their competitiveness. 
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Chart 22, Source: The World Bank, April 2014: Enterprise Survey, Bulgaria Country Profile 

2013. 

3.1.2.4.  Labor regulations and workforce 

Major factor in the development of favorable business environment are labor regulations and 

properly qualified workforce. Data for Bulgaria show that 13.4% of companies indicate labor 

legislation as a major obstacle, while 15.4 % determine inadequate educated workforce as a 

main obstacle.
31

  

In this context, data on the proportion of unskilled workers in manufacturing firms are 

alarming, since they show that 21% of workers in the manufacturing industry are unskilled, 

which has negative impact on the competitiveness of enterprises.
32
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Chart 23, Source: The World Bank, April 2014: Enterprise Survey, Bulgaria Country Profile 

2013. 

 

* This indicator is computed using data from manufacturing firms only. 

Chart 23, Source: The World Bank, April 2014: Enterprise Survey, Bulgaria Country Profile 

2013. 

 

http://www.enterprisesurveys.org/Methodology


 

38 

   
 
This document was created with financial support of Operational Programme "Technical Assistance" co-financed by the European Union through the European Regional Development Fund  

Project ˉ 0114-CO-1.2 "Improving the Performance of the Certifying Authority for the certification of expenditure 2013-2015" BG 161 PO 002-1.2.01-0012 

3.1.3. Analysis of market weaknesses and problems, sub-optimal investment situations related to SMEsô business environment  

It is necessary to take into consideration the market problems that are present in the Bulgarian economy in order to identify market failures and 

suboptimal market situations, which are directly related to them. The market problems which are discussed below span across multiple 

dimensions, and their definition is consistent with the political, legal and socio-economic situation in the country. For the definition of the market 

problems are used the first four volumes issued by the European Commission as guidelines for the preparation of the ex-ante assessment. 

Table 2: Market problems in Bulgaria and their influence 

Market problems  Definition  Examples and influence 

Political instability 

Political stability influences business environment as it helps 

maintaining the confidence of companies, national and 

foreign investors in the security of their investments in the 

country. The presence of political instability reflects 

negatively on the business environment in all sectors. 

¶       In the last 2 years in Bulgaria there has been political 

instability, leading to the aversion of foreign investors.  

Legal and regulatory 

framework 

It lays down the rules in the area of action of all financial 

institutions, financial instruments and markets that operate in 

the Bulgarian environment. Procedures and legal obligations 

for the companies operating in the financial sector, the legal 

framework for the collection of receivables and outstanding 

obligations, the imposition of legal regulation and the 

functioning of the judicial system on dealing with business 

disputes are a necessity for providing sufficiently high 

degree of confidence in the legal system.  

¶      The presence of complicated and time-consuming 

procedures, requirements for applicants for the 

issuance of acts on regulatory regimes, which lead to 

exacerbated market access for businesses, the presence 

of corrupt practices and shadow economy; 

¶       Unnecessary burden on business, high costs for the 

implementation of regulations; 

¶       Limited application of the impact assessment of 

existing and new regulations; 

¶       Poorly working mechanism for information exchange 

by the use of electronic means; 

¶       High costs for administration and ineffective control on 

regulation compliance. 
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Market problems  Definition  Examples and influence 

Tax policy 

Both corporate and individual taxation legislation, have a 

strong influence on the development of business environment 

and it is crucial when making investment decisions. Tax 

levels, their sustainability and impact have a great role on the 

level of trust of both local and foreign investors in the legal 

system. 

¶       Tax policy in Bulgaria offers good conditions for doing 

business and should not be seen as a problem. 

Corporate debt and solvency 

The level of corporate debt and solvency often could be an 

obstacle to business development and economic growth.  
¶       The presence of high corporate indebtedness in recent 

years, especially in some economic sectors, leads to 

increased risks, a decline in foreign investment and an 

overall negative effect on the Bulgarian economy. 

Fragmentation of the value 

chain and the supply chain 

Fragmentation and lack of coordination are additional 

reasons for the inefficiency and increased expenditure, 

particularly on transaction costs and the costs of production.  

