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NGEU Supports Positive Outlook 

Fitch Ratings’ revision of the Outlook on Bulgaria’s ‘BBB’ Long-
Term Foreign Currency Issuer Default Rating (IDR) to Positive from 
Stable on 19 February reflects the dissipation of macroeconomic 
risks stemming from the Covid-19 pandemic, underpinned by a 
more resilient economy and a sound policy framework, as well as 
continued gradual progress towards euro adoption. The prospect of 
substantial funding for investment from the EU, notably under Next 
Generation EU (NGEU), and its impact on economic growth, was a 
driver of the change in the Outlook.  

Bulgaria is set to be one of the main beneficiaries of EU transfers in 
the coming years, including EUR16.6 billion (27% of 2020 GDP) 
from the 2021-2027 Multiannual Financial Framework (MFF) and 
EUR7.5 billion (12% of GDP) in grants from NGEU. An additional 
EUR4.5 billion (7.2% of GDP) is available in loans from NGEU, 
although at present the authorities have no plans to use them.  

Boost to Macroeconomy Despite Challenges 
Fitch believes EU funds will support Bulgaria’s macroeconomic 
outlook, lifting growth from a projected 3% in 2021 to 4%-5% in 
2022-2025. They will also provide some budgetary flexibility and 
support the country’s solid external finances. 

Nonetheless, there are questions on the capacity of Bulgaria to 
effectively absorb the potential inflow of EU funds, given their size 
(around 5.5% of GDP per year between 2021 and 2027) and 
institutional constraints. Absorption capacity has improved but still 
lags the EU average.  

Some sectoral issues could add to administrative challenges. On the 
country’s green transition, there are questions regarding project 
capacity given the Bulgaria’s relatively poor record of dealing with 
energy/climate programmes, while those related to innovation and 
digitalisation would likely require additional and potentially 
politically contentious legislation. Projects in both areas are 
targeted for a large share of NGEU spending.  

Long-Term Growth a Key Rating Driver 
Fitch has yet to make an assessment about the impact of NGEU on 
longer-term growth potential, as final plans have yet to be 
approved. An effective programme implementation could help to 
lift investment and productivity, offsetting structural constraints, 
such as an ageing population.  

Fitch considers low growth potential as a rating weakness for 
Bulgaria and adjusts the output of its Sovereign Rating Model down 
by one notch to capture our view that adverse demographic trends 
and slow progress on structural reform constrain potential growth 
in the long term. In our latest rating action commentary, we 
identified an improvement in growth potential as a positive rating 
sensitivity.  

“Fitch believes EU funds will support Bulgaria’s 
macroeconomic outlook, lifting growth from a 
projected 3% in 2021 to 4%-5% in 2022-2025. 
However, implementation challenges could 
limit the impact on long-term potential 
growth.” 

Federico Barriga Salazar, Director, Fitch Ratings 
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NGEU: Bulgaria Is a Major Beneficiary 
Bulgaria’s total allocation under NGEU amounts to EUR12.047 
billion1, including EUR7.5 billion in grants (12% of 2020 GDP) and 
EUR4.5 billion (7.2% of GDP) in loans. After Croatia, Bulgaria has 
the highest share of funds as a percentage of GDP in the EU. The EU 
Recovery and Resilience Facility (RRF) accounts for 87% of NGEU 
funds, followed by the Just Transition Fund (5.5%).  

 

In addition, Bulgaria will receive EUR16.6 billion (27% of GDP) 
under the 2021-2027 MFF, of which Cohesion Policy accounts for 
EUR9 billion and the Common Agricultural Policy EUR6.8 billion. In 
total, Bulgaria has been allocated EUR28.7 billion (45.9% of 2020 
GDP) in EU funds in the 2021-2027 funding cycle. 

The Bulgarian authorities have so far indicated little interest in use 
of the RRF loan component as the country can access external and 
domestic financing sources at relatively low rates. Political 
considerations, or potentially higher financing costs, could reverse 
this position. Nonetheless, at present the authorities are drafting 
plans to use EUR24.1 billion over the next seven years.  

