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Introduction
While Bulgaria is on its way to becoming a member of EU in 2007, there are still a number of economic issues that the Bulgarian government and community must address before inclusion. This analysis examines expected economic developments during the period 2004 – 2006 related to real growth in GDP, inflation, savings and other economic indicators that are important for adherence to EU accession rules. 

Basic Assumptions for Analysis
The basic assumptions used to build this macroeconomic model of Bulgarian economic development can be generalized into two main groups: internal assumptions and international assumptions. International assumptions concern  the environment in which Bulgarian economy is developing (e.g., the world economy, European market and the processes to accession to EU and cooperating with the economies of the other Balkan countries). Internal assumptions are related to Bulgarian economic and social policies, political stability within the country, etc. 
Assumptions concerning the international environment:

· Political stability, nationally and regionally
· Avoidance of military conflicts in the region

· Avoidance of manufactured and technological “shocks” in world economy

· Continued restoration of world economy and current trends of increased  international demand
· Increased growth of the European economy

· Increased exchange rate between the US dollar and Euro and maintaining that level
· Smooth growth of the rates on the worlds capital stock exchanges

· Price stability in the EU ( using the criterion of 2 % inflation per year)

· Slow decrease of petrol and gas prices in the world’s markets

Basic assumptions concerning the internal environment in Bulgaria:

· Political and social stability within the country
· The Bulgarian government continuing the current course for economical, social, monetary and the other policies.
· Continued system of the “monetary board”

· Continued policy concerning deregulation, reconstruction and privatization of the natural monopoles 

· Gradual decrease of the “grey economy” (illegal economy) in the country

· Improved the efficiency of the energy system which has been historically low.
· Gradual increase of small and mid-size companies with an associated increase in VAT (Value added tax) and employment
· Decreased administrative obstacles for starting a new business and restrictions placed by the government on the economy

· Developing financial services and decreasing rates for bank credits
· Continued development in the Tourism sector during this period but with a slower growth rate than in recent years 

· Continued harmonization of the Bulgarian law with the European law

· High growth of the level of an average salary in the country (7-8 % yearly)
· Keeping stability of the prices ( 3,5 % inflation per year)

· Gradual decrease of real growth trends of private investments in the economy (around 10 % yearly) 
· Decreased growth of import of goods and non manufactured services
Prognoses for some macroeconomic indicators
GDP: Based on the assumptions already made, simulations show a relatively high growth of the GDP in the period 2004 – 2006 (over 5 % yearly). Outside demand will continue to play the biggest role in this growth as will  consumption and investments. A slow decrease in investment growth will be reflected as a small increase in net GDP. 
Consumption is expected to see a steady growth over 4 % yearly during this period, based on the expected income growth. This growth will remain lower than GDP, and its contribution to the growth of GDP will vary from 3.7 % to 3.9 %. The primary component of this contribution will be from private consumption that should increase to around 5 % yearly.  It is expected that the volume of consumer credits and the available income will experience increases as well.  Government consumption will grow at a lower rate (0.5 % - 1.0 %).  
Basic macroeconomics indicators  – real sector

	 
	2003
	2004
	2005
	2006

	 
	 
	 
	 
	 

	GDP – current prices, millions leva (BGN)
	34 410
	37 839
	41 012
	44 488

	Investments
	7 476
	8 400
	9 228
	10 054

	Consumption
	30 303
	32 922
	35 263
	37 973

	Net export
	-3 356
	-3 483
	-3 479
	-3 540

	Statistic error
	-13
	0
	0
	0

	
	
	
	
	

	GDP – current prices, structure, %
	 
	 
	 
	 

	Investments
	21.7%
	22.2%
	22.5%
	22.6%

	Consumption
	88.1%
	87.0%
	86.0%
	85.4%

	Net export
	-9.8%
	-9.2%
	-8.5%
	-8.0%

	GDP – real growth, %
	 
	 
	 
	 

	Investments
	16.3%
	12.0%
	9.5%
	8.5%

	Consumption
	6.6%
	4.3%
	4.4%
	4.6%

	Export (goods and services)
	8.0%
	11.6%
	10.4%
	10.3%

	Import (goods and services)
	14.8%
	12.1%
	10.0%
	9.9%

	Inflation, %
	 
	 
	 
	 

	In the end of the year
	5.7%
	3.7%
	3.5%
	3.9%

	Average for the period
	2.4%
	6.3%
	3.6%
	3.6%

	GDP - Deflator (%)
	2.1%
	4.7%
	3.0%
	3.1%

	GDP – Real growth (%)
	4.3%
	5.0%
	5.3%
	5.3%

	Exchange rate (BGN /USD)
	 
	 
	 
	 

	 - in the end of the year
	1.55
	1.61
	1.61
	1.61

	 - average for the year
	1.73
	1.59
	1.59
	1.59

	Gross national income, (millions leva – BGN)
	33 552
	36 908
	39 783
	42 881

	Gross available income, (millions leva – BGN)
	34 751
	38 384
	41 378
	44 780

	Savings – (millions leva – BGN) 
	4 447
	5 462
	6 115
	6 806

	Savings/GDP, %
	12.9%
	14.4%
	14.9%
	15.3%

	Savings - investments, millions leva
	-3 029
	-2 938
	-3 113
	-3 248

	Savings – investments (like % of GDP)
	-8.8%
	-7.8%
	-7.6%
	-7.3%


* Data source: Agency for Economic Analysis and Forecasting, Sofia. 

Inflation.  It is expected that corrections in administrative prices will continue to play the primary role in increasing the common level of the prices in the country. Another important factor for inflation during this period will be harmonization of excise duties and rates according to the European Tax Policy. 

Sectors.  It is expected that the Service sector will be the primary contributor to the increase of GDP (expected: 2.5 – 3% yearly).  Development of Hotels, Restaurants and Hospitality; Finance, Credits and Insurance; and Trade and Communications fields will determine high real growth in this sector with an average of approximately 5 % per year. 
Growth trends in industry and construction should stay constant.  It is expected that the real growth in these sectors will be around over 5 % per year. The largest growth area within the industry sector will emanate from the positive development of the export sectors in the Bulgarian economy, with its contribution to GDP expected to be around 1.5 %. 
The real growth of agriculture and livestock breeding is expected to be relatively lower than before – around 4 % yearly with “average climate conditions”, because of slow trends of investments in the sector. As a result of this the contribution of the rural sector in the growth in GDP will vary around 0.5 % yearly. 