¶       Low technological orientation and resource-oriented 

economy; 

¶        Lack of capacity and experience in the application of 

certain operations (e.g. in the field of energy projects) 

Innovation and intellectual 

property protection 

Innovation is a key factor in business development, but may 

be hampered by various factors, such as a lack of 

coordination between fundamental science and business 

needs, as well as a lack of cooperation between public and 

private partners, insufficient level of initiative for innovation 

and/or lack of connection and coordination between 

stakeholders in the country. Directly related to the lack of 

sufficiently well-developed innovative activity is the level of 

complexity and costs of intellectual property protection. 

¶         Low rates of innovation dynamics; 

¶         Lack of growth in the amount of expenditure for 

innovation; 

¶         Inefficient use of EU funds; 

¶         Continuing trend of imbalances in the innovation 

system; 

¶         Weak implementation of ICT; 

¶         Poor cooperation between science and business; 

¶         Continuing trend of "brain-drain"; 

¶         Low level of intellectual property rights protection; 

¶         Low level of innovative activity; 
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Market problems  Definition  Examples and influence 

Infrastructure security 

The lack of a well-developed infrastructure such as 

information-telecommunication infrastructure, power grid, 

transportation infrastructure could impede the focus on 

export, hamper the communication between Bulgarian SMEs 

and their business partners outside the country, etc.  

¶       Low level of technological modernization in many 

economic sectors in the country compared to other 

European countries and orientation to low-technology 

economy; 

¶       Slow pace of modernization in the ICT sector; 

¶       A small percentage of first class transport 

infrastructure. 

Access to skilled workforce 

Skilled workforce is a factor that contributes to attracting 

foreign investments. For a more in-depth analysis the 

regional differences in the level of education and degree of 

qualification of the workforce across the country should be 

explored. 

¶       The shortage of highly qualified personnel in strategic 

sectors for the Bulgarian economy such as ICT, 

engineering, nanotechnology, biotechnology; 

¶         Difficulties in attracting and retaining highly qualified 

personnel;  

Information asymmetry 

Information asymmetry is observed in the cases when the 

level of informational security is not high enough and as a 

result hinders the closing of a deal between the parties. 

¶       Bulgarian SMEs do not have sufficient information 

concerning the most appropriate source of funding; 

¶       The majority of SMEs do not have the opportunity to 

appreciate the benefits of some funding sources over 

others, and as a result a low level of business readiness 

for developing projects in need of funding has been 

observed; 

Bad business environment 

Bad business environment is defined as the lack of good 

enough conditions for doing business, which hinder the 

development of the companies in the long term. 

¶         Insufficiently high level of SMEsô management staff; 

¶         Limited access to markets and customers 

¶         Difficulties of a large number of SMEs to enter new 

markets; 

¶         Difficulties in the development of international 

activity of a large number of SMEs. 
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Market problems  Definition  Examples and influence 

Limited access to finance 

Access to finance is a fundamental prerequisite for the 

conduct of successful corporate policy aimed at product 

diversity, technological innovation, innovative business and 

entering new markets 

¶        Insufficient supply of appropriate financial products 

¶        High transaction costs; 

¶        Insufficient capacity of SMEs to meet the required 

high levels of collateral in order to obtain debt 

financing; 

¶       Insufficient and/or unpredictable cash flows of large 

part of Bulgarian SMEs; 

¶        Lack of capital to support certain activities for the 

development of SMEs because of high risk (e.g., lack 

of sufficient funding for start-up companies). 

Source: Analysis by ĂPartners for European Fundingñ Consortium 

For the purposes of the present report each of the groups of market problems is related to OPICôs thematic objectives, which provide financial 

instruments for coping with problems arising from market failures and sub-optimal market situations. This is done in order to enter into a greater 

detail later in the report and to outline in details market failures and suboptimal market situations for each thematic objective and investment 

priority.  

Identifying market problems by thematic objectives and determining the presence of market failures and sub-optimal investment situations: 

Table 3: Market Failures and sub-optimal investment situations by thematic 

 objectives in accordance with market problems  

Thematic objective Action Market problem 

Market failure/ 

Suboptimal 

investment 

situation 

An example of financial instruments 

Strengthening 

research activity, 

technological 

Construction of 

infrastructure for 

implementation of 

Level of innovation and intellectual property 

rights protection 

Market failures   

Guarantees 
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Thematic objective Action Market problem 

Market failure/ 

Suboptimal 

investment 

situation 

An example of financial instruments 

development and 

innovations  

innovations with a focus 

on applied research; 

  

Innovation in enterprises 

through technology 

transfer, applied research, 

technological 

development; 