This is the equivalent of 5.5% of GDP (2020 base) in annual EU 
transfers starting in 2021 (in practice, disbursement of the funds 
could vary notably from year to year). By comparison, Fitch 
estimates Bulgaria will have received 4.0%-4.5% of GDP per year 
(the highest share in the EU) in the 2014-2020 cycle, almost all 
accounted for by the MFF. 

Absorption Rates Still Lagging 
Bulgaria’s absorption rate (defined as cash spent) for all 
programmes under the 2014-2020 MFF was 50% at end-2020, 
according to European Commission data, while project decision 
(the amount that has been allocated but not necessarily spent) was 
at 90%2. The absorption rate for European Structural and 
Investment Funds (ESI, which compromises the five main 
programmes of the MFF) was 49%, versus the EU average of 55%. 

                                                                                       
1 All EU Funds in nominal amounts are quoted at 2018 prices, they are also 
indicative and not final as they will depend on statistical outturns in 2021-
22. 
2Bulgaria: European Structural and Investment Funds  

 

Absorption of ESI funds has slowed in Bulgaria relative to the EU 
total since 2017, when it was the same. Nevertheless, total 
payments made as of end-2020 exceeded by 12.35% the payments 
made at the same point in the country’s first budget cycle (2007-
2013).  

Bulgaria has made significant progress compared to where it 
started 14 years ago, but still lags EU peers. There are also big 
differences in terms of absorption rates on a programme basis, 
which can serve as a good indicator for some of the NGEU plans.  

For example, in the Environment Programme (which is linked to the 
European Regional Development Fund and Cohesion Fund and 
includes environmental protection and resource efficacy, as well as 
climate change adaptation) Bulgaria’s absorption rate was 36% at 
end-2020, compared with at EU average of 55%. By contrast, in 
other programmes, such as the Competitiveness and Innovation 
Framework (which focuses on SMEs), the absorption rate was very 
close to the EU average. 

Tight Deadline to Prepare Coherent Plans 
Bulgaria’s experience with the MFF suggests that it can improve EU 
fund absorption, but it will continue to face challenges. These will be 
compounded by the need to plan for and use NGEU funds in a 
relatively short time.  

EU member states are required to submit their National Recovery 
Plan (the basis for the allocation of NGEU funds) by end-April 2021, 
after which the Commission will have two months to review them. 
The European Council will then have until end-July to agree and 
adopt the final plan. According to the Commission’s plan, the goal is 
to allocate 70% of RRF grant component by end-2022 and the 
remaining 30% by end-2023, with final implementation by 2026 
(loans can be accessed at a later stage and spent until 2026-27).  

Bulgaria has submitted draft plans to the Commission for 
preliminary discussions, with the authorities aiming to submit the 
full National Recovery Plan before the deadline. This timeline is 
partly due to the parliamentary election on 4 April, which could 
alter the country’s political landscape.3  

Under the draft plans, Bulgaria will focus on using NGEU funds to 
complement its 2030 National Development Programme, targeting 
areas where it has previous MFF experience. From a thematic 

3 Although the scope for siginficant changes to the National Recovery Plan 
post-election is limited, it is possible that a new administration would 
altersome priorities. Fitch understands that given the electoral calendar 
the European Commission would allow for some deviation of deadlines. 

https://cohesiondata.ec.europa.eu/countries/BG


 

Special Report  │  9 March 2021 fitchratings.com 3 

 

  

 
Sovereigns 

Emerging Markets 
Bulgaria 

perspective, particular focus is being given to Green Transition and 
Digital Transformation, as the EU has identified these areas as 
policy priorities. Green Transition will receive around 35% of the 
grant allocation and Digital Transformation around 20%. Other 
pillars of the programme – around innovation, health or rule of law 
– can have different weights, according to member states’ priorities. 

Timeliness Versus Efficacy 
Regardless of the final shape of the National Recovery Plan, the 
Bulgarian authorities will be under time pressure to channel the 
funds quickly to meet the agreed deadlines. Given the sums 
involved, Fitch believes it will be challenging for the authorities to 
balance both a prompt and transparent and effective 
implementation, particularly at the beginning of the programme.   

