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Country: Bulgaria

Social and Economic Background of Bulgaria

According to the World Bank, in 2003, Bulgaria had a population of 7.8 million people, 69.2% of whom were between the ages of 15 and 64. The World Bank reports that in 2003, 2%of Bulgaria’s population lived on under US$1 per day and 6% lived on under US$2 per day. The 2003 PPP adjusted GDP per capita was $7,731 in terms of current international dollars, a 7.66% increase from $7,181 in 2002. Bulgaria had an unemployment rate of 12% in 2004, according to the International Labour Organization. The World Bank also estimates that the informal sector in Bulgaria accounted for 36.9% of its GNI in 2003. According to the World Bank, the GINI coefficient for Bulgaria in 2001 was 0.32 and Bulgaria’s M2/GDP ratio was 0.45 in 2003. In 2004, Bulgaria received US$2487.5 million (current USD) FDI net inflows according to the InvestBulgaria Agency. Bulgaria received US$414 million (current USD) in official development assistance and foreign aid in 2003, according to the OECD. Data on the remittances Bulgaria received is unavailable in the World Bank database.
The currency of Bulgaria is the Lev (BGL). In July 1997 the lev was pegged to the D-mark at BGL1,000:DM1. In January 1999 it was repegged to the euro at BGL1,955.83:€1 and in July 1999 it was redenominated (at the euro equivalent of parity with the D-mark—BGL1.95583:€1).  The average exchange rate was BGL2.070:US$1 in 2002, BGL1.727: US$1 in 2003 and BGL1.573:US$1 in 2004, according to the Economist Intelligence Unit (EIU). 

Bulgaria participated in the World Bank and IMF’s Financial Sector Assessment Program. The Financial Sector Assessment (FSA) report in 2003 and the Financial Sector Stability Assessment (FSSA) report in 2004, however, do not cover major microfinance issues.

Doing Business in Bulgaria

According to the World Bank, entrepreneurs in Bulgaria are required to go through 10 steps over 32 days to launch a business, at a cost equal to 10.3% of GNI per capita. Registering property in Bulgaria requires 9 steps over 19 days. It costs 1.0 % of GNI per capita to create collateral. Bulgaria scores 2 on a scale from 0 to 7 on the Disclosure Index.

Even though a formal credit bureau exists in Bulgaria, there is no credit bureau dedicated to microfinance. Public registry covers 13.6% of adults, but there is no private bureau coverage. In terms of the World Bank’s Credit Information Index rating, Bulgaria scores 4 on a scale from 0 to 6. 

Regulatory and Legal Environment of Bulgaria

According to the World Bank, it takes 34 procedures and 440 days from the time a plaintiff files a lawsuit to when he or she is actually compensated. The cost of enforcing contracts in terms of legal and court fees reaches 14% of debt value. Filing bankruptcy takes about 3.3 years with a cost of 8% of estate value. The recovery rate for creditors in Bulgaria is $0.34 per USD.

According to The Peoples Group, Ltd., there are two types of credit cooperatives in Bulgaria, Private Mutual Rural Credit Associations (PMRCs) and Mutual Kasas. PMRCs have specific exemptions to operate under the Law on Banks, but the exemption is limited to the 33 cooperative lending institutions authorized in the article of the law. Mutual Kasas is a form of mutual benefit society of employees, which is only acknowledged by law in a reference to a 1989 trade union regulation.

Based on CGAP’s report, Bulgaria does not have a specific legal framework for microfinance. Laws related to microfinance and the financial sector are as follows: Cooperatives Act, Law on the Bulgarian National Bank, Regulation No. 8 on the Capital Adequacy of Banks, Regulation No. 9 on the Evaluation and Classification of Risk Exposures of Banks and the Allocation of Provisions to Cover Impairment Loss, and Regulation No.11 on Liquidity Management and Supervision. Banks, cooperatives and mutual funds all provide financial services to small-and-medium-sized enterprises. MFIs operate according to the Cooperatives Act. At the same time, financial activities are regulated only by one article of the Act. Article 36 (3) states, “The cooperative may engage in depository and crediting operations by resolution of the General Meeting and with the authorization of the Bulgarian National Bank and as provided for in a separate law.” During the last four years, representatives of PMRCs and Mutual Kasas have attempted to create an adequate legal, regulatory and supervisory framework. A draft of a “Law for Credit Cooperative” has been written, but so far the Parliament has not reached a final decision on that bill.