  

Development of key 

sectors for the Bulgarian 

economy 

  

Support for innovative 

start-ups 

  

Poor infrastructure security 

  

Limited access to finance 

  

Access to skilled workforce 

  

Fragmentation of the value chain and the 

supply chain 

  

Legal and regulatory framework 

  

Corporate debt and solvency 

  

  

Equity financing 

  

Possible combination of a financial 

instrument with grant 

Enhancing the 

competitiveness of 

small and medium-

sized enterprises  

Supply of suitable 

financial products for 

start-ups; 

  

Level of innovation and intellectual property 

rights protection 

  

Market failures 

and  

Sub-optimal 

investment 

Equity financing 

  

Quasi-equity/mezzanine financing 
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Thematic objective Action Market problem 

Market failure/ 

Suboptimal 

investment 

situation 

An example of financial instruments 

Commercialization and 

practical application of 

innovative ideas 

  

Raising the technological 

level of Bulgarian 

enterprises 

  

Stimulate the entrance of 

Bulgarian SMEs in new 

markets and the 

development of new 

products 

Bad business environment 

  

Limited access to finance 

  

Access to skilled workforce 

  

Poor infrastructure security 

  

Corporate debt and solvency 

  

situations   

Guarantees 

  

Microfinance 

  

Possible combination of a financial 

instrument with grant 

Support for the 

transition towards a 

low-carbon 

economy in all 

sectors 

Improvement of the 

energy efficiency in SMEs  

  

Increase in the level of 

energy technologies in 

SMEs 

Information asymmetry 

  

Limited access to financing 

  

Corporate debt and solvency 

  

Market failures 

and  

Sub-optimal 

investment 

situations 

Guarantees 

  

Possible combination of a financial 

instrument with grant 
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Thematic objective Action Market problem 

Market failure/ 

Suboptimal 

investment 

situation 

An example of financial instruments 

Poor infrastructure security  

Analysis by ĂPartners for European Fundingñ Consortium
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3.1.4. Analysis of the structure and characteristics of SMEs 

The term "small and medium enterprises' (SMEs) has been introduced in Bulgaria by the 

Small and Medium Enterprises Law and the definition is valid, so far as it does not contradict 

the definition applied in the European Community. At present, the two definitions may be 

defined as identical. The main reason for the separation of enterprises into small and medium 

and large is the point of view that the promotion of SMEs fosters economic growth and job 

creation. Stimulation of SMEs is part of the European Community policy, in which they form 

around 99% of all enterprises. 

The category of small and medium enterprises includes enterprises with:  

ƴ A medium enterprise is an enterprise that satisfies all of the following criteria:  

- Has an average number of employees less than 250  

- An annual turnover not exceeding 97.5 million lev, and / or the value of assets not exceeding 

84 million lev  

ƴ A small enterprise is an enterprise that satisfies all of the following criteria:  

- Average number of employees less than 50 employees and  

- An annual turnover not exceeding 19.5 million lev, and / or the value of assets not exceeding 

19.5 million lev  

ƴ A micro enterprise is an enterprise that satisfies all of the following criteria:  

- Has an average headcount of less than 10 employees and  

- An annual turnover not exceeding 3.9 million lev, and / or asset value, which does not 

exceed 3.9 million lev 

Determining in which category is a particular enterprise is based on a set of criteria which are 

absolute and relative. Absolute criteria is the number of employees employed in the company 

on an annual basis. According to this criteria:  

- Less than 10 employees is a micro enterprise;  

- Less than 50 employees is a small business;  

- Less than 250 employees is a medium enterprise;  

- 250 or more employees is a large enterprise. 

Exceeding a threshold of these leads to the conversion of the enterprise in the next higher 

category. Once the absolute criteria for staff is applied, both relative criteria - enterprise assets 

and annual turnover of the company have to be applied aggregate. According to them are 

observed the above mentioned thresholds in the same way as for the staff: 
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The criteria must be applied to an enterprise as a whole (including its subsidiaries and parent 

companies located in other Member States and non-EU). Regulation and SME Law contains 

definitions of an autonomous enterprise, partner enterprise and linked enterprise in order to 

estimate the real economic situation of a particular small or medium enterprise.  

