
BULGARIA
Bulgaria’s growth has remained resilient amid another exter-
nal shock, supported by strong domestic demand. Rapid
wage growth and fiscal expansion buoyed activity at the cost
of higher inflation and widened deficit. The 2026 budget
deficit is projected to reach a record high, requiring difficult
medium-term consolidation. Growth is expected to slow to
2.6 percent in 2026–27 as fiscal tightening and weak external
demand weigh on activity.

Key conditions and challenges

Bulgaria has achieved substantial gains in average living
standards, underpinned by macroeconomic stability and fis-
cal prudence. Real GDP per capita in PPP terms has doubled
since 2003, reaching 68 percent of the European Union (EU)
average in 2025. The policy drive to anchor Bulgaria more
firmly at the core of the EU culminated in eurozone accession
from January 2026.

Yet the pace of convergence has lagged many Central and
Eastern European peers, reflecting constraints on productivity
and investment—the key drivers of long-term growth. These
constraints are increasingly structural: productivity growth re-
mains weak, investment persistently low, and regional dispar-
ities wide. Governance weaknesses continue to weigh on in-
stitutional effectiveness and the investment climate. As demo-
graphic pressures intensify and dividends from earlier reforms
fade, Bulgaria needs a renewed reform agenda to raise pro-
ductivity, crowd in private investment, strengthen institutions,
and put convergence—and welfare gains—on a faster, more
sustainable path.

Population1 Poverty2

million millions living on less than $8.30/day

6.4 0.3
Life expectancy at birth3 School enrollment4

years primary (% gross)

75.8 95.3
GDP5 GDP per capita6

current US$, billion current US$

131.1 20387.7
Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2023 (2021 PPPs). 3/ 2024.
4/ 2024. 5/ 2025. 6/ 2025.

Inclusion remains a critical challenge. Anchored at-risk-of-poverty
rates have declined and the middle class has expanded, but in-
come inequality remains the highest in the EU. Child poverty
persists, intergenerational mobility is limited, and poverty is in-
creasingly concentrated in lagging regions and municipalities, un-
derscoring entrenched territorial divides. Faster and more inclu-
sive convergence will require better access to quality services,
stronger human capital, and broader economic opportunities
across regions.

Recent developments

Real GDP growth remained robust at 3.1 percent in 2025 and
2.9 percent in Q1 2026, despite global uncertainty, domes-
tic political instability, and weak exports. Domestic demand
remained the main driver of activity, supported by rapid
wage growth, fiscal expansion—including higher public invest-
ment—and steep mortgage credit growth of 26–29 percent year-
on-year since Q2 2024.

These dynamics continued in early 2026, raising overheating con-
cerns against the backdrop of an estimated positive and widening

FIGURE 1 / General government revenues, expenditure, and
deficit
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FIGURE 2 / Actual and projected poverty rate and real GDP per
capita
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output gap, elevated services inflation, and a growing external im-
balance. Real wages rose by 10.0 percent year-on-year in Q1 2026,
up from 8.2 percent in 2025, while final consumption grew faster
than GDP. Current budget spending increased by about 14 percent
in 2025 and a further 10 percent year-on-year in H1 2026, sup-
porting demand but weakening the fiscal position. The fiscal deficit
reached 3.0 percent of GDP on a cash basis in 2025 (3.5 percent on
an accrual basis) and is expected to widen to 5.3 percent in 2026 or
just slightly below the government’s 5.7 percent deficit projection.

The deterioration reflects higher capital spending under a munic-
ipal investment program, greater maintenance outlays, and ex-
panded electricity and fuel subsidies amid rising energy prices
linked to conflict-related disruptions in the Middle East. The weaker
fiscal stance prompted the Council of the European Union to
launch an Excessive Deficit Procedure for Bulgaria, requiring cor-
rective measures to bring the deficit below 3 percent of GDP. The
government plans to reach this threshold in 2028, implying a siz-
able consolidation effort dependent on political resolve and sup-
portive macroeconomic conditions.

After rising in March–May amid the Middle East crisis and fuel price
spike, headline HICP inflation slowed to 4.1 percent year-on-year
in July 2026, but strong demand kept services inflation elevated at
6.8 percent. High consumption and sluggish exports weakened the
external position as import growth outpaced exports, with the cur-
rent account deficit reaching 5.7 percent of GDP in 2025.

