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Outlook – Our baseline scenario envisages real GDP growth to accelerate to 4.4% this year, well above the 4% likely to have
been recorded in 2017. Importantly, the structure of GDP growth will improve, with investment expected to join the strong
expansion in consumption and exports, thus helping improve the sustainability of growth. 2019 is likely to be another strong year
as well, with growth easing only marginally to 4.2% on the back of the anticipated slowdown in global growth and weaker job
creation at home as labor market conditions tighten. Risks for this above-consensus macroeconomic forecast remain broadly
balanced, with the main question whether the authorities will use the very favorable environment afforded by the strong cyclical
recovery to deal with some of the remaining long-term structural weaknesses.
Authors: Kristofor Pavlov, Chief Economist (UniCredit Bulbank)
MACROECONOMIC DATA AND FORECASTS
KEY DATES/EVENTS

■ 1H18: Bulgaria to preside over EU Council
■ Mid-Feb: GDP flash estimates for 4Q17
■ Mid-Feb: Labor force survey data for 4Q17
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Wind in the sails for the economy
We keep our above consensus
growth forecast for 2018
(4.4% versus 3.3% Consensus)

For the Bulgarian economy, 2017 was a very strong year, with GDP growth likely to have
reached 4%. The outlook remains very favorable, and we expect GDP growth will accelerate to
4.4% in 2018, before easing only slightly to 4.2% in 2019. The acceleration in growth in 2018 will
be driven by four main factors: a rebound in global trade; a shift toward more growth- supportive
fiscal policy; stronger private sector capex in both construction and machinery and equipment,
and more EU funds-financed public infrastructure projects. The less vigorous growth
expectations for 2019 are mostly attributable to the anticipated slowdown in global growth and
weaker job creation at home as the labor market recovery reaches an advanced phase and the
number of sectors facing labor shortages increases. We expect headline inflation to remain
weak, while core prices will be on a shallow upward trend in both 2018 and 2019, as the
economy is coming closer to full employment. Importantly, strong GDP growth will be
accompanied by a further reduction in external debt, which will help the net international
investment position to improve to a level below the -35% of GDP threshold set in the EC
macroeconomic imbalances procedure in 2018, after peaking at -92% of GDP in 2010.
The rebound in global trade, which already started in 2017, is set to continue into 2018.
Against this very positive external backdrop, we expect Bulgarian export growth to firm slightly
to 6.1% in 2018, from an already strong 5.6% in FY2017 (see lhs chart), with the impulse from
the solid global trade growth more than offsetting the negative impact stemming from the
euro’s appreciation. Export volumes will also draw support from the gradual expansion of
production capacities in manufacturing and higher business travel revenues associated with
the rotating Presidency of the EU in 1H18. A slight moderation in export growth is envisaged
in 2019 (to 5.9%) to reflect the continuing euro appreciation and a tad weaker global growth.

Strong global trade will
offset the drag stemming
from euro appreciation

After fiscal policy remained broadly growth neutral last year, it is set to turn slightly stimulative
in 2018. With nominal GDP growth likely to be stronger than the 5.3% (real GDP growth plus
average HCPI) envisaged in the fiscal program, revenues are likely to exceed the 35.8% of
GDP target. This, in turn, should create additional fiscal room to increase spending, on top of
the moderate rise in public sector wages and capex already incorporated in the budget. All in
all, we expect the ESA 2010 general government balance to shift to a 0.3% of GDP deficit
(slightly below the balanced budget target in the fiscal plan), which, given the 0.2% surplus
expected in the previous year, should translate into a modest fiscal stimulus in 2018.

Fiscal policy will be
growth supportive

Large part of the acceleration
in GDP growth will come
from investment

The recovery in investment is likely to gain traction in 2018. Business sentiment is at a post-2009
high both for companies in manufacturing and in construction (see rhs chart). Fixed
investment will continue benefiting from improved corporate profitability, sizeable net
corporate savings, and loose financial conditions, which are likely to push bank lending rates
down even further in 2018.