For statistical purposes, under this analysis the categories of micro, small and medium 

enterprises are defined only in terms of employees in accordance with the available data and 

sections of information available in the National Statistical Institute, the Commercial Register 

and other databases used, namely: 

ƴ A medium enterprise is an enterprise with an average number of employees less than 250 

people;  

ƴ A small enterprise is an enterprise with an average number of employees less than 50 

people and  

ƴ A micro enterprise is an enterprise with an average number of emplyees less than 10 people. 

In Bulgaria, according to an expert assessment, in over 90% of the cases the category changes 

according to criteria average number of employees, followed by the category changes 

connected with connectivity of the enterprise and on the minimum category changes are due 

to data about turnover and amount of the asset. In this regard, we believe that for the purposes 

of this statistical analysis the undertaken categorization gives an accurate reflection of the 

situation in the country. 

In order to prepare the analysis of the structure and characteristics of SME enterprises are 

considered micro, small and medium-sized distributed in regions of planning in Bulgaria and 

sectors in the whole country. For the analysis is used data from the National Statistical 

Institute (NSI) for 2010, 2011 and 2012, published on 30/01/2014. For statistical purposes, 

and keeping in mind the available data from the National Statistical Institute, the category of 

enterprises is determined depending on the number of employees employed in them: micro 

enterprise 0-9 employees, small enterprise 10-49 employees and medium enterprise 50-249 

employees. 

In interpreting the definition of SMEs should be noted that commercial banks in Bulgaria 

identify individual categories of SMEs according to different criteria, which are not bound by 

the definition of SMEs set out in the Small and Medium Enterprises Law. It should be noted 

that commercial banks divide broadly borrowers of SME and corporate clients and often do 

not have statistics on the distribution of loans within the SME category. Part of the banks 

separate companies using the criteria turnover without taking into account the number of 

employees of the enterprise, leading to categorization of micro enterprises according to the 

SMEôs Law as small, small enterprises according to the SMEôs Law as large, medium 

enterprises according to the SMEôs Law as corporate clients, etc. Another criteria that banks 

use to distinguish borrowers is based on extended credit, as is the case with the Bulgarian 

Development Bank. According to this definition micro enterprises are all enterprises which 

have loans under 300,000 lev, small enterprises - a loan up to 5 million lev and corporate 

clients (including medium and large companies) - with rate of the credit over 5 million lev. 
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Planning regions or so called statistical regions NUTS-2 according to the classification of 

territorial units for statistical purposes in Bulgaria are six: Southwest Planning Region 

(SWPR); South Central Planning Region (SCPR); Southeast planning region (SEPR); 

Northeast planning region (NEPR); North Central Planning Region (NCPR) and Northwest 

planning region (NWPR): 

Table 3 

Region of planning Provinces included in the region of planning 

North and Southeast Bulgaria  

Northwest 
Vidin Province, Vratsa Province, Montana Province, Pleven 

Province and Lovech Province 

North Central 
Veliko Turnovo Province, Gabrovo Province, Ruse Province, 

Razgrad Province and Silistra Province 

Northeast 
Varna Province, Dobrich Province, Targovishte Province and 

Shumen Province. 

Southeast 
Stara Zagora Province, Sliven Province, Yambol Province and 

Burgas Province 

Southwest and South Central Bulgaria  

Southwest 
Sofia city, Sofia Province, Kyustendil Province, Blagoevgrad 

Province and Pernik Province 

South Central 
Pazardzhik Province, Plovdiv Province, Smolyan Province, 

Haskovo Province and Kardzhali Province 

 

Summary distribution of SMEs by regions of planning is as follows: 

 
Chart 52: Distribution of micro-enterprises in 

Bulgaria in 2012 by planning regions 

 

Chart 53: Distribution of small enterprises in 

Bulgaria in 2012 by planning regions 

 

 

Source: National Statistical Institute   Source: National Statistical Institute 
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The charts show that SMEs are mainly concentrated in the Southwest region, South Central 

and Southeast region. In total in the three regions are situated 69.56% of 342 934 micro 

enterprises in the country; 69.16% of 23 830 small enterprises in the country and 68.91% of 

4535 medium-sized enterprises in the country. The charts show that micro-enterprises 

dominate in the country - 92.18% of all enterprises, followed by small enterprises - 6.41%, 

medium-sized - 1.22% and large enterprises - 0.19%, which doesnôt distinguish Bulgaria from 

other Member States, where 20 million SMEs account for 99% of all enterprises and are a 

major engine of economic growth, innovation, employment and social integration (Anti 