In its latest Article IV Consultation from February 2021, the IMF 
highlighted the need to strengthen public investment management 
to make the most effective use of NGEU, particularly in areas of 
project appraisal, multi-year budgeting, and procurement4. This is 
the more important given wide differences in administrative 
capacities across different government levels and regions of the 
country.  

Some sectoral issues could add to the general administrative 
challenges. On green transition, for example, there are questions 
regarding project capacity given Bulgaria’s relatively poor record 
when dealing with energy/climate programmes. 

More specifically, the Bulgarian authorities appear to be focusing 
primarily on increasing energy efficiency through existing projects, 
such as retrofitting buildings rather than attempting to significantly 
alter the country’s energy matrix (from its high resilience on coal). 
The latter would require structural changes to the sector that can 
be time-consuming and affect vested interests, but which appear 
critical to help meet the EU’s 2030 and 2050 climate targets.  

On areas related to innovation and digitalisation, the investment 
programmes will need to be accompanied by the enactment and 
implementation of specific reforms in areas including the labour 
market and education. These reforms are linked to gaps identified 
in previous years by the European Commission’s Country Specific 
Recommendations (in particular in terms of inclusion of minority 
groups, and overall efficiency of education and labour markets). 
This means that political commitment to an ambitious reform 
agenda is required, which risks delaying the pace of implementation 
and reducing its efficacy.  

Finally, the NGEU framework will be accompanied by a rule-of-law 
mechanism that will serve as an oversight to the use of funds. 
Bulgarian authorities have publicly expressed their support for such 
an EU-wide mechanism, but this could represent a further 
challenge.  

Bulgaria’s governance indicators, as measures by the World Bank, 
although broadly in line with the ‘BBB’ median, are among the 
weakest in the EU. Moreover, under the European Commission’s 
Cooperation and Verification Mechanism (CVM), key rule-of-law 

                                                                                       
4 Bulgaria: 2020 Article IV Consultation (IMF, February 2021) 
5 The reports on progress in Bulgaria and Romania  
6 What Investors Want to Know: Next Generation EU Impact on Growth 
and the Public Finances (December 2020) 

issues, such as the role of the judiciary, have been highlighted as 
areas of concern5.  

It is difficult at this stage to estimate how rule-of-law issues could 
affect NGEU disbursements, but it is possible that the topic could 
become a stumbling block for Bulgaria depending on domestic 
political and policy developments.  

 

 

Short-Term Boost to Growth 
Fitch believes NGEU will have a net positive impact on growth in the 
next four to five years. The sheer volume of funds will have a 
positive effect on public investment and general consumption, 
potentially also driving higher private investment. This would be 
offset somewhat by likely higher imports, but with a still-positive 
growth effect.  

Assuming a multiplier close to one6, an average of around 2pp of 
GDP in grant disbursement in 2022-2025 and potential growth of 
2.5%, average real GDP growth in Bulgaria would be 4.5% in 2022-
2025 (by comparison the average growth rate was 3.6% in 2014-
2019). The Bulgarian government, the Bulgarian National Bank and 
the European Commission, have yet to make assumptions on the 
growth impact from NGEU. 

Estimating a detailed annual growth path is complicated by a lack of 
a final National Recovery Plan and uncertainty over the timing of 
disbursements. In fact, given the constraints described above, it is 
possible that actual payments (rather than allocation) are delayed 
in some areas, postponing the effect on growth in the next two 
years. Given previous MFF outcomes, there is a significant 
likelihood that this occurs. 

In this context Fitch has made two simulations of potential RRF 
grant absorption. Both assume that all of the grants are directed 
towards investment (i.e. rather than used to offset tax cuts or 
replace current spending). Scenario A considers a frontloaded path, 
where most funds are utilised in 2022-23 as per the Commission´s 
plan. Scenario B considers a gradual path where the bulk of funds 
are absorbed from 2023 onwards. 7   

7 Our medium-term growth forecasts are based on a blend of these 
simulations, as although the annual path will be different depending on 
each scenario the average growth rate in 2022-26 would be similar.  

