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Executive Summary 
 
1. There are visible signs that the global financial crisis is affecting economic growth 
and poverty reduction in Bulgaria.  After a period of strong economic growth through 2008, 
GDP in 2009 is projected to shrink by 3.5 percent due to the crisis, with important 
implications for poverty. The note identifies the following channels as having particular 
relevance for poverty in Bulgaria: (i) the labor market and (ii) foreign remittances.  Due 
primarily to its effect on trade and investment, the global financial crisis could affect 
household welfare through contraction in the labor market and slowdown in wage growth. 
Remittances from abroad, which are significant contributor to consumption of nearly 7 
percent of the Bulgarian households, are likely to slow down in 2009. The note estimates the 
potential impact on poverty of the crisis. The poverty impact is projected by simulating the 
effects of the anticipated slowdown in growth and remittances on household consumption 
using data from the 2007 Multitopic Household Survey (MTHS) and macro and sectoral 
growth and employment projections.  Given uncertainties regarding the scale of the crisis and 
how households are likely to cope, the note is intended to provide indicative estimates of the 
poverty impact of the crisis, rather than precise estimates.  
 
Figure 1 Overall Poverty Trends and Projections, 2008—2010 

 
 

Sources:  World Bank (2008), author’s estimates based on 2007 MTHS and growth and employment and remittances 
projections.  
 
2. Simulations of the impact of the crisis suggest that Bulgarian could see poverty 
somewhat worsen in 2009 and 2010.  Figure 1 presents trends in overall poverty indices 
(using the poverty line of BGN 125 per capita per month in 2007 prices) along with the 
predictions for 2008—2010. The simulations are based on the 2007 MTHS data at the 
household level and on the assumptions that: (1) real GDP decline by -3.5  percent in 2009 
and by -0.5 percent in 2010; and (2) remittances from abroad decline by 25 percent.  The 
overall poverty incidence could increase by about 2.3 percentage points between 2008 and 
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2009 and further increase by 0.7 percentage points in 2010. That means 169,000 people could 
fall below the poverty line in 2009 and another 43,000 in 2010.  The projected poverty 
incidence in 2009 of about 12.0 percent is higher than the 2007 level of about 10 percent, 
implying that any poverty reductions recorded in 2008 would be more than fully offset by 
poverty increases due the crisis. 
3. The labor market will be a major channel for transmitting the effects of the economic 
crisis to households. Out of the projected 2.9 percentage points increase in the poverty 
headcount between 2008 and 2010, about 2.5 percentage points (or 86 percent) would be due 
to increased unemployment and reduced earnings.  These labor market effects would be 
especially strong in the construction sectors. The projected decline in remittances is 
responsible for the remaining increase in poverty incidence. While decline in remittances 
accounted for about 14 percent of the overall poverty increase, it would be responsible for 
about27 percent of increase in extreme poverty. Moreover, the impact on those households 
depending on remittances would be very large. If all total remittances were to decline by 25 
percent, poverty rates among recipients of remittances would increases from 7 percent to over 
22.7 percent.   
 
Figure 2 Contribution of the labor market and remittances to increase in poverty in 2010 

 
    
Sources:  Author’s estimates based on 2007 MTHS and growth and employment and remittances projections.  
 
 
Implications for Measures to Mitigate the Impact 
 
4. The poverty projections, albeit indicative estimates, highlight the need for robust 
mitigation measures to lessen the burden on households vulnerable to the crisis. How much 
additional spending on social protection programs would be needed to offset the poverty 
impact of the crisis? Table 1 presents the projected additional poverty gaps created due to the 
crisis, which roughly approximate the additional resources that would be needed to cushion 
the impact.  The estimates are based on the poverty incidence and gap simulation exercise 
presented above. Accordingly, about BGN 64.4 million (or 0.11 percent of the projected 2009 
GDP) would be needed to mitigate the impact of the crisis on the overall poor. The 
corresponding figure for mitigating the impact on the very poor alone would be about BGN 
23.7 million (0.04 percent of 2009 GDP).     
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Table 1:  Additional Resources Needed to Mitigate the Poverty Impact of the Crisis, 2009 
 
Poverty Status  (BGN Million) 

Percent of projected 
2009 GDP  

Poor 64.4 0.11 
Very Poor 23.7 0.04 

Source: World Bank staff estimates based on ILCS 2007 and projected increase in poverty incidence.  
 