McIntyre, 2014)
33

. Overall, the number of enterprises in the category micro, small and 

medium enterprises is constant over the period 2010-2012 with a slightly decreasing trend: the 

number of micro-enterprises has decreased by 0.15% in 2011 compared to 2010 and increased 

by 1.84% in 2012 compared to 2011; the number of small enterprises has decreased by 0.21% 

in 2011 compared to 2010 and by 2% in 2012 compared to 2011and the number of medium-

sized enterprises decreased by 2.7% in 2011 compared to 2010 and by 0.02% in 2012 

compared to 2011. 
Chart 54: Distribution of medium-sized enterprises in  

Bulgaria in 2012 by planning 

regions  

Source: National Statistical Institute 

 

It is considered that public policy measures play an important role in supporting and 

promoting the creation and development of SMEs (eg. affordable credit, consultancy services 

in the field of public initiatives and legislation, incubators and accelerators, clusters, offices of 

technology transfer schemes for coaching, mentoring, etc.); a network of contacts and the 

exchange of best practices; intangible and non-financial forms of assistance, such as access to 

knowledge and information, financial education, business networks are essential for new 

entrepreneurs and SMEs to develop their businesses. As major barriers to start-ups that affect 

the development of SMEs with high growth are considered difficult access to financing and 

related costs, burdensome regulations, lack of knowledge on the regulatory framework, 

                                                 
33

Report of Anthea McINTYRE, Committee on Employment and Social Affairs, European Parliament, Brussels 

2014 
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indirect labor costs, limited access to export markets, the average payment times and skill 

shortages. 
 

In order to analyze correctly the structure of SMEs in Bulgaria it is necessary to consider it in 

terms of the categories of enterprises and economic activities. Clearly this is represented in 

the following table and chart. In 2012, 38.87% of micro enterprises in the country have 

trading as their main business, 10.85% are in the sector of professional activities and research, 

and 7.15% - hotels and restaurants. This is quite logical as small and start-up businesses are 

usually characteristic of the mentioned economic activities. This trend of distribution of micro 

enterprises in the sectors of economic activity is sustainable in the period 2010-2012, while in 

2008 and 2009 micro-enterprises operating in the manufacturing industry have taken a larger 

share than those in hotel and restaurant business. The time horizon of the development of 

micro enterprises shows that the trend observed in the last three years in the distribution of 

micro enterprises in the sectors of economic activity will continue, according to the category 

of companies and macroeconomic conditions for the development of sectors in the country. 

 
Table 4: Number of non-financial enterprises by types of economic activities in Bulgaria in 2012 

Economic activities 

2012 

Total 
Groups of enterprises by number of employees 

until  9 10-49 50 - 249 250+ 

Total 372 036 342 934 23 830 4 535 737 

Agriculture, forestry and fishing  16 221 14 445 1 609 154 13 

Mining and quarrying  414 284 85 27 18 

Manufacturing  30 332 23 064 5 271 1 703 294 

Production and distribution of electricity, heat and 

gas  2 101 1 981 77 24 19 

Water supply; sewerage, waste management and 

recovery  792 532 148 69 43 

Construction  19 959 17 120 2 313 483 43 

Trade; repair of motor vehicles and motorcycles  
140 729 133 294 6 606 764 65 

Transportation and storage  19 279 17 656 1 356 221 46 

Hotels and restaurants  26 993 24 513 2 202 257 21 

Production and distribution of information and 

creative products; telecommunications  9 593 8 692 712 157 32 

Real Estate  21 166 20 633 489 .. .. 

Professional scientific and technical activities  
38 269 37 197 962 99 11 

Administrative and support service activities  8 939 7 857 790 227 65 

Education  2 880 2 737 126 17  - 

Health and social work  13 347 12 492 572 220 63 

Arts, entertainment and recreation  4 326 3 989 271 .. .. 
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Economic activities 

2012 

Total 
Groups of enterprises by number of employees 

until  9 10-49 50 - 249 250+ 

Other activities 16 696 16 448 241 7  - 

Source: NSI 

Ă..ñ- Confidential data 

Ă-ñ- There were no cases 

 

In 2012, 27.72% of small enterprises are commercial companies; 22.12% are in the 

manufacturing sector; 9.71% have main economic activity- construction and 9.24% are hotels 

and restaurants. The trend during the period of 2008 - 2012 is reduction of small enterprises in 

each of these sectors of economic activity. However, there is a growth of the number of small 

enterprises, whose main activity is water supply, sewerage, waste management and recovery; 

creation and distribution of information and creative products, telecommunications and real 

estate, although they occupy a small share of the total number of SMEs. Trends in the number 

of small enterprises according to sector structure are constant and are expected to persist in 

the next years. 

