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Z Economic trends and the role of
investment

This chapter outlines investment trends in Bulgaria. It provides information
on the evolution of inward and outward FDI flows and stocks and compares
Bulgaria’s performance to other similar countries. It also provides information
on the relative importance of greenfield FDI and mergers and acquisitions.
Bulgaria has performed relatively strongly in attracting foreign investment,
but there is need to diversify FDI by destination sector, source country and
mode of entry as well as support further internationalisation of domestic firms.
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Introduction

Bulgaria has undergone a significant transformation over the past three decades. A broad range of reforms
has been designed to accomplish macroeconomic stabilisation and the transition from a planned economy
to an open, market-based, upper-middle-income economy anchored in the European Union (EU)." The
increased co-operation with the World Trade Organisation (WTQO) — that Bulgaria joined in 1996 — and the
EU in the context of the accession process acted as an external anchor for reforms. Bulgaria applied to
become an EU Member State in December 1995 and has been an EU member country since 1 January
2007.

Through the process, Bulgaria has engaged in many structural reforms including privatisation of
State-Owned Enterprises (SOEs), adoption of a favourable investment regime, and liberalisation of trade,
and the strengthening of the tax system. As a result, the 2000s were a decade of economic growth and
improvements in living standards except the year 2009 when the global financial and economic crisis
affected Bulgaria’s economy. Since it joined the EU in 2007, Bulgaria has made additional progress, with
living standards raising from 41% of the EU average in 2007 to 53% in 2019, measured in terms of
purchasing power parity according to figures released by EU statistics agency Eurostat. These
achievements have also been reflected in the pre-crisis sustained increase of foreign direct investment
(FDI) inflows, which in turn played an important role in Bulgaria’s development. As the global financial crisis
started to spill over Bulgaria, investment activity contracted substantially and, despite the recently
witnessed recovery of business investment, remained below pre-crisis levels in 2019.

The COVID-19 pandemic sent shockwaves through the Bulgarian economy, resulting in a revision of the
2020 GDP from expected growth of about 3% to a 4.2% contraction.? Notwithstanding the decline of FDI
in the first half of 2020 due to the COVID-19 crisis, by the end of 2020 Bulgaria recorded more FDI inflows
than in 2019. According to estimates from the Bulgarian National Bank at the time of this Review, FDI
inflows reached approximately EUR 2.1 billion in 2020, an increase of about EUR 590 million compared to
2019 when FDI inflows amounted to approximately EUR 1.5 billion. Given the role that investment has
played in Bulgaria’s development during the past two decades, attracting more and better investment,
including FDI, has taken central stage in the National Development Programme: Bulgaria 2020 (NDP BG
2020) and the National Development Programme BULGARIA 2030 (NDP BULGARIA 2030). FDI has been
seen as potentially mitigating the impact of the COVID-19 crisis and reinforcing the economic recovery of
countries by financing the public debt, creating more and better-paid jobs, decreasing poverty, and
boosting productivity, among others (WB, 2020a).

This chapter presents Bulgaria’s situation in terms of its overall economic performance and FDI trends
over the past three decades to provide key insights into the role and evolution of foreign investment in the
Bulgarian economy.

Bulgaria’s economic performance

Bulgaria has experienced a significant transformation over the past decades. The transition from a planned
economy to an open, market-based economy begun in 1991. It was initially hampered by slow institutional
restructuring, opaque privatisation, high indebtedness, a deep economic and banking crisis, and a loss of
savings. GDP growth was correspondingly low and the promises of convergence failed to materialise. This
period was characterised by a low level of foreign investments due to macroeconomic and political
instability in the country.

In 1996, Bulgaria faced a severe economic and banking crisis, which culminated in February 1997 with a
short period of very high inflation and important shortages of basic items. The situation started to improve
in the late 1990s thanks to the introduction of the currency board in 1997 as the key component of a broad
macroeconomic stabilisation programme, the deepening of structural reforms, and the legislative and
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institutional harmonisation with the EU ahead of the 2007 accession. With the rule of law more firmly
established, the 2000s were a decade of economic growth and improvements in living standards
(e.g. lower incidence of unemployment and poverty and longer life expectancy at birth). Substantial
improvements in several dimensions of material and human well-being marked this period. Bulgaria’s GDP
annual growth marked its highest peak in 2005 with the rate of 7.2% and then decreased to 0.6% in 2010
because of the global financial crisis.