 
5. What kinds of measures can effectively avert or lessen the impact of the crisis?  The 
note does not advocate policy responses solely based on these simulations. However, 
international experience, considered within the current context facing Bulgaria, does suggest 
certain policy instruments that could usefully help vulnerable households withstand the 
economic downturn and that could be reversed when the economy recovers. These include 
expansion of the existing social safety net instruments, such as the Guaranteed Minimum 
Income (GMI) and heating allowance. Expansion of unemployment benefits and active labor 
market programs could be also as a vehicle to provide cushion against the poverty impact of 
the crisis. 
6. The two anti-poverty programs—the GMI and the heating allowance—achieve 
excellent and internationally first-rate targeting performances. About 85 percent of the GMI 
benefit goes to the bottom quintile, making it one of the best targeted programs in the world 
(World Bank, 2009). The GMI targeting accuracy is on par with the US food stamps program 
and a similarly named program in Romania. The HA also performs well with about 67 
percent of the program resources going to the poorest 20 percent of the population. About 69 
and 51 percent of GMI and HA benefits, respectively, go to the poor. Therefore, GMI and 
heating allowance can be very effective instruments to leverage government responses to 
mitigate the impact on the poor of the current global financial crisis. But the GMI and heating 
allowance benefits, the main anti-poverty programs, have low coverage at 4.2 percent and 3.8 
percent, respectively.  However, the programs’ coverage of the poor, the very poor and the 
bottom 20 percent of the population is impressive. For example, GMI and HA, despite very 
low coverage of the overall population, they reach about 36 and 33 percent of the very poor, 
due to their impressive targeting performance. Hence they can be scaled up as temporary 
policy measures by: (a) expanding coverage and (b) topping up the value of benefits.   
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1. Introduction 
 
1. The global financial crisis is posing serious challenges for maintaining the robust 
economic growth and poverty reduction that Bulgaria enjoyed since 2001. Bulgaria’s 
economic growth is forecast to decline substantially in 2009 and 2010.  After a period of 
strong economic growth through 2008, the outlook for 2009 is that growth will slow down to 
-3.5 percent due to the global economic and financial crisis. This comes at inopportune time 
when Bulgaria is striving to achieve convergence to EU living standards and close the 
substantial income gap with the rest of the EU member states.  A prolonged slowdown in 
Western Europe and other main trade partners would reduce demand for Bulgaria’s exports. 
Further worsening of growth prospects of Bulgaria’s main trade partners increases the risk for 
Bulgaria of experiencing sharper adjustment to growth and entering even into recession in 
2009. Depending on the depth of the crisis in Bulgaria and in its main trading and 
development partners and the effectiveness of policy responses, the crisis could have 
protracted negative effect on the living standard of the population and could put brake on the 
gains on poverty reduction. 
2. The global financial crisis is affecting the Bulgarian economy through its effect on 
trade, foreign direct investment and domestic credit market and, to some extent, remittances 
(stemming from economic slowdown in destination countries for Bulgarian migrants). The 
crisis has triggered a serious slowdown in Bulgaria’s main trading partners such as the EU 
countries in the final quarter of 2008 and the outlook for 2009 is even more pessimistic as 
economic growth around the world is falling sharply. The financial systems around the world 
are under stress, with governments providing liquidity support to increasing numbers of 
banks, including to the parent banks of subsidiaries and branches of Bulgarian banks. The 
Euro Zone and the United States are already in a recession, some of the new EU member 
states have seen rapid worsening of the outlook and are also in recession, while the rest are 
experiencing substantial downward adjustment to growth.  Growth projections for the region 
and the world have been scaled back a number of times since the onset of the crisis, 
suggesting there is substantial uncertainty about the implications of the global financial 
turmoil on the real economy. There is also uncertainty about the effects of the measures put in 
place in the EU and globally aimed at supporting the financial sectors in these countries. 
Whether these measures would be effective in quickly restoring confidence and increasing 
lending to the real economy is yet to be seen.  The measures would have key implications for 
capital flows in Bulgaria, coming both from parent banks and from private investors.   
3. Coming at the heels of the food and fuel price increases in 2007 and the early part of 
2008, the crisis could have a wide ranging impact on the poor and vulnerable. Often with 
limited coping means to begin with, many poor households may have already exhausted their 
ability to cope with the current crisis, which gave no time to regain strength and build up 
depleted productive and protective assets in the aftermath of the food and fuel crises.1