Bulgaria BBB Median EU Median

Source: Fitch Ratings, European Commission

Governance Indicators
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https://www.imf.org/en/Publications/CR/Issues/2021/01/29/Bulgaria-2020-Article-IV-Consultation-Press-Release-Staff-Report-and-Statement-by-the-50051
https://ec.europa.eu/info/policies/justice-and-fundamental-rights/upholding-rule-law/rule-law/assistance-bulgaria-and-romania-under-cvm/reports-progress-bulgaria-and-romania_en
https://app.fitchconnect.com/search/research/article/RPT_10146882
https://app.fitchconnect.com/search/research/article/RPT_10146882
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Bulgaria: RRF Grant Absorption Scenarios 

% of GDP Current Prices 2021 2022 2023 2024 2025 

Scenario A 1.0 4.0 3.0 2.0 0.0 

Scenario B 1.0 1.5 2.5 4.0 1.0 

Source: Fitch Ratings 

 
Beyond the impact on growth, NGEU grants will provide some fiscal 
flexibility as despite being budget-neutral, they could allow for 
expenditure realignment (for example, shifting financing from 
domestic sources from investment to current spending). 
Additionally, they are a factor supporting Bulgaria’s sound external 
position, as the funds are euro-denominated and will be a notable 
source of non-debt current account financing.  

NGEU as Rating Driver 
Fitch considers low growth potential as a rating weakness for 
Bulgaria, and improving it would be positive for the ratings. Fitch uses 
its Qualitative Overlay (QO) to adjust the score calibrated to the 
Long-Term FC IDR scale from our SRM to produce the final rating. For 
Bulgaria, we have a negative QO notch in the macro category to 
reflect our view that adverse demographic trends and slow progress 
on structural reform constrain potential long-term growth. 

In our rating action commentary of 19 February, we identified as one 
of the positive rating sensitivities the following: An improvement in 
growth potential, for example via the implementation of structural 
and governance reforms to improve the business environment 
and/or effective implementation of EU funds, that leads towards 
faster convergence with income levels of higher-rated peers, which 
would cause the removal of the -1 QO notch on Macro. 

Uncertainty About Long-Term Impact 
Assessing the effect of NGEU on growth potential involves looking 
beyond the near-term impact of higher spending and considering 
what effect the NGEU-funded projects will have in the medium term 
on productivity or a change in demographic profile after 2026. It also 
raises questions about whether the conditionality attached to the 
disbursement of funds can be effectively applied (from the European 
Commission perspective) and how effective it is at incentivising the 
authorities to implement growth-enhancing reforms.   

Bulgaria’s potential growth is estimated at around 2%-2.5% for the 
next decade according to different methodologies used by the 
European Commission, the Bulgarian authorities, and the IMF. The 
biggest challenge is the negative impact from labour contribution, 
reflecting one of the weakest demographic profiles in Europe. 
According to the European Commission, Bulgaria will experience an 
average 12% decline in the labour force in each of the next three 
decades, which, if realised, would bring potential growth down to 
only 1% by 2050.  

Recent experience across other countries in central and eastern 
Europe (particularly the Baltics) shows that adverse demographic 
trends can be reversed to some extent, due in part to persistent 
growth that leads GDP per capita closer to the EU average. 
However, for Bulgaria this will take a long time, as GDP per capita 
was 53% the EU average in purchasing power terms at end-2019. 
Even with stronger growth in the next five years the difference in 
income levels will remain substantial.  

 

Total factor productivity is one area that can benefit from 
substantial investment, in particular if this happens in conjunction 
with higher private investment. Over the past decade, Bulgaria’s 
investment rate (defined by the investment ratio) has remained at 
around 20% of potential output, according to the European 
Commission. However, at present, it is difficult to estimate whether 
the investment rate can rise in the long term, as there is little clarity 
on the investment projects that will be funded. As such, Fitch has 
yet to make an assumption on long-term potential growth that 
incorporates NGEU.  
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