For the 2010-19 period, Bulgaria’s GDP growth fluctuated between 0.5% and 4% per year (Figure 2.1). In
PPP terms (current international USD), GDP per capita considerably increased from USD 17.5 000
(approximately EUR 14 700) in 2010 to USD 23 300 (approximately EUR 19 600) in 2019. Poverty
declined from 8.5% in 2015 to 7.1% in 2018 (at the USD 5.5 per day line, approximately EUR 5.0).

Figure 2.1. GDP growth and GDP per capita in Bulgaria, 1990-2019
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Note: Annual percentage growth rate of GDP at market prices based on constant local currency. Aggregates are based on constant 2010 USD.
GDP is the sum of gross value added by all resident producers in the economy plus any product taxes and minus any subsidies not included in
the value of the products. It is calculated without making deductions for depreciation of fabricated assets or for depletion and degradation of
natural resources.

Source: World Bank (2021), World Bank national accounts (database), https://data.worldbank.org/country/bulgaria.

The most recent period, prior to the pandemic, witnessed growing optimism, with annual GDP growth
averaging 3.6% in the years 2015-19. For example, real GDP expanded by 3.7% in 2019. Exports,
underpinned by growing links with EU value chains (notably with Germany and ltaly), as well as strong
household consumption have been the main driver of economic growth. Private consumption expanded
robustly thanks to low inflation and favourable labour market conditions. The employment rate for the 20-64
age group® reached 72.4% in 2018, while the unemployment rate* decreased to 5.2% in 2018 (EC, 2020).
In 2019, Bulgaria recorded even better results, with a 4.2% unemployment rate.®

While some of the progress before the pandemic has been wiped out by the global economic crisis, even
in the most difficult time inflation was kept low. The fiscal deficit was brought down to less than 1% of GDP
in 2012-13 from 4.2% in 2009; and in 2011 Bulgaria exited the excessive fiscal deficit procedure. Bulgaria’s
general government debt decreased to 20.2% of GDP at the end of the fourth quarter of 2019, remaining
the second lowest in the EU at that time.®

The past years also led to profound changes in the economic structure, especially in exports, which have
proved particularly important given the small size of the economy and thus the importance of trade for
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Bulgaria’s overall economic performance. Export of goods and services was equivalent to 65% of GDP in
2015-17 (compared to 42% in Romania and 30% in Greece), while trade per capita — at around EUR 5 400
in 2018 — was significantly higher than in Romania (EUR 4 612) and Republic of Turkiye (hereafter
‘Turkiye’) (EUR 3 011) (WTO, 2018). Foreign trade has followed broad trends consistent with Bulgaria’s
accession to the WTO in 1996 and then with improving trade and tax-related legislation to make it
consistent with EU trade policy and internal market rules in the scope of Bulgaria’s accession to the EU in
2007. Bulgaria’s economic performance largely reflects the growing integration into the world economy
that the country has gone through (Figure 2.2).

Once a country that was in many ways closed off to the global economy, Bulgaria’s involvement in global
value chains (GVCs) grew robustly. As a small open economy, prior to the COVD-19 pandemic, Bulgaria
sourced more foreign inputs than large economies such as the EU countries and hence had predominantly
backward GVC participation (lvanova and Ivanov, 2017). Bulgaria’s relatively high openness level was
reflected in its TiVA (trade in value added) and GVC (global value chain) statistics. For example, foreign
value-added share in Bulgaria’s gross exports amounted to 36% in 2015, the latest available year (while
the OECD average was 9%). Meanwhile, Bulgaria has lower levels of forward GVC participation’ as the
share of domestic value added embodied in foreign exports was 16% in 2015 (compared to 18% at the
OECD). In other words, the comparison with OECD GVC reveals that the foreign value added share of
exports is higher in Bulgaria, whereas the domestic value added sent to consumer economy is lower than
in OECD economies. In addition, between 2012 and the COVID-19 pandemic, the number of automotive
parts manufacturers doubled to almost 100 with a workforce of more than 33 000 in the sector.®