                                                 
1The steep increases in international food and fuel prices have already increased poverty in many developing 
countries (see, for example, Ivanic and Martin, 2008). 

  The 
loss of income and employment opportunities will lead to declining current consumption and 
ability to smooth consumption and further depletion of productive assets. The tightening of 
credit market could put limits on the scope for households to buffer themselves and 
overwhelm traditional coping strategies. Informal risk management and coping strategies are 



 2 

likely to be ineffective in the face a risk affecting every country and every individual. The 
ability of the poor to maintain their consumption in the face of crisis-induced income shocks 
is more limited than the ability of the non-poor (World Bank, 2000). Declining demand for 
labor at home and abroad means reduced scope and effectiveness of increasing labor supply 
and migration as coping strategies. In the severest case, households may face the possibility 
of their children’s declining school attendance and basic investment in health and nutrition as 
families have to cut back on spending, thus transforming financial crisis into setbacks for 
future generations.   
4. There are many channels through which the financial crisis may affect households’ 
short-term and long-term welfare. We identify the following channels have particular 
relevance for Bulgaria:  (i) the labor market and key sectors of employment; (ii) remittances; 
and (iii) potentially lower government spending on key social programs.  Bulgarians have 
enjoyed a substantial reduction in unemployment rate and a rapid increase in wages in recent 
years.  Due primarily to its effect on trade and investment, the impact of the global financial 
crisis on poverty could be felt through contraction in the labor market and slowdown in wage 
growth in response. Remittances from abroad, which are significant contributor to 
consumption of nearly 7 percent of the Bulgarian population, are likely to slow down in 2009.  
The objectives of this note are to identify the main channels through which the current global 
financial crisis is affecting poverty in Bulgaria and to provide estimates of the magnitude of 
the impact as the crisis fully unfolds.   
 