The export focus of the economy will deepen…

…pulling sentiment higher across the economy
Headline industrial confidence indicator
Headline construction confidence indicator

Export of goods and services/GDP (rs)
Export of goods and services, real yoy growth
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The recovery in GFCF is likely
to broaden in 2018…

This reconfirms the pattern in place so far in this upswing, with companies financing new
investment through internally generated funds. This explains the still very lackluster credit
growth so late in the cycle. It was private residential construction that helped boost the fixed
investment rise in 2017 by an estimated 2.7%. In 2018, we forecast investment to accelerate
to 5.5% (see lhs chart), supported in two ways. First, we expect public sector construction to
finally join the recovery, with earlier delays in the preparation of the EU-funded projects now
overcome and a large number of infrastructure projects from the new planning period likely to
start soon. Second, and perhaps more importantly, we expect private investment in
machinery and equipment to rise as well. This is because export-oriented manufacturers,
belonging to global production chains, are set to expand their production capacity. This
expansion, in our view, is likely to go beyond large cities, where unemployment is already
only a fraction of the national average, and include regions with pockets of high
unemployment in order to benefit from the still available labor pool.

…to involve public on top of
private sector …
…and not only construction,
but also machinery and
equipment component

We forecast private consumption to expand by 4.6% in 2018 – similar to the 4.5% likely to
have been recorded in 2017. This is supported by solid wage growth, which has pushed
household confidence to its highest post-crisis level (rhs chart below), and has been the main
driver behind the pronounced growth in disposable income. This GDP recovery has seen an
increase in the labor participation rate to a level never seen since the onset of the transition.
Nevertheless, at 67.2% labor participation is still below that in many CEE EU members, which
suggests that there is room for a further increase in job creation, especially if more and better
financed programs are put in place to promote employment among young people and women.
The positive outlook for individual consumption is further underpinned by low retail credit rates
and the positive wealth effect thanks to the ongoing rise in housing prices.

Private consumption is
far from losing steam

Despite the favorable outlook, a number of risks remain. On the external front, geopolitical
risks abound. Further escalation of the tension between Saudi Arabia and Iran could
potentially lead to much higher crude oil prices. Higher inflation in developed economies could
hurt economic growth in some of Bulgaria’s main trading partners and force central banks to
bring their accommodative monetary policy to a halt. The potentially most damaging effect
from such a scenario, however, is likely to be indirect, as the resulting reversal of capital flows
could deal a major blow to growth in Turkey – Bulgaria’s third largest export market.

Geopolitical risks remain
elevated

There are also several internal risks to watch. Potentially most disruptive among them would
be a resurgence of inflation. So far, high wage growth has had almost no impact on core
inflation, suggesting that the pronounced rise in labor costs over the past two years mostly
reflects a reduction of the grey economy, while the genuine rise in labor costs is smaller –
something which strong export growth seems to reconfirm. But with house price inflation
returning and with the economy now close to full employment, the “wrong type” of inflation
may prove closer than anticipated. And finally, while the risks of a policy slippage seem
limited, it would be wrong to think of them as nonexistent, especially on structural reforms.