In the past decades, there has also been strong trade growth in Bulgaria. Bulgaria has had traditionally a
trade deficit, but the balances are broadly comparable to other peer countries. For instance, in 2018,
Bulgaria’s merchandise trade ratio amounted to 109% and was higher than in Greece (48%) Croatia
(74.5%) but lower than in Slovenia (160%), and the Slovak Republic (178%).° FDI has played a significant
role in supporting these economic transformations. Over the last two decades, actual FDI inflows as a
percentage of GDP have grown, notably during the years 2004-07, reaching 28% of Bulgaria’s GDP. They
then sharply declined in 2008-10 (3.1% of GDP in 2010) and then again in 2014 (0.8% as a percentage of
GDP) and 2016 (1.9%), primarily as the result of the global financial crisis and the steady decline of FDI
flows globally. From 2016 to 2019, FDI stocks in Bulgaria followed an upward trend, which continued during
the first quarter of 2020 before the COVID-19 crisis spread across Europe.

Figure 2.2.GDP, trade and FDI in the Bulgarian economy, 1990-2019
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Source: World Bank (2021), World Bank national accounts (database), https://data.worldbank.org/country/bulgaria.
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Yet, the COVID-19 pandemic has affected Bulgaria’s economy. In the course of 2020, the export and
import sectors decreased by 11.3% and 6.6%, respectively.’® Employment fell, eroding recent gains.
Bulgaria’s unemployment rate of 5.9% recorded in December 2019 increased to 8.9% in April 2020"". A
recovery was nevertheless underway in 2021 : according to the statistics of the Ministry of Labour and
Social Policy, the unemployment rate was approximately 6.7% in December 2020'? and further decreased
to 4.60 % in April 2022. Economic growth rebounded by 4.2% in 2021 after real GDP contracted by 4.1%
in 2020 as a result of the coronavirus pandemic, thus bringing the economy to pre-pandemic levels of
output. According to the OECD Economic Survey of Bulgaria, a growth of 3.7% was expected in 2022
(OECD, 2021), whereas the European Commission expected a 4.7% GDP growth in 2022 (Table 2.1).

Since then, the outlook for 2022 and 2023 has nevertheless worsened owing to the war in Ukraine, the
OECD expecting growth to weaken to 2.5 % in 2022 and 2.25 % in 2023 and be accompanied by a surge
in inflation (OECD, 2022). Investment will be essential to overcome the impacts of the COVID-19 crisis
and the war in Ukraine. Boosting the economy will require ambitious reforms. The economy is still in the
process of convergence. Bulgaria’s GDP per capita, in purchasing power standards, was the lowest in the
EU in 2019, at half of the EU average. Bulgaria ranked last in the EU in terms of actual individual
consumption (AIC) — 57% of the EU average.'® According to the National Statistical Institute of Bulgaria,
in 2018, four of the seven European regions with the lowest standard of living were in Bulgaria. North-West
Bulgaria was the region with the lowest standard of living, at 34% of the EU average, followed by North-
Central Bulgaria (35%) (NSI, 2019a).

Since 2012, income inequality in Bulgaria has been increasing and is the highest in the EU, with the Gini
coefficient reaching 39.6 in 2018 (World Bank 2019)." Along these lines, Bulgaria still faces an important
income gap vis-a-vis the EU average, and additionally faces unfavourable demographic prospects. In
2018, more than a quarter of Bulgaria’s population (32.8%) was at risk of poverty or social exclusion
followed by Romania (32.5%), Greece (31.8%), Latvia (28.4%), Lithuania (28.3%), Italy (27.3%) and Spain
(26.1%) (Eurostat, 2019)."

Table 2.1. Economic forecast for Bulgaria, 2020-22

Indicators 2020 2021 2022
GDP growth (%, yoy) 4.2 35 47
Inflation (%, yoy) 1.2 1.6 2
Unemployment (%) 5.1 48 39
General governement balance (% of GDP) -3.4 -3.2 -1.9
Gross public debt (% of GDP) 25 245 24
Current account balance (% of GDP) 41 6 7.5

Source: The European commission, Directorate-General for Economic and Financial Affairs (DG ECFIN), May 2021,
https://ec.europa.eu/info/business-economy-euro/economic-performance-and-forecasts/economic-performance-country/bulgaria/economic-
forecast-bulgaria_en, https://ec.europa.eu/economy_finance/forecasts/2021/spring/ecfin_forecast_spring 2021 _bg_en.pdf.

