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% The world is preparing for a year of weak growth, and in some regions even recession. Many
factors indicate that the consequences of the shocks that impacted the global economy in the
last few years have not passed and will persist in the current year 2023. COVID-19 first seriously
shook the world, plunged the economies into a deep recession and after the sharp recovery
came, contributed to disruptions in trade channels and supplies. As a result of these shocks,
there were shortages of productive resources and this contributed to raising prices. The
beginning of 2022 marked a new global factor, Russia's war in Ukraine, which further intensified
the inflationary pressure that were already on the way.

% A new major economic world factor is also shaping up in early 2023 and that is the re-opening of
China after the government waived COVID-19 zero. This will further put pressure on the global
economy and central banks policies to deal with inflation and interest rates. After a serious
increase in interest rates by central banks, the American bank Silicon Valley Bank (SVB) went
bankrupt and this increased uncertainly in the financial sector.

+ In addition, the second largest bank in Switzerland and with a century of history, Credit Suisse fell

into a crisis of confidence on the part of its customers. Although the two events are unrelated, the

financial sector is showing volatility that central banks are trying to contain through financial

support and the facilitation of Europe's biggest banking deal since the financial crisis.



# Demographics

Without a radical demographic strategy, the population will continue to decline

£ The population of Bulgaria continues to
decrease with dangerous trends for the
economy in every aspect. Census 2021
final data has confirmed the negative
demographic trend. In 10 years, the
population shrank by 12% and reached
6.5 million people. More than 50% lives
in the two most economically developed

regions: Southwest & South Central.
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*Population forecast to 2080 are based on the 2011 Census.
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£ If urgent long-term social measures are
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not

taken, the demographic trends will deteriorate in

the long term. Bulgarian business is already

feeling the consequences of the demographic

crisis in the form of a labour shortage, especially

affecting the high qualified personnel. The

indicator measuring the business climate in the

country shows this trend as being most tangibly

felt in the "Construction" and "Industry" sectors,

which are one of the most important sectors for

strong and constant economic growth of the

GDP.
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.~ Gross Domestic Product

Recession seems an increasingly unlikely option

£ After several months of fluctuations, private consumption again shows a positive contribution

to GDP dynamics. However, the annual growth of private consumption is expected to decrease

mainly due to inflationary pressure, interest rate hikes and reduced real disposable income.

Our expectations for investments are, in the mid-term, to grow at a higher pace compared to

the general dynamics of GDP. That will be boosted mainly by a recovery in economic activity,

together with the launch of NextGenerationEU. The fiscal measures taken by the government

to compensate for high energy prices and inflation are expected to be withdrawn in 2023.
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In late 2021 and early 2022, net exports illustrated a significant positive contribution to GDP

growth. This was influenced by the country's export, which registered high annual growth.

GDP, Bulgaria vs. Euro area

15% 1
10% A

5% 1

0% 1.0%

%Annual growth (YoY), at average 2015 price

-5%

4Q2020'"
1Q 2021

2Q 2021

3Q2021

4Q2021
1Q2022

2Q2022
3Q2022
4Q2022
2023

== Bulgaria == Euroarea

"Seasonally and calendar adjusted data

2024

2.6% 2.3% 28%
12% o0
0 QJ//» 77777 °
15% —1.6%=1.6%

2025

On the prices side, we assume lower prices for
energy resources, which in turn implies lower
prices for the amount of electricity exported from
Bulgaria. In general, we expect the contribution of
net exports to be negative in the medium term.
Similar to Bulgaria's GDP dynamics, Euro Area has
also stagnated over the past few quarters and is
expected to prolong this trend until the first
quarter of 2023, after which an economic recovery
will begin, fueled by an improving supply channel
environment, cooling inflation and tackling the

uncertainty surrounding energy supplies.



Inflation

Fuel, natural gas and electricity prices calm inflationary pressure

Harmonized Indices of Consumer Prices HICP, Bulgaria vs. Euro area
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Annual average growth

# The recovery of international trade after COVID-19 and the war that started in Ukraine are the
main drivers that accelerated the prices of energy sources, and from there, of all other goods and
services. In many regions of the world, 2022 turned out to be a record year for the growth of
consumer prices, which significantly undermined the purchasing power of the population.
Governments and businesses try their best to compensate for the reduced purchasing power by
increasing nominal wages and social benefits, but this further affects inflationary pressure. Per our
expectation in the Autumn bulletin, inflation started to show signs of calming down even before

the end of 2022 and the beginning of 2023. The

Basic food inflation recovery of relatively low transport fuel, natural
ooy o et inflation Yoy gas and electricity prices contributed to a reversal
o of the inflation trend in European Union and

60% 1 Bulgaria in particular.

40% 1 £ We predict that this trend will continue
20% 1 throughout the year, with the average annual

0%
+«—————»<«—> inflation at the end-2023 reaching a level of
-20% 2021 2022 2023

Flour (Type 500) == Eggs Sunflower oil == Sugar == Chicken 0.1%.

“Three consumer groups with the largest weights in the HICP general basket are presented.



22 Labour market

Competition for employees is growing among companies in an environment of
decreasing labour force

Unemployment & Employment” Unemployment, Bulgaria vs. Euro area
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£ Labour market remains resilient and the unemployment rate remains at historic lows in line
with labour supply shortages, particularly in "Services" and "Restaurants and hotels" sectors.
The demand for employees continues to exceed the supply in the economy, as a result of which
number of companies hire employees from Non-EU countries, such as Ukraine, Moldova, Turkey,
Kazakhstan, Kyrgyzstan, Uzbekistan, etc. This fact determines the labour market to be less

sensitive to GDP growth dynamics.