Higher headline inflation
can hurt consumption

Investment is on course to recover

Optimism is close to pre-crisis highs
Headline households confidence indicator
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does not undertake banking business or provide financial services in Oman and no advice in relation to, or subscription for, any securities, products or financial services may or
will be consummated within Oman. The contents of this communication are for the information purposes of sophisticated clients, who are aware of the risks associated with
investments in foreign securities and neither constitutes an offer of securities in Oman as contemplated by the Commercial Companies Law of Oman (Royal Decree 4/74) or the
Capital Market Law of Oman (Royal Decree 80/98), nor does it constitute an offer to sell, or the solicitation of any offer to buy non-Omani securities in Oman as contemplated by
Article 139 of the Executive Regulations to the Capital Market Law (issued vide CMA Decision 1/2009). This communication has not been approved by and UniCredit Bank AG is
not regulated by either the Central Bank of Oman or Oman’s Capital Market Authority.
Notice to Pakistani investors: Investment information, comments and recommendations stated herein are not within the scope of investment advisory activities as defined in
sub-section I, Section 2 of the Securities and Exchange Ordinance, 1969 of Pakistan. Investment advisory services are provided in accordance with a contract of engagement on
investment advisory services concluded with brokerage houses, portfolio management companies, non-deposit banks and the clients. The distribution of this report is intended
only for informational purposes for the use of professional investors and the information and opinions contained herein, or any part of it shall not form the basis of, or be relied on
in connection with or act as an inducement to enter into, any contract or commitment whatsoever.
Notice to Polish Investors: This document is intended solely for professional clients as defined in Art. 3.39b of the Trading in Financial Instruments Act of 29 July 2005 (as
amended). The publisher and distributor of the document certifies that it has acted with due care and diligence in preparing it, however, assumes no liability for its completeness
and accuracy. This document is not an advertisement. It should not be used in substitution for the exercise of independent judgment.
Notice to Serbian investors: This analysis is only for distribution to professional clients (profesionalni klijenti) as defined in article 172 of the Law on Capital Markets.
Notice to UK investors: This communication is directed only at clients of UniCredit Bank who (i) have professional experience in matters relating to investments or (ii) are
persons falling within Article 49(2)(a) to (d) (“high net worth companies, unincorporated associations, etc.”) of the United Kingdom Financial Services and Markets Act 2000
(Financial Promotion) Order 2005 or (iii) to whom it may otherwise lawfully be communicated (all such persons together being referred to as “relevant persons”). This
communication must not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this communication relates is available
only to relevant persons and will be engaged in only with relevant persons.
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Banking network
UniCredit Group CEE banking network – Headquarters
Azerbaijan

Hungary

Russia

Yapi Kredi Azerbaijan
Yasamal District, Jafar Jabbarlı Str., 32/12,
AZ 1065, Baku/Azerbaijan
Phone +994 12 497 77 95
E-mail: info@yapikredi.com.az
www.yapikredi.com.az/

UniCredit Bank
Szabadság square 5-6,
H-1054 Budapest,
Phone: +36 1 301 12 71
E-mail: info@unicreditgroup.hu
www.unicreditbank.hu

UniCredit Bank
Prechistenskaya nab. 9,
RF-119034 Moscow
Phone: +7 495 258 7258
E-mail: unicredit@unicreditgroup.ru
www.unicreditbank.ru

Bosnia and Herzegovina

Macedonia

Serbia

UniCredit Bank d.d.
Kardinala Stepinca - bb,
BH-88000 Mostar
Phone: +387 36 312112
E-mail: info@unicreditgroup.ba
www.unicreditbank.ba

UniCredit Bank Austria AG Rep.Office Macedonia
Ulica Makedonija br. 53/4
MK-1000 Skopje, Macedonia
Phone: +389 2 321 51 30
E-mail: milan.djordjevic@unicreditgroup.mk

UniCredit Bank
Rajiceva 27-29,
RS-11000 Belgrade
Phone: +381 11 3204 500
E-mail: office@unicreditbank.rs
www.unicreditbank.rs

UniCredit Bank Banja Luka
Marije Bursac 7,
BA-78000 Banja Luka
Phone: +387 80 051 051
E-mail: info-bl@unicreditgroup.ba
www.unicreditbank-bl.ba

Montenegro

Bulgaria
UniCredit Bulbank
Sveta Nedelya Sq. 7,
BG-1000 Sofia
Phone: +359 70 01 84 84
www.unicreditbulbank.bg

Croatia

Bank Austria Representative Office
Hercegovacka 13
ME-81000 Podgorica
Phone: +382 20 66 77 40
E-mail: milan.djordjevic@unicreditgroup.mk

Romania
UniCredit Bank
1F, Blvd. Expozitiei
RO-012101 Bucharest 1
Phone: +40 21 200 2200
E-mail: office@unicredit.ro
www.unicredit.ro

Zagrebačka banka d.d.
Trg bana Josipa Jelačića 10
HR-10000 Zagreb
Phone: +385 1 6104 169
E-mail: zaba@unicreditgroup.zaba.hr
www.zaba.hr

UniCredit Bank
Sǎncova 1/A,
SK-813 33 Bratislava
Phone: +421 2 4950 1111
www.unicreditbank.sk