2. Economic Growth and Poverty Reduction 

Macroeconomic Environment 

5. Between 2003 and 2007, a reform intensive period leading up to EU accession, 
Bulgaria enjoyed one of the highest growth rates in Europe.  As a result of sound 
macroeconomic policies and deep structural reforms, average growth exceeded 6 percent per 
year during this period. While economic growth was driven by strong private consumption 
until 2003, the importance of investment has increased substantially since then, with 
investment accounting for 32 percent of GDP in 2006 compared to 23 percent in 2004.  
Manufacturing, finance, construction, real estate and trade contributed most to GDP growth, 
with the contribution of non-tradables increasing substantially over the last two years. These 
sectors were the recipients of the largest amounts of FDI inflows.  The robust growth resulted 
in higher GDP per capita, which now stands at around 40 percent of the EU average. 
6. Growth continued at strong pace two years after EU accession but downside risks to 
growth have intensified with the unraveling of the global financial crisis. Increased tensions 
in the markets in the wake of the global financial crisis are changing rapidly the external 
environment for 2009 and 2010, with significant downward adjustments to growth prospects.  
Weakened investor confidence and recession in most of Europe and elsewhere are affecting 
negatively Bulgaria’s growth outlook, with growth projected to slow to about 1 percent in 
2009.  In response to weaker external demand and sharp downward adjustment to commodity 
prices, growth in manufacturing slowed down from double-digit growth rates in 2007 to 7.1 
percent in the first half of 2008, and in the third quarter of 2008 manufacturing output 
declined by 0.1 percent.  Signs of further weakening of manufacturing by the end of 2008 and 
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2009 are already visible, with industrial sales falling and consumer confidence worsening 
sharply.  A number of enterprises from the chemical and metallurgical industries have already 
announced plans to cut production costs by freeing employment.   
7. With a prolonged financial turbulence, Bulgaria’s current account deficit of about 12 
percent of GDP may see a sharp downward adjustment with negative effects on growth. The 
financing of the expanding current account has started to shift from FDI to debt-creating 
funding sources in 2008.  Over the last several years Bulgaria has enjoyed sizable FDI 
inflows reflecting improved business environment and better growth prospects following EU 
accession. The credit tightening in the wake of the financial crisis and cooling-off of real 
estate values that started last year in some major markets around the world has affected 
investors’ sentiment towards investments in real estate.  FDI inflows in real estate in Bulgaria 
declined by close to 22 percent in the first ten months of 2008. And the prospects for FDI 
inflows are expected to worsen in the last quarter of 2008 and in 2009 following the global 
financial and credit crisis.  Domestic credit growth to the private sector has already slowed 
sharply to 32 percent year-on-year in the end of 2008 from 63 percent a year earlier, with new 
lending squeezed significantly and lending terms tightened since October 2008.   
 

Growth and Poverty Linkages 

8. Bulgaria has recorded impressive poverty reduction during the last several years, 
owing to significant positive growth record. The robust economic growth, which is 
attributable to a series of structural reforms, macroeconomic stability and improved business 
climate for foreign direct investment and private sector to create jobs, has lifted many 
Bulgarians above the poverty threshold.  For example, analysis using the 2003 and 2007 
MTHS data shows that between 2003 and 2007, household consumption per capita per month 
increased from BGN 236 in 2003 to BGN 280 in 2007 (in 2007 prices), a 19 percent increase 
in 4 years.2

                                                 
2 World Bank(2008) 

  As a result, the headcount poverty has declined from about 20.9 percent in 2003 
to only 10.7 percent in 2007--using an absolute poverty line of 125 BGN per capita per 
month--essentially halving the incidence of absolute poverty (Figure 3, left panel).  And 
growth has been pro-poor, particularly in the urban areas (Figure 3, right panel). 
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Figure 3 Poverty has fallen substantially between 2003 and 2007, and growth has been pro-poor 

 

 
  Source: MTHS 2003 and 2007 

 
9. The analysis, more importantly, suggest extreme poverty has declined even faster, 
with only 4.8 percent of the total population consuming less than 95 BGN per capita per 
month, compared to 10.3 percent in 2003. The evidence from the household survey data 
points towards a strong positive correlation between economic growth and poverty reduction: 
Over 75 percent of the reduction in poverty between 2003 and 2007 was attributable to 
growth in per capita consumption.  The decline in the unemployment rate and a low share of 
the working poor due to real wage increases have all contributed to clamp down the incidence 
of poverty.    
 
10. Growth elasticity of poverty. Given a pro-poor nature of growth, particularly in the 
urban areas, the economic slowdown due to the financial crisis would mean the poor and 
vulnerable could suffer disproportionately during the economic downturn.   Between 2003 
and 2007, the analysis of the elasticity of poverty to GDP shows that for each percentage 
point of growth recorded, the overall poverty incidence would decline by 0.54 percentage 
points.3

                                                 
3 Although crude, the growth elasticity of poverty is a useful aggregate index to summarize the growth-poverty 
relationship (see Bourguignon, 2002-03; Lopez and Serven, 2004; Ravallion, 1997).  The total growth-elasticity 
of poverty is defined as the relative change in the poverty headcount between two periods for a one percent 
growth in mean income (assuming that the poverty line remains constant in real terms).   