Strong growth and real wage gains continued to improve living
standards, with poverty projected to decline from 4.4 percent in
2023 to 4.1 percent in 2025 at the US$8.30-per-day poverty line.
However, planned fiscal consolidation may slow income and con-
sumption gains, underscoring the need for more sustainable dri-
vers of poverty reduction.

Outlook

Growth is projected to moderate to 2.6 percent in 2026,
as exports weaken further while domestic demand remains
strong. Efforts to contain current budget spending—particu-
larly wages and social transfers—will dampen consumption
growth in 2027, while exports recover alongside the expect-
ed upturn in EU activity. Inflation is forecast to average 4.0
percent in 2026 as the energy price shock passes through
to domestic prices and strong private demand sustains ser-
vices inflation, before easing in 2027–28 as fiscal tightening
weighs on consumption.

Absorption of EU Recovery and Resilience Facility funds before
their August 2026 expiration should support public investment
and budget revenues. Still, the government’s 5.7 percent deficit
projection for 2026 (corresponding to a cyclically adjusted deficit
of 5.4 percent, against 4.2 percent in 2025) is a historical high.
Combined with a positive and growing output gap, it points to
procyclical expansion. Consolidation will require difficult mea-
sures and, judging from peers’ experience, may take longer than
planned, with the deficit potentially remaining above 3 percent
beyond 2028.

The Middle East commodity price shock is expected to keep the
current account deficit elevated at 6 percent of GDP in 2026, be-
fore it narrows to 3.8–3.6 percent of GDP in the new two years
as exports recover.

Risks remain tilted to the downside amid geopolitical uncertainty.
Renewed escalation in the Middle East could further weaken
growth and intensify fiscal pressures, underscoring the need to
protect priority social spending.

Recent history and projections 2023 2024 2025 2026e 2027f 2028f

Real GDP growth, at constant market prices 1.7 3.4 3.1 2.6 2.6 2.7
Private consumption 1.1 4.9 7.8 8.6 3.8 4.2
Government consumption 1.1 3.6 7.0 4.6 1.7 1.6
Gross fixed capital investment 10.2 1.5 11.4 13.1 4.2 4.7
Exports, goods and services 0.0 1.8 -2.1 -3.5 3.3 3.9
Imports, goods and services -5.5 3.9 5.9 6.1 4.8 5.7

Real GDP growth, at constant factor prices 1.0 2.8 2.6 2.6 2.6 2.7
Agriculture -15.3 7.3 1.4 0.7 0.6 1.0
Industry -3.9 -4.1 -1.5 -2.6 1.8 2.0
Services 3.8 4.8 3.8 4.2 2.9 3.0

Employment rate (% of working-age population, 15 years+) 53.0 53.0 53.0 54.1 54.1 54.1
Inflation (consumer price index) 8.6 2.6 3.5 4.0 3.4 2.6

Current account balance (% of GDP) -1.2 -0.5 -5.7 -6.0 -3.8 -3.6
Net foreign direct investment inflow (% of GDP) 3.9 1.6 2.5 2.2 2.3 2.1

Fiscal balance (% of GDP) -3.0 -3.0 -3.0 -5.3 -3.5 -3.1
Revenues (% of GDP) 36.3 35.1 37.9 37.8 38.1 38.3
Debt (% of GDP) 22.9 23.8 29.9 30.1 32.1 31.8
Primary balance (% of GDP) -2.6 -2.5 -2.4 -4.8 -2.9 -2.5

Upper middle-income poverty rate ($8.30 in 2021 PPP)1,2 4.4 4.3 4.1 4.0 3.9 3.8

GHG emissions growth (mtCO2e) -2.7 -1.3 0.5 1.4 0.9 0.8

Source: World Bank, Fiscal Policy & Growth Department. Emissions data sourced from CAIT and OECD.
Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.
1/ Calculations based on ECAPOV harmonization, using 2024-EU-SILC. Actual data: 2023. Nowcast: 2024-2025. Forecasts are from 2026 to 2028.
2/ Projection using neutral distribution (2023) with pass-through = 0.87 (Med (0.87)) based on GDP per capita in constant LCU.
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