Slovenia
UniCredit Bank
Šmartinska Cesta 140,
SI-1000 Ljubljana
Phone: +386 1 5876 600
E-mail: info@unicreditgroup.si
www.unicreditbank.si

Turkey
Yapı Kredi
Yapı Kredi Plaza D Blok, Levent,
TR-34330 Istanbul
Phone: +90 212 339 70 00
www.yapikredi.com.tr

Czech Republic
UniCredit Bank
Želetavská 1525/1
CZ-140 94 - Prague 4
Phone: +420 955 911 111
E-mail: info@unicreditgroup.cz
www.unicreditbank.cz
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Contacts for entering into a business relationship with UniCredit’s corporate banking network
(UniCredit International Centers)

UniCredit International
Center Austria
Roberto Poliak
Tel: +43 50505 51030
E-mail: Roberto.poliak2@unicredit.eu
E-mail: business_development@unicreditgroup.at

UniCredit International
Center Germany
Carmen Hummel
Phone: +49 89 378 29947
E-mail: carmen.hummel@unicredit.de

UniCredit International
Center Italy
Alessandro Paoli
Tel: +39 02 8862 8122
E-mail: alessandro.paoli@unicredit.eu

Azerbaijan

Montenegro

Orhan Gültekin
Phone: +994 12 49 77 795
E-mail: orhan.gultekin@yapikredi.com.az

Milan Djordjevic
Phone: +389 70 267 034
E-mail: milan.djordjevic@unicreditgroup.mk

Bosnia and Herzegovina

Romania

UniCredit Bank d.d.
Berna Hadžimujagić
Phone: +387 33 491 990
Email: berna.hadzimujagic@unicreditgroup.ba
Ana Dujić – Divković
Phone: +387 33 491 617
E-mail: ana.dujicdivkovic@unicreditgroup.ba
UniCredit Bank a.d. Banja Luka
Boris Dragić
Phone: +387 51 243 320
Email: boris.dragic@unicreditgroup.ba
Slađana Todorović
Phone: +387 51 246 651
E-mail: sladjana.todorovic@unicreditgroup.ba

Russia
Fabrizio Rollo
Phone: +7 495 723 7126
E-mail: fabrizio.rollo@unicredit.ru

Serbia
Luciano Bellan
Phone: +381 11 3028 645
E-mail: luciano.bellan@unicreditgroup.rs

Slovakia

Bulgaria
Emiliano Steinfl
Phone: +359 2 930 97 19
E-mail: emiliano.steinfl@unicreditgroup.bg

Fabio Bini
Phone: +420 955 961 524
E-mail: fabio.bini@unicreditgroup.cz

Croatia

Slovenia

Paolo Garlanda
Phone: +385 1 630 5320
E-mail: paolo.garlanda@unicreditgroup.zaba.hr

Natasa Markov
Phone: +386 1 5876 874
E-mail: natasa.markov@unicreditgroup.si

Czech Republic

Turkey

Miroslav Hrabal
Phone: +420 955 961 108
E-mail: miroslav.hrabal@unicreditgroup.cz

Fabio Bini
Phone: +90 212 339 7988
E-mail: fabio.bini@yapikredi.com.tr

Hungary
Raluca Popescu-Goglea
Phone: +36 1301 1207
E-mail: raluca.popescu@unicreditgroup.hu

Macedonia
Bisera Strezoska
Phone: +389 70 267 034
E-mail: bisera.strezoska@unicreditgroup.mk

UniCredit Research
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+7 495 258-7258 ext. 11-7562
anna.bogdyukevich@unicredit.ru

Hrvoje Dolenec
Chief Economist, Croatia
+385 1 6006 678
hrvoje.dolenec@unicreditgroup.zaba.hr

Dr. Ágnes Halász
Chief Economist, Head, Economics and
Strategic Analysis, Hungary
+36 1 301-1907
agnes.halasz@unicreditgroup.hu

Ľubomír Koršňák
Chief Economist, Slovakia
+421 2 4950 2427
lubomir.korsnak@unicreditgroup.sk

Kristofor Pavlov
Chief Economist, Bulgaria
+359 2 9269-390
kristofor.pavlov@unicreditgroup.bg
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