 
 

Chart  67: Number of micro enterprises by types of economic activity in Bulgaria in 2012 

Source: NSI 
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Chart  68: Number of small enterprises by types of economic activity in Bulgaria in 2012 

Source: NSI 

 

In 2012 1 703 medium-sized enterprises or 37.55% of the medium-sized enterprises operate in 

the manufacturing sector, 764 or 16.85% have trade as main economic activity and 257 or 

9.24% of medium-sized enterprises are hotels and restaurants. The same as small enterprises 

there is a small increase in the number of medium-sized enterprises with main activity water 

supply, sewerage, waste management and recovery; creation and distribution of information 

and creative products, telecommunications and real estate. These expectations are consistent 

trends observed over the last five years and expected to be preserved in future. 

 
Chart  69: Number of medium-sized enterprises by types of economic activity in Bulgaria in 2012 
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Source: NSI 

 

Despite their significant cumulative contribution to the Bulgarian economy, SMEs in the 

country lag behind in terms of competitiveness indicators in comparison to small business in 

the EU. Competitiveness of the Bulgarian business is gradually increasing, but remains the 

lowest compared to other small enterprises in EU. Labor productivity in Bulgarian enterprises 

is 2 to 7 times less than compared to labor productivity in the new Member States and 15 to 

30 times lower compared to the EU-15 (Ministry of Economics 2007b:9). Compared to small 

companies of the leading European economies Bulgarian SMEs have about 20 times less 

capacity to build up their production factors (Ministry of Economics 2007b: 8). Only one third 

of SMEs show a tendency for technological innovation in the next year (Ministry of 

Economics 2010a: 94). 

 

Access to modern technology is an increasingly important factor for the ability of companies 

to compete in global markets (World Economic Forum 2010: 7), but Bulgaria ranks 100th 

position of 139 countries in the presence of modern technology and is 127th in introduction of 

technology at the enterprise level (op. cit .: 111). The equipment of 45.5% manufacturing 

companies is older than 10 years, and 72.8% of manufacturing companies are equipped with 

machines and equipment older than 5 years (MEET 2007b: 9). There is very low share of 

income devoted to technological modernization, which amounted to 10% (op. Cit .: 11). The 

delay in the introduction of new technologies in SMEs in Bulgaria, and the consequently low 

competitiveness is mainly due to difficult access to financing. 
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Conclusions:  

 

V There are mainly micro enterprises in the country - 92.18% of all enterprises, followed 

by small enterprises - 6.41%, medium-sized - 1.22% and large enterprises - 0.19%, 

which does not distinguish Bulgaria from other member EU member states, where 20 

million SMEs account for 99% of enterprises.  

V SMEs are mainly concentrated in the Southwest region, South Central and South East 

region. In total in the three regions are situated 69.56% of 342 934 enterprises in the 

country; 69.16% of 23 830 small enterprises in the country and 68.91% of 4535 

medium-sized enterprises in the country.  

V In 2012, 38.87% of micro enterprises in the country have trading for main economic 

activity; 10.85% have main economic activity professional activities and research, and 

7.15% are hotels and restaurants.  

V In 2012, 27.72% of small enterprises are commercial companies; 22.12% are in the 

manufacturing sector; 9.71% have main economic activity - construction and 9.24% 

are hotels and restaurants.  

V From medium-sized enterprises in 2012, 1703 or 37.55% work in the manufacturing 

sector, 764 or 16.85%have trade for main economic activity, 257 or 9.24% of 

medium-sized enterprises are hotels and restaurants.  

V Labour productivity in Bulgarian enterprises is 2 to 7 times less than compared to 

labour productivity in the new Member States and 15 to 30 times compared to the EU-

15.  

V The equipment of 45.5% of manufacturing companies is over 10 years old, and 72.8% 

of companies are equipped with machines and equipment older than 5 years. 