Importance of FDI in Bulgarian economy

Foreign direct investment has established itself as an important driver of economic development in Bulgaria
since the very start of the market transition, which determined the establishment of a liberal foreign
investment regime. In December 2020, FDI accounted for 10% of all financial assets and 66% of all
financial liabilities in Bulgaria, respectively (Figure 2.3).
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Figure 2.3. Bulgaria’s International investment position by functional type of investment, 2010-20
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Source: Bulgarian National Bank (March 2021), International Investment Position.

Over the last two decades, inward foreign investment increased, reflecting the country’s openness towards
foreign investors, the absence of screening from the government, and of limits on foreign ownership or
control of firms as well as other reforms undertaken by the authorities as described throughout this Review.
Following the global financial and economic crisis, FDI activity contracted: the share of inward FDI stock
to GDP fell to 85.1% in 2008 (corresponding to an amount of approximately EUR 37 billion) but then quickly
recovered. In particular, the share of inward FDI stock in GDP increased dramatically at the beginning of
the past decade, representing 87.6% of Bulgaria’s GDP (approximately EUR 36.8 billion) in 2012. After a
recovery in the period 2013 — 2015 (reaching 87.4% of Bulgaria’s GDP, approximately EUR 40 billion, in
2015), it followed a downward trend, reaching approximately 77% of GDP (EUR 46.9 billion) in 2019
(Figure 2.4). As of the end of 2020, the inward FDI stock in GDP stood at EUR 48.7 billion (80.3% of

OECD INVESTMENT POLICY REVIEW: BULGARIA © OECD 2022



| 37

GDP). Like in many countries of the world, for the past decade direct investments by foreign-owned firms
in Bulgaria have remained more important than investments by Bulgarian firms abroad as illustrated in
Figure 2.4.

Figure 2.4. Inward and outward stock as a share of GDP, 2010-20
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Considering data on the activities of affiliates by type of control and location, in 2018, foreign-controlled
firms located in Bulgaria accounted for 5.3% of all foreign-controlled firms in the EU while the share of
foreign affiliates of Bulgaria firms in the EU-28 equalled to 0.3% (Figure 2.5).
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Figure 2.5. Number of enterprises by type of control and location, 2018
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Note: Foreign affiliates in the framework of inward FATS (Foreign Affiliates Statistics) mean an enterprise resident in the compiling country over
which an institutional unit not resident in the compiling country has control. Number of enterprises refers to the number of 1) foreign controlled
enterprises resident in the compiling economy for inward FATS (Panel A); and 2) foreign affiliates abroad that are controlled by an institutional
unit resident in the compiling country for outward FATS (Panel B).

Source: Eurostat (2021).

Evolution of FDI over time

As noted in the introduction to this chapter, the importance of FDI inflows in the Bulgarian economy has
been growing over time. The ratio of outward FDI stock to GDP has also generally increased, with a pace
higher than in other economies in the region (Figure 2.6). In absolute terms, inward FDI has increased
significantly since 2010 Bulgaria’s inward FDI increased from about EUR 33.7 billion in 2010 to
EUR 48.7 billion in 2020. Meanwhile, during the same period (2010-20), the amount of direct investment
abroad increased significantly from approximately EUR 1.9 billion to EUR 2.8 billion.
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Figure 2.6. Share of inward and outward FDI stock as a share of GDP in Bulgaria and selected
EU countries, 1995-2019
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Note: EU membership and region are the criteria used in the selection of countries.
Source: UNCTADSTAT (2020), Data centre, https://unctadstat.unctad.org/wds/TableViewer/tableView.aspx?Reportld=96740.

Concerning FDI flows, they declined for the first time in 2008 after six years of sustained growth, dropping
to approximately EUR 6.7 billion. In 2009, FDI inflows dropped to approximately EUR 2.4 billion, about
one-third of the 2008 level. The same trend continued in 2010, with FDI inflows amounting to just over
EUR 1.2 billion, the lowest figure since 2003. Thus, just between 2007 and 2010, FDI flows to Bulgaria
dropped by almost 87% (Figure 2.7).
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Figure 2.7. Bulgaria's inward and outward FDI flows as a share of GDP, 2010-20
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Source: Bulgarian National Bank (2021).