  Consequently, if real GDP growth were to reduce by significant margin from that 
projected before the onset of the crisis, poverty incidence would at best stagnant or even 
increase. The consequence of this is that not only Bulgaria will lose the opportunity to lift 
some of its poor above the poverty threshold but also would see some currently non-poor fall 
into poverty. With real GDP growth revised downwards from the projection underlying the 
2009 Budget of 4.6 percent to -3.5 percent in 2009 (IMF, 2008), Bulgaria would lose the 
opportunity to further reduce national poverty by about 2.5 percentage points. In the event 
that growth slowdown would worsen and drift into a negative territory in 2009, there would 
be an increase in poverty, reversing the recent impressive poverty reduction trend (Table 1). 
For instance, if GDP were to shrink by -3.5 percent, as widely expected, Bulgaria can expect 
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poverty to increase by about 1.9 percentage points overall and by about 2.6 percentage points 
among its rural population.  
 
Table 1: Growth elasticity of poverty and poverty headcount projections 

Location Elasticity, 
2003-2007 

Opportunity lost with 
growth projected at -3.5%, 
compared to 4.6% pre- 
crisis (percentage points) 

Increase in poverty with negative 
growth projection  
(percentage points) 

0% -2% -3.5% -5% 
Urban  -0.45 2.1 0.9 1.6 2.3 
Rural -0.74 3.4 1.5 2.6 3.7 
Total 
(Bulgaria)  -0.54 2.5 1.1 1.9 2.7 