Real wage by sectors Nominal wage by location

Annual growth, as of December 2022
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£ The relatively higher employment is mainly attributed to the observed reduction in the risk of a
recession in 2023, i.e. possible increase in layoffs. Even on the contrary, there is a trend of
"employee stocking” in an environment with a shrinking labour force and economically active
population. As a result, the nominal wage continues showing serious growth rates and is
expected to increase in the medium term by 10% annual growth. However, real wage growth in
2022 contracted by 2%, mainly due to high inflation rates. In some regions of Bulgaria, wage
growth in real terms was seriously undermined last year. Our expectations are for the dynamics
of real wage growth are to be in the positive area over the projection horizon.

*Unemployment rate is for the age range of 20 - 64 years of age.



Z¢) State budget

Not expecting a regular government even after the SPRING 2023 election
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£ In the last few years, political parties are
in constant populism due to frequent
early elections, and this has weighed
mostly on government finances. The
government deficit was met in 2022,
despite the expected slowdown in
economic growth, and 2022 ended at
minus 2.9% of GDP. Due to the sharp
increase in expenditures (in particular
pension & subsidy costs) and the lack of
revenue the
government deficit for 2023 is 6-7% of

GDP, which does not meet the Maastricht

growth, expected

criteria for joining. The current budget is
a continuation of last year's budget 2022,
and with a delay in forming a regular
government and continuing this budget,
the deficit at the end of the year will be
excessive. The interim government will
most likely try to push through an
"solidarity contribution” on companies in

order to balance the budget deficit.

te

Our expectations are for an increasing
government debt in nominal terms and
as a ratio to GDP and reaching 26.8% by
the end of 2023. We do not expect
forming a regular government after
Spring 2023 vote, rather the focus turns
to the Autumn 2023 elections when the
local elections are, most likely 2-in-1
&

elections).

(local new early parliamentary



= Trade & Investment

Energy resource prices are a major factor in the significant annual growth of net

Other

Other

&

exports

Country's exports and imports illustrated
impressive growth in 2022, being at the top
position in the EU in terms of growth, which
for the entire year is close to 40%. This
confirms the openness of the economy to
foreign markets and sensitivity to the

external environment.

Export, main trade partners

Germany Germany
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Import, main trade partners

Russia Russia
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2021 i Germany 2022
Jan - Dec

8%
Turkey Other

The main drivers of the impressive growth
are the high prices of fuels, electricity, food,
machinery and metals. In 2023, net exports
are expected to cool slightly due to
consumption of the effects that boosted
trade in the past year.

Investments: The expectations remain the
same compared to the last macroeconomic
bulletin: falling down and the trend will

continue in the long-term.

Romania

v taly

Greece

China

Jan - Dec <P Germany

Turkey

BGN bn

5 - Export & Import (monthly)

01/21
03/21
05/21
07/21
09/21
/21
01/22
03/22
05/22
07/22
09/22
1/22
01/23

I export, nominal,BGNbn [l Import, nominal, BGN bn [l Trade balance

Export by category

6%

12%

66%

63%
Jan - Dec 2021 Jan - Dec 2022

- Mineral fuels & Qils |:| Copper - Other
|:| Electrical & Electronics |:| Machinery, nuclear reactors, Boilers

Import by category

Jan - Dec 2021 Jan - Dec 2022

- Mineral fuels & Oils |:| Machinery, nuclear reactors, Boilers - Other
|:| Electrical & Electronics - Vehicles

Direct Foreign Investments (DFl)

BGN bn

Jan21-Jan22 Jan22 - Jan'23
Il Equity I Debt instruments
I Reinvestment of earnings == Total 8



& Banking system
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Non-financial enterprises are already feeling the monetary spillover effect

Banking sector profit in Bulgaria marked
a significant improvement in 2022
compared to 2021. Deposit growth
remained strong during the vyear,
especially insofar as deposits of non-
financial enterprises are concerned.
Household deposits growth eased
notably in the same period, which we
consider in large part reflects the
negative impact of inflation on
household finances, but also a natural
rebound in consumption, following a
period of various pandemic restrictions
in 2020 and 2021, which depressed
consumer spending.

The monetary policy of the central banks
still maintains high interest rates and,
with unabated inflation, they seem ready
to increase the rates even more.
Expectations for a faster handling of
inflation did not materialize and interest
rates compared to the previous forecast
were revised upwards (mainly Euribor).
However, interest rates for the real
economy have not vyet exerted the
expected dampening of lending and
deposit inflows. On the contrary, there is
no increase in interest rates on new
production in  household lending,
resulting in continued high annual
growth in the segment. In non-financial

enterprises lending, interest rates are

BANbn Performing loans, volumes & interest rates
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O This document was issued by the Research team of DSK Bank and whether and in what time
frame an update of this analysis will be published has not been determined in advance.

O The macroeconomic bulletin is for information purposes only and the information
contained therein (in whole or in part) may not be disclosed, distributed, reproduced or
published for any purpose without the prior and express consent of DSK Bank.

O The Macroeconomic Bulletin is based on publicly available information, the sources of which
are indicated above. Neither DSIK Bank nor the staff of DSK Bank assume any responsibility or
liability regarding the accuracy or completeness of this document and are not responsible
for errors in the transmission of factual or analytical data. DSK Bank reserves the right to
change this estimate without notice.

O This document should not be construed as an offer to sell or buy any credit/financial
product. The information in this document is general and should not be construed as
personal advice as it has not been prepared for any particular investor. Accordingly,
investors should, before taking any action thereon, seek professional investment advice.

Q Statements in the macroeconomic bulletin may be considered forward-looking statements
that are based on current expectations and projections of future events. This forecast is not a
guarantee of future results and includes risks and uncertainties. Actual results may differ

materially from those projected as a result of various force majeure circumstances.
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