The importance of FDI for Bulgaria’s economy is similar to other peer economies. Figure 2.8 compares
Bulgarian FDI inflows and outflows relative to other economies in the region in absolute and relative terms
(as a share of GDP). Generally, the share of FDI flows to GDP in Bulgaria has been comparable to those
found in other, similar countries in the region. For example, in the years 2015-18, FDI inflows in Bulgaria
accounted for 2.7% of GDP (slightly above the EU average of 2.3%). FDI outflows meanwhile accounted
on average for 0.5% of Bulgaria’s GDP, below the EU average of 2.4% and more than the average of
Bulgaria and the selected countries (0.3%).

OECD INVESTMENT POLICY REVIEW: BULGARIA © OECD 2022



|41

Figure 2.8. Inward and outward FDI flows as a share of GDP in Bulgaria and selected EU countries,
1995-2019

Panel A. Inward in %

Bulgaria — = = Croatia — o= Greece Romania
—oc Slovakia — 0= Slovenia ~ wremmeee EU28 (European Union 2013 ... 2020)

30

25

20

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Panel B. Outward in %

Bulgaria — = = Croatia — oo Greece Romania
—oc Slovakia = o= Slovenia ~ xreeeeee EU27 (European Union 2007 ... 2013)
10
8 -
6 -
4

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Note: EU membership and region are the criteria used in the selection of countries.
Source: UNCTADSTAT (2020), Data centre, https://unctadstat.unctad.org/wds/TableViewer/tableView.aspx?Reportld=96740.

Greenfield FDI has picked up

Transition reforms such as the privatisation of SOEs have offered scope for the emergence of FDI projects,
first through the creation of joint ventures (JVs) and subsequently, and increasingly, through cross-border
mergers and acquisitions (M&A) of existing companies or the creation of new so-called greenfield
investments (Sakali, 2013).

Similarly to other economies in the region that experienced big waves of privatisation in the 1990s, most
of FDI in Bulgaria has taken place through so-called brownfield investments (i.e. via privatisations and
mergers and acquisitions) rather than greenfield investments (i.e. foreign direct investment in which a
parent company creates a subsidiary in Bulgaria, building its operations from the ground up). According to
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the FDI Greenfield Performance Index (which captures the country’s share in the world’s total of announced
greenfield FDI projects to the country’s share in world GDP), Bulgaria attracted more greenfield FDI than
suggested by the size of its economy between 2006 and 2018. It also performed better than countries such
as Croatia, Greece and Slovenia for the same time period (Figure 2.9). Software & IT (Information and
technology) services, automotive components, industrial equipment, transport and warehousing, business
services have been among the top sectors for greenfield investment in Bulgaria. In 2019, greenfield
investment into the Bulgarian technology sector recorded seven new projects amounting to
USD 76.3 million (approximately EUR 69.4 million) of which more than 83.4% were from US companies.

Greenfield FDI has played an important role in job creation. Between 2015 and 2018 alone, the number of
job-creating greenfield FDI projects into the technology sector in Bulgaria increased by 300% (fDi Markets,
2019). In 2019, leading international companies such as Facebook opened offices in the city of Sofia to
provide ICT (Information, communication and technology) services (Financial times, 2019). For the past
five or six years, the development of new sectors related to innovation and technology such as Machinery
(SKF, Lufthansa, Technik, Montupet), IT & Telecoms (ICB, Cisco, Microsoft, HP, VMWare), shared
services centres (Coca-Cola, HP, AIG), Electrical engineering (Siemens, ABB, Honeywell, Liebherr),
Automotive (Witte Automotive, Sumitomo Electric, Yazaki Corporation), Lifesciences (Pharmaceutical
Product Development, TEVA Pharmaceuticals) has increasingly attracted greenfield investment projects
(CMS, 2018).

Figure 2.9. Greenfield FDI index, 2003-18
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Note: The Index is calculated as a share of the value of greenfield FDI projects announced in the country to the world’s total value of greenfield
FDI projects divided by the share of country’s GDP in the world’s GDP (normalised around 0). A value > 0 means that a country attracts more
FDI than suggested by the size of its GDP.

Source: Authors calculations based on UNCTAD, using on information from the Financial Times Ltd, fDi Markets (www.fDimarkets.com).

Table 2.2. Greenfield investment projects to Bulgaria, 2010-19 Q3

In USD min
Year Projects Capex (USD m)
2010 63 2.186
2011 73 4.706
2012 49 2.296
2013 47 1.074
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Year Projects Capex (USD m)
2014 41 1.040
2015 38 1.873
2016 46 1.033
2017 51 1.614
2018 54 2.285
2019 (Q1-Q3) 39 1.368

Note: Authors elaboration.
Source: The Financial Times (2019), www.fDimarkets.com.