Source: National Statistics Service, ILCS 2004-2007, and staff estimations 
 

3. Labor Market and Employment 
 
11. In Bulgaria, strong economic growth has been associated with substantial 
improvements in the labor market performance. The number of employed increased by more 
than 300,000 between 2004 and 2007 with most of the new jobs generated in the private 
sector mainly in construction and service sectors.  The employment rate increased by 3 
percentage points in 2007 year-on-year and by more than 2 percentage points in the third 
quarter of 2008 with close to 100,000 new jobs created until September 2008, mainly in 
construction, trade, and real estate and business services.  As a result, unemployment reached 
5.2 percent of the labor force in the third quarter of 2008.  
12. One of the main channels of transition of the impact of the financial crisis is through 
the loss of income and employment opportunities. Unemployment is likely to increase in 2009 
as manufacturing, construction, and real estate are expected to slow down significantly in 
response to the global turmoil.    Past crises offer several lessons on the nature and magnitude 
of the impact of the crisis on the labor market and wages. For example, during the East Asian 
crisis, the unemployment rate increased from 2.6 to 6.8 percent in Korea and from 2.2 to 5.2 
percent in Thailand; similarly, during Argentina’s crisis in the late 1990s, it increased from 
11.7 percent to 15.9 percent (Development Research Group, 2008).   The brunt of adjustment 
could also take in the form of reduced working hours or wage, as in Indonesia during the East 
Asian crisis where median wages declined by 20-30 percent and in Mexico during the 1994 
Tequila crisis where real wages dropped by 21 percent (Beegle, Frankenberg, and Thomas, 
1999). Bulgarian labor force has enjoyed substantial wage increases over the last several 
years; the financial crisis is likely to slow down or even to reverse the trend.   
13. The structure of the economy has implications for the likely impact of the financial 
crisis, as the crisis will affect the different sectors of the economy at varying intensity. The 
construction and export oriented industries are projected to see large number of layoffs and 
cut working hours.  Reduced labor demand in these sectors of the economy could spur costly 
labor reallocation, including movements into subsistence activities/sectors – for example, 
during the 1997 Asian crisis some 30-40 percent of displaced urban workers moved back to 
agriculture. Therefore, the impact is likely to be heterogeneous impacts across households, 
depending on, on the one hand, the sector of employment and the degree of the sector’s 
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exposure to external markets, and, on the other hand, on household characteristics such as 
demographics, education attainments and location.   
14. Crude and aggregate poverty projections based on growth elasticity of poverty does 
not account for these phenomena and thus cannot tell the whole story.  Moreover, the 
relationship between growth and poverty during the time of economic growth and during 
economic crisis may not be the same. Economic slowdown could lead to larger increase in 
poverty than economic growth does to poverty reduction. Below we use micro simulations 
using household survey data and sectoral growth and employment projections in light of the 
financial crisis to estimate the poverty impact.   
15. We simulate poverty measures under alternative growth rate scenarios and taking into 
account sectoral pattern of growth and employment using the PovStat tool (see Box 1). 
Household data from the 2007 Multi-topic Household Survey (MTHS) and projections of 
sectoral GDP and employment growth rates for 2008-2010 are used for forecasting the 
poverty implications of the financial crisis.  While survey data provide the distribution of 
household living standards in the country in 2007, the projection parameters are aimed to 
capture the effect of the financial crisis on various sectors of the economy.  The poverty 
indices are generated using per capita consumption as the measure of welfare and the same 
poverty lines used in the earlier discussions, with the assumption that household per capita 
consumption increases or declines at the same rate as that of per capita output in the sector of 
employment of the household head. Besides the rate of output growth by sector, we also 
account for employment shifts across sectors, changing terms of trade reflecting differential 
prices faced by consumers and producers, changes in the relative price of food and changes in 
the average consumption-income ratio. Poverty projections are presented on Table 2. 
16. According to these poverty simulations, Bulgaria will not only lose the opportunity to 
lift some of its poor above the poverty threshold but also would see about 2.5 percentage 
points increase in poverty between 2008 and 2010 due to the crisis impact on the labor 
market. The increase is driven by the severe impact of the financial crisis on the construction 
and export sectors.  As a result, an estimated 182 thousand people could fall into poverty and 
about 49 thousand people could fall below the extreme poverty threshold during 2009 and 
2010 due to the labor market channel alone.  
 
Table 2: Poverty projections under alternative sector growth and employment scenarios 
  
  

2007 
(Actual) 2008 2009 2010 

Change 
(2010-2008) 

%Change 
(2010-2008) 

0verall Poverty      
Headcount Index 10 9.7 11.6 12.2 2.5 25.3 
Poverty Gap Index 2.3 2.8 3.2 3.4 0.6 22.5 
Squared Poverty Gap Index 0.8 1.2 1.4 1.4 0.2 20.4 
Number of poor (thousands) 764 740 880 922 181.9 24.6 
Extreme Poverty             
Headcount Index 4.8 4.6 5.1 5.3 0.7 14.3 
Poverty Gap Index 1.3 1.2 1.4 1.4 0.2 16.3 
Squared Poverty Gap Index 0.5 0.5 0.5 0.6 0.1 29.8 
Number of extreme poor (‘000s) 370 353 384 402 49.4 14.0 

Source: Author’s estimations based on MTHS 2007 and sector growth and employment projections  
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4. Remittances and Poverty 
 
17. In terms of national economy, in 2007, remittances from abroad accounted for 5.7 
percent of GDP (IMF, 2008), which was more than three times the average for the ECA 
region (Figure A.1 in annex).  And about 7 percent of the Bulgarian households rely on 
remittances as source of income, according to the MTHS data of 2007. For families who 

Box 1. PovStat Methodology 
 
What is Povstat? PovStat is an Excel-based program designed to simulate poverty measures under 
alternative growth scenarios, and to forecast or project various poverty measures over a future 
projection horizon, or more generally, beyond the current household survey period. The need for 
making such projections naturally arises in the context of assessing poverty implications of expected 
growth scenarios.  Therefore it enables to project poverty levels beyond the most recent available 
national household survey data.  
 