 

3.1.4.1. Innovations in Bulgarian SMEs 

Considering the investment activity and therefore the needs of Bulgarian SMEs of financing 

to realize their investments in research and development (R & D), we should consider 

innovative activity of Bulgarian companies in the general European context. In this context it 

is important to point out that in recent years (2006-2013) the EU increases its innovation 

activity as the undisputed leader is Portugal, with average annual growth of 3.9%. 

The average annual growth rate of innovation performance of the EU27 in the period 2006-

2013 is 1.7%. Countries that are timid innovators show growth rates higher than the EU 

average, striving to catch up other countries - Romania (1.9%), Bulgaria (2.5%) and Latvia 

(3.5%). The lowest dynamics of innovation is in Sweden (0.3%), the UK (0.5%) and Croatia 

(0.8%). 

In this situation, Bulgaria is among the modest (tentative) innovators and occupies the last 

place in the Member States on complex indicators. Bulgaria shows significant strengths and 

weaknesses in one and the same areas, a fact which determines the innovation system of the 

country as unbalanced. According to the draft of "Innovation Strategy for smart specialization 

of Republic of Bulgaria 2014-2020," the unenviable innovation position of our country 
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persists, despite displayed relatively high innovation dynamics. The greatest gap is in the 

innovators (measures the innovation activity of enterprises), funding and support. 

Among the main reasons for the above negative trends in the innovative activity of Bulgarian 

companies is the lack of an effective framework for protection of intellectual property (IP), 

determined by the market, as a necessity R&D investments to be stimulated. Such a 

framework would include regulations to eliminate the risk of rapid imitation and providing 

inviolable ownership of the knowledge of the entity that created it. 

Aiming to stimulate the development of innovation in the country it is essential not only to 

provide access to financial resources for SMEs to finance the investment costs of establishing, 

but also for implementing innovations to ensure adequate pro-innovative infrastructure to 

support businesses in the process . In this regard, the creation of "Sofia Tech Park" is assessed 

as a step in the right direction. According to preliminary calculations, the technology park is 

supposed to be completed in 2015 and should provide the necessary infrastructure to 

encourage innovative initiatives through clusters or other business oriented structures to. The 

Technology Park aims to reduce problems in the coordination between different actors in the 

process of creating innovation (including engineers, researchers, and businesses). 

According to a study by the World Bank some sectors of research and development have 

established modern laboratories with external financial assistance, but do not have the 

capacity to make full use of the equipment. Therefore it would be useful to review the existing 

equipment sectors for research and development and to determine whether and how it can be 

effectively used by participants in the innovation activities in Bulgaria who suffer from lack 

of access to modern facilities for basic and applied research. 

Another key factor for the development of innovation infrastructure is the provision of 

adequate and effective information and communication technologies to support SMEs in the 

creation and commercialization of innovations. Considering this, we must examine the size of 

the investment costs incurred by SMEs in ICT - according to the latest data of the NSI ICT 

costs incurred by enterprises in Bulgaria in 2011 are 2.575858 billion BGN, which is 30.21% 

more than ICT costs incurred in 2009 amounted to 1.978225 billion BGN (innovation strategy 

for smart specialization of the Republic of Bulgaria 2014-2020 - Project 17/06/2014). Straight 

cut through investments in ICT made by enterprises in Bulgaria considering their categories 

shows that according to official statistics, small enterprises have done the most ICT 

expenditure in 2011 - 935 930 thousand BGN?, and large enterprises the least - 744 547 

thousand BGN?. In 2009, the situation is radically different - ICT costs incurred by large 

enterprises (1,481,526 thousand BGN) are many times more than those of small (291 165 

thousand BGN) and medium (205 534 thousand BGN) enterprises. Costs and investments 

made by enterprises in ICT products and services are still low, indicating a low level of 

implementation of ICT. In 2011, most spendings are made for IT services (1,305,296 

thousand BGN), while in 2009 most costs are incurred for IT and telecommunications goods 

(1,078,890 thousand BGN). In 2011, the 2009 trend continued and at the lowest cost incurred 

by enterprises are for leasing ICT - 18 416 thousand BGN in 2011 and 17 706 thousand BGN 

in 2009. Considering the cost of ICT by the economy sector, we have to mention that in 2011, 

the largest ICT expenditures are made in:  
























































































































































































































































































































































































































































































































































































































































