FDI patterns in Bulgaria

The relative concentration of FDI in trading and retail activities and real estate as well as in specific regions
suggests that there could be scope for diversifying the portfolio of FDI projects in Bulgaria through
improvements of the business climate and targeted investment promotion policies.

FDI remains regionally concentrated

A large amount of FDI has been located in Bulgaria’s relatively prosperous areas such as South Bulgaria
and the large economic zones near Sofia, Plovdiv, and Haskovo. In 2018, the capital of Sofia benefited
from half of the total FDI stock in non-financial enterprises; less than 2% of inward FDI was distributed to
the North-West region.

Table 2.3. FDI regional distribution of non-financial sector in Bulgaria, 2018

Region Districts Total (EUR thousand)
North West ( Severozapaden) Vidin, Vratsa, Lovech, Montana, Pleven 469721.3
North Central (Severen Tsentralen) Veliko Tarnovo, Gabrovo, 1111657.2
Razgrad, Ruse, Silistra
North East (Severoiztochen) Varna, Dobrich, Targovishte, Shumen. 2579 480.7
South East (Yugoiztochen) Burgas, Sliven, Stara Zagora, Yambol 3203 109.3
South West (Yugozapaden) Blagoevrgrad, Kiustendil, Pernik, Sofia, Sofia capital, 14 562 477.3
South Central (Yuzhen tsentralen) Kardzhali, Pazardshik. Plovdiv, Smolyan, Haskovo 2993 143.5

Note: FDIin non-financial enterprises as of 31.12 2018 by statistical regions and districts. NSI statistics on the non-financial sector FDI represents
stock at the end of the statistic period (2018) and not the annual FDI inflow for 2018. The data is from the annual statistical survey conducted
by the NSI on foreign direct investment in enterprises in the non-financial sector.

Source: National Statistical Institute (2018).

European countries dominate the FDI landscape

European countries dominate the FDI landscape in Bulgaria, topping the list of major destination and
source countries (Figure 2.10). Among the largest investors, some countries have been traditionally
associated with the presence of special-purpose entities (SPEs), which can serve as a conduit for pass-
through capital motivated by tax purposes, e.g. Hungary, Luxembourg, and the Netherlands (see Box 2.1);
other European countries, such as Austria, Italy, Germany, the United Kingdom as well as the Russian
Federation have been the main sources of FDI inflows.

Meanwhile, in 2020, outward FDI flows of Bulgaria were targeted primarily at EU and neighbouring
countries — in particular, Austria, the Czech Republic, Germany, Greece, Luxembourg, Malta, the Republic

OECD INVESTMENT POLICY REVIEW: BULGARIA © OECD 2022


http://www.fdimarkets.com/

44 |

of North Macedonia, Moldova. This is congruent with Bulgaria’s geographic location, history,
membership, and the country’s trade structure.

Figure 2.10. Top ten destination and source countries, 2020
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Source: Bulgarian National Bank (March 2021), www.bnb.bg/Statistics/index.htm.
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Box 2.1. Special purpose entities: Why do they matter for FDI statistics?

Special purpose entities (SPEs), such as shell or shelf companies, are companies that do not have
substantial economic activity in the country but that are used by companies to raise capital or to hold
assets and liabilities. With the proliferation of international activities and increase in intra-firm trade,
including in intangibles, it has become increasingly easy for companies to shift profits across
jurisdictions according to the most favourable tax environment through corporate structures built for
that purpose. Just as gross trade flows may obscure the destination and origin of value-added
produced in a given economy due to multiple shipments of goods across borders during the
production process that spans several countries, so the passing of funds through SPEs can lead to
the inflation of FDI statistics and the obscuring of the ultimate source and destination of FDI.

The OECD Revised Benchmark Definition of Foreign Direct Investment (BMD4) recommends that
countries compile their FDI statistics excluding resident SPEs, and, then, separately for resident
SPEs to provide a more meaningful measure of direct investment into and out of an economy (see
OECD, 2008). For the country hosting the SPEs, this recommendation improves the measurement
of FDI by excluding inward FDI that has little or no real impact on their economies and by excluding
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outward FDI that did not originate from their economies. Four countries-Austria, Hungary,
Luxembourg, and the Netherlands-have reported FDI flows and positions excluding resident SPEs
to the OECD for several years. With the implementation of the latest standards, 30 OECD countries
currently report FDI data excluding resident SPEs. In some countries, such as Luxembourg, the
Netherlands or Hungary, SPEs account for a sizable share of inward FDI stock (and, if not accounted
for, could distort FDI statistics. Even in countries where SPEs do not play a significant role currently,
it is useful to be able to identify resident SPEs in the FDI statistics so that their role can be monitored,
especially as, by their nature, SPEs are easily established and can grow rapidly and can distort
investment flows in particular years.