Poverty projections are generated using country-specific (unit record) household survey data and a 
set of user-supplied projection parameters for that country. While survey data provide the 
distribution of household living standards in the country at a point in time, the projection parameters 
characterize a particular projection scenario. The program is designed to process data at the country 
level, but can also be used at higher and lower levels of aggregation.  
 
Povstat Methodology. To calculate poverty indices, PovStat uses per capita consumption as the 
measure of welfare. 

 
The basic methodology underlying PovStat is that the rate and sectoral pattern 

of growth determine how poverty measures evolve over time. In particular, PovStat starts with the 
initial assumption that household per capita consumption grows at the same rate as that of per capita 
output in the sector of employment of the household head. This assumption implies constant relative 
inequalities within sectors. The assumption can however be relaxed at the user’s discretion by 
specifying a rate of increase/decrease in inequalities within any sector over the projection horizon.  
 
However, PovStat does not capture heterogeneity within households with multiple income earners 
in different sectors. This is mainly on account of the nature of data availability.  If such data were 
available, PovStat could be easily run with individual rather than household level data.  PovStat 
allows poverty projections to be further conditioned by a number of projection parameters. Besides 
the rate of output growth by sector, the additional projection parameters relate to: (i) employment 
shifts across sectors, (ii) changing terms of trade reflecting differential prices faced by consumers 
and producers, (iii) changes in the relative price of food that is a prominent part of the poor’s 
consumption bundle, (iv) changes in inequality within sectors, (v) changes in the average 
consumption-income ratio, and (vi) statistical drift in consumption growth between the national 
accounts and the surveys. By allowing these adjustments to be built into the projections, PovStat 
offers a flexible approach to poverty projection that could help avoid the biases typically associated 
with the simple back-of-the-envelope forecasts relying only on per capita GDP growth and an 
empirical elasticity of poverty measures with respect to growth. For detailed specification of these 
projection parameters and their implementation within PovStat, please refer to the User Manual by 
Datt and Walker (2006). 
 
Source: Datt and Walker, 2006. 
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depend on them, remittances account for over 30 and 35 percent of consumption expenditure 
and income, respectively (Figure 4).  The global financial crisis is likely to lead to reduced 
remittances as early as in the final quarter of 2008.  With remittance from aboard accounting 
for a nontrivial share of the GDP and household income, the effect of financial crisis could be 
felt through declining foreign capital and the incomes of individual families who depend on 
such transfers.  However, the magnitude of the decline remains uncertain and depends on the 
outlook for growth in destination countries, the exchange rates and commodity prices. Thus, 
with remittances accounting for a significant share of the household income, the financial 
crisis could have important poverty implications for those relying on remittances.   
 

Figure 4: Share of remittances in household income and consumption expenditure 

 
 

Remittances and Poverty Projections 

In the following we simulate poverty and extreme projections under different scenarios for 
remittances.  
 
18. If all total remittances were to decline by 25 percent, poverty rates among recipients 
of remittances would double from 7.6 percent to about 13 percent; poverty rate would 
increase to 18.5 percent if remittances were to decline by 50 percent (Table 3). For a 25 
percent decline in remittances, poverty gap and severity would increase by 143 and 355 
percent, respectively. The extreme poverty is highly responsive and would nearly double 
from 3.8 percent to 7.4 percent.  Even worse, the extreme poverty, poverty gap and severity 
would skyrocket in multiples of their pre-shock levels.    
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Table 3: Projected poverty rates with declining remittances. 
  Base Poverty under declining remittances % increase in poverty 
 Decline in 

remittances by 
25% 

Decline in  
remittances by 50% 

Decline in 
remittances by 

25% 

Decline in  
remittances 

by 50% 
Overall Poverty     

Headcount 7.6 12.9 18.5 70 143 
Gap 2.0 3.8 9.1 90 355 

Severity 0.7 1.7 8.6 143 1129 
Extreme Poverty        
Headcount 3.8 7.4 13.9 95 266 

Gap 0.6 1.5 6.6 150 1000 
Severity 0.2 0.7 9.2 250 4500 

Source: World Bank staff estimations based on MTHS 2007. 
 