According to a report of the Peoples Group, the Bulgarian National Bank (BNB) does not regulate MFIs. The BNB adamantly opposes any added regulatory responsibilities to supervise Non-Banking Financial Institutions (NBFIs). MFIs and credit cooperatives are not allowed to accept deposits. 

Microfinance Institutions (MFIs) and Commercial Banks’ Involvement in Bulgaria

According to CGAP, there are 35 banks in Bulgaria. The financial market in Bulgaria is characterized by fast growing lending activities and a quick expansion of consumer credit. The monetary authorities have voiced their concerns about the development of the banking sector.

The CGAP report states that as of November 2004 the active portfolio of microfinance organizations and microlending projects is worth US$ 55,220,000. The market is shared by three main MFIs: USTOI, Microfund and NACHALA. NACHALA, established in 1993, was the first non-governmental organization to provide small loans. Other active MFIs include: the Jobs Opportunities through Business Support Project, the Swiss Guarantee Fund, the Cooperative Union of Popular Funds, the Microcredit Guarantee Fund Project, the Federation of Private Mutual Rural Credit Associations, and the Association of Popular Funs on the Internet. 

According to the Microfinance Rating and Assessment Fund report, commercial banks are increasingly competing with MFIs for clients. There are some banks offering microcredit programs, in part under a government program to support small businesses through the established state guarantee fund for micro credit. The most aggressive commercial banks for Small and Medium Enterprises (SME) are ProCredit Bank, United Bulgarian Bank, RaiffeisenBank, Post Bank, and State Savings Bank. The average loan size granted to small businesses by commercial banks is about US$18,582, which is at least five times larger than the average loan size of a MFI. 
According to the Microfinance Rating and Assessment Fund report, the microfinance sector in Bulgaria is not well developed in terms of information exchange facilities. Even though a Credit Bureau exists within the formal banking system, there is no Credit Bureau dedicated solely to microfinance. MFIs practice an informal exchange of information on their clients. The CGAP report advises that there is a medium-long run risk for MFIs if information exchange facilities do not develop.

CGAP reports that MFIs are members of the Bulgarian Association for Credit Cooperatives and of the Association of SME. The main functions of these associations are related to the offer of training, advertisement and round-table discussions of general issues. In order to strengthen the political power of the Cooperatives, a Union of Credit Cooperatives will be formed in the future, which should increase their lobbying power in seeking improvements in the actual legal framework. 

There is no information available about the total number of clients or products and services provided. 

Activities of Bulgaria’s National Committee

Bulgaria has developed a National Committee with members from nonprofits/NGOs and multilateral agencies. Activities surrounding the International Year of Microcredit began in October of 2004. In November, a press conference was held to launch the International Year. The National Committee is conducting an information campaign on the benefits and challenges of microfinance and the opportunities it presents to small and medium-sized businesses. The Committee plans to publish newsletters and partner with media to increase general public awareness and to ensure a consistent flow of information on MFI activities. The first newsletter was published in March 2005 and a second issue is scheduled for June. The National Committee also launched a web site in April. The Committee is organizing a series of seminars focused on current trends in the development of the non-banking microfinance sector and on the legal issues concerning the work of the microcredit organizations. Round tables and regional information meetings are scheduled throughout the year. Topics include presentations on MFIs and legal regulations conducive for an effective and inclusive microfinance sector. The Committee will convene a national conference in November 2005 to assess results and activities of the year and to discuss future action. In addition, the Committee wishes to establish a Microentrepreneur of the Year award. The National Committee plans to continue its activities beyond the International Year of Microcredit. It will also focus on the prospects and challenges faced by micro businesses after Bulgaria's accession to the European Union. 
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