Source: OECD (2019)

Services account for the majority of FDI stock in Bulgaria

In 2020, services accounted for the majority of FDI stock in Bulgaria. More than half of the inward stock
was composed of private services, in particular real estate activities (22%), manufacturing (18%), financial
and insurance activities (18%), wholesale and retail trade (15%); electricity, gas steam and air conditioning
supply (6%); and professional, scientific and technical activities (5%). Information and communication
accounted for 3% and construction accounted for 3%. (Figure 2.11, Panel A). While there is a high variation
across countries, generally real estate, accommodation and construction services tend to play a less
prominent role in OECD economies, suggesting that there could be scope for diversifying the portfolio of
FDI projects in Bulgaria.
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Figure 2.11. FDI stock by sector, 2020
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Activities of Bulgarian companies abroad

As reflected in total outward and inward foreign affiliate statistics, the activities of Bulgarian companies
abroad have remained significantly less important than activities of foreign-owned enterprises in Bulgaria.
Statistics on outwards activities of foreign-controlled affiliates provide further insights into
internationalisation of domestic firms. According to Eurostat, in 2018, 258 Bulgarian companies were
operating outside of the EU that jointly employed over 9 717 people and had a total turnover of
approximately EUR 1 billion, which represents 0.3% of European firms operating outside of the EU in 2018
(Figure 2.12). These levels are comparable to those encountered in EU economies with similar market
sizes and per capita income levels, although they are among the lowest in the EU. Considering the central
and strategic location of Bulgaria as well as some robust sectors, such as IT, machinery, and software,
there could be scope for further growth in future years. Figure 2.11 (Panel B) above shows that outward
FDI stock has been primarily composed of professional, scientific, and technical activities (17%),
manufacturing (17%), wholesale, and retail (13%).
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Figure 2.12. Data on EU-controlled foreign affiliates in selected EU 28 countries, 2018
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In 2018, 20 Bulgarian companies were among the top 500 largest firms in Central and Eastern Europe,
according to the ranking compiled by COFACE (COFACE, 2019). Utilities and public services as well as
oil, minerals, wholesale and retail trade dominated the list of companies. Still, outward FDI is an incipient
phenomenon in Bulgaria. Active export promotion and investment promotion policies (see Chapter 6),
including for outward FDI and the overall improvements in the country’s investment climate, could have a
role to play in promoting Bulgarian investments abroad.
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Outlook

FDI has played an important role in Bulgaria’s development over the past two decades. While Bulgaria
experienced a relatively slow start due to political instability in the early 1990s, it experienced rapid growth
in FDI in the late 1990s and the 2000s — with a peak in 2007, the year that it became an EU member, with
FDI inflows amounting to EUR 10.1 billion. Recent years have nevertheless been challenging for Bulgaria,
with foreign direct inflows going up and down. Bulgaria received approximately EUR 1.6 billion in 2017 and
EUR 2.1 billion in 2020, more than in 2019 when it attracted EUR 1.5 billion. FDI in the first three months
of 2022 stood at EUR 1.06 billion, more than during the same period of 2021 when FDI was EUR 244.1
million.

Improving further the framework conditions for foreign investment has become among the authorities’
foremost priorities for boosting economic growth and improving citizens’ well-being. The relative
concentration of FDI in trading and retail activities and real estate, which account for most of the foreign
investment in Bulgaria, suggests that there could be scope for diversifying the portfolio of FDI projects in
Bulgaria through improvements of the business climate and targeted investment promotion policies,
discussed in the following chapters.

While the prominence of European countries in terms of FDI inflows is understandable, extra efforts may
be needed to attract investments from other regions, including large emerging economies. There is also
considerable potential to increase outward investment and the internationalisation of Bulgarian companies,
especially as immediate non-EU neighbouring countries accelerate their journey towards European
integration.
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