5. Cumulative Impact through the Labor Market and Remittances 
 
19. Micro simulations of the cumulative impact of the crisis through the two channels of 
transmission suggest that poverty incidence could increase by about 2.9 percentage points 
between 2008 and 2010 (Table 4). Just in 2009, there could be an increase of 2.3 percentage 
points from that projected for 2008. That means over 212 thousand people could fall below 
the poverty line in 2010.  The projected poverty incidence in 2010 of 12.0 percent is higher 
than the 2007 level of 10.0, implying that poverty reductions recorded between 2007 and 
2008 would be more than offset by poverty increases due the financial crisis. The poverty gap 
and poverty severity will increase at about the same rate as large as the already poor become 
poorer.  
 
Table 4: Poverty projections under alternative sector growth and employment scenarios 
  
  

2007 
(Actual) 2008 2009 2010 

Change 
(2010-2008) 

%Change 
(2010-2008) 

0verall Poverty      
Headcount Index 10 2.9 30.0 

Poverty Gap Index 2.3 0.7 26.7 

Squared Poverty Gap Index 0.8 0.3 29.0 

Number of poor (thousands) 764 212.1 28.7 
Extreme Poverty        

Headcount Index 1.0 20.6 

Poverty Gap Index 0.3 23.6 

Squared Poverty Gap Index 0.1 27.2 
Number of extreme poo   

thousands) 68 19.4 
Source: Author’s estimations based on MTHS 2007 and sector growth and employment projections  
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6. Conclusions 
 
20. The global economic crisis could slowdown the robust poverty reduction momentum 
that Bulgarians enjoyed over the last four years (World Bank, 2008).  The overall poverty 
incidence could increase by about 2.9 percentage points between 2008 and 2010, with an 
estimated 212,000 people falling below the poverty line due the crisis.  The labor market is 
the main channel for transmitting the impact of the economic crisis to households, accounting 
for 86 percent of the increase in overall between 2008 and 2010.  The projected decline in 
remittances accounts for the remaining 14 percent of the increase.   
21. There are existing social safety programs that can be leveraged to provide support for 
those most at risk. International experience, considered within the current context facing 
Bulgaria, suggests certain policy instruments that the government can implement to help 
households avert or lessen the impact of the crisis. These include expansion of the existing 
social safety net instruments such as the guaranteed minimum income (GMI) and the heating 
allowance for the poor and the vulnerable. The GMI and heating allowance programs 
exceptionally well targeted to the poor and thus would be a good vehicle to support the 
existing poor and those who become poor as a result of the crisis. Other interventions may 
include expansion of the active labor market programs and unemployment benefit for those 
who lost their jobs due to the financial crisis.   
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Annex A 
 

Table A. 1 Input data for poverty projections 
General         
Total Poverty Line (per capita per  month)      125 
Extreme Poverty Line (per capita per  month)      90 
Survey Year Population (thousands)      7,640 
Food Weight in Poverty Line       0.54 
Food Weight in CPI       0.35 

Survey Year Sectoral Labor Shares       
Agricultural Sector        22.00 
Industry Sector        33.00 
Services Sector        45.00 
                2008 2009 2010 
Output Growth (per cent annual)       
Agricultural Sector      
Industry Sector      
Services Sector      
GDP Growth at factor cost      
           
Employment Growth (per cent annual)      
Agricultural Sector      
Industry Sector      
Services Sector      
Population Growth      
           
CPI (2007=100)        
GDP Deflator (2007=100)      103.79 108.16 

 

Source: MTHS 2007; IMF GDP growth projections; PREM sectoral GDP and employment projections
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Figure A. 1: Remittances (% GDP), 2007 

 
Source: World Bank Development Data Platform 2008 
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