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Abstract: In this study, we want to examine the impact a small economy, such as 

Bulgaria, has when in the middle of two economic powers like China and the European 

Union (EU). We propose an OLS model to determine the factors which influence 

Bulgaria-China trade competitiveness index (TCI) for several groups manufactured 

goods and how Bulgaria’s accession to the European Union affected them. The 

conducted study showed Bulgaria’s stable and strong currency and low inflation rate 

have a positive impact on trade with China while the slow economic growth and 

unsteady economic situation prevents the bilateral trade from further development. 

According to our finding, the accession to the EU has a promoting but weaker than 

expected effect on Bulgaria-China trade competitiveness index. The results indicated, 

for an improved trade relationship with China, Bulgaria has to enhance R&D, attract 

more Chinese investments, and work on better absorption EU funds.  

Introduction 

Ever since the fall of the Bulgarian communist party regime in 1989, the country has 

been going through a series of political, economic and sociological changes. In 2007, 

Bulgaria joined the European Union, which gave the local economy a strong boost.  As 

a part of the promoted by EU economic integration, the country entered The Single 

market and it started implementing the common for all EU member states trade policies. 

After 2007, the bilateral relations with China progressed rapidly, which help to further 

strengthen Bulgaria‘s role as a bridge between East and West and a gateway to the 

European market.  

Literature Review   

China and Bulgaria traditionally have a long-lasting partnership, which is only going to 

strengthen in time (Zhang Wanxue, 2009). The relationship between the both countries 

has undergone a rapid development after 2005 and this trend is going to continue in the 

future (Angel Orbetzov, 2012).  The positive trend in trade between both countries, 

reached its peak in 2012, and came to a sudden fall in 2013 due to the Global Financial 

crisis (Nikolov, Kyoseva, Toptanova, 2013). As it can be seen from Tables 1 and 2, 

China has been ranked as one of Bulgaria’s the top 10 trade partners for 2013-2014. 

According to the data, China took ninth place both among Bulgaria’s largest import 

partners (766.75 mln eur) and its biggest export destinations (650.94 mln eur). It is easy 

to notice that after 2007, exports have been increasing and Bulgaria’s trade deficit with 

China has been reducing until 2014.   
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The Bulgarian companies are focused strongly on exporting goods to China, (Malinova, 

2015). According to Malinova, there are three main reasons for the positive 

development in Sino-Bulgarian economic relationship: (1) Chinese government’s 

strategy for balancing the export-import, focusing on imports to China. (2) Peking 

actively encouraging the local consumption premising deepening of bilateral 

relationship. (3) The newly formed middle class in China is getting richer; also the 

standard of living in the country is constantly rising, which increases the domestic 

demand for European goods. 

Table 1 Bulgaria’s top 10 trade partners for 2013 – 2014 (in mln. eur) 

Export Import 

Partner 

country 2013 2014 

Partner 

country 2013 2014 

Germany 2740.12 2656.21 Russia 4780.09 3976.85 

Turkey 2003.27 2072.21 Germany 2792.41 3206.11 

Italy 1924.41 1979.46 Italy 1920.63 1838.81 

Romania 1719.27 1748.61 Romania 1719.78 1782.75 

Greece 1545.31 1480.15 Turkey 1509.63 1481.78 

France 959.68 947.56 Greece 1434.76 1336.18 

Belgium 642.36 917.97 Spain 1344.51 1279.4 

Singapore 332.04 567.08 Hungary 784.94 881.54 

China 650.94 533.24 China 766.75 864.57 

Russia 582.61 527.57 France 767.52 793.12 

Source: Bulgarian Statistical Reference Book 2015   

Table 2 Trade between Bulgaria and China (in mln. eur) 
 

Year 

Bulgaria 

export to 

China 

China import 

to Bulgaria 
Total Balance 

2006 39.86 491.13 531 -451.27 

2007 51.98 425.51 477.49 -373.54 

2008 80.39 567.54 647.93 -487.15 

2009 69.91 321.15 391.07 -251.24 

2010 127.77 334.13 461.9 -206.37 

2011 206.83 481.83 688.66 -275 

2012 389.18 499.31 888.49 -110.13 

2013 443.66 521.39 965.04 -77.73 

2014 533.24 864.57 1397.81 -331.32 

Source: Bulgarian Statistical Reference Book 2015   

With export potential and a wider presence in the Chinese market are goods which 

are traditional for Bulgaria and it is known in the markets in Asia, such as Bulgarian 

wine, dairy products, oils and especially rose oil production, machine products of the 

chemical industry (Nanova N., Dimitrov L., 2012). According to Victor Azmanov, the 

increasing of Chinese investments in Bulgaria in the recent years is due to China’s 

increasing interest in the Central and Eastern European countries.  (Azmanov V., 2012) 

Through the launched in  2012 “16+1”  platform  between China and 16 Central and 

Eastern European countries, China’s leaders hope to increase exports, expand transport 

connections and get an easier access to the vast European market. 

There isn’t an extensive study on Bulgaria-China competitiveness index. The studies 

focus on EU-China competitiveness. Maria Silgoner, Katharina Steiner, Julia Wörz and 

Christian Schitter study the competitiveness of China-EU15 trade in comparison to that 
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of CESEE-EU15. According to them, the competition between China and the Countries 

from Central Europe in the EU-15 market has been increasing. Both the CESEE region 

and China could intensify existing trade linkages particularly due to their strong 

competitiveness. They could improve their competitive position further by responding 

more aptly to demand characteristics (Maria Silgoner, Katharina Steiner, Julia Wörz 

and Christian Schitter, 2013).  

Analysis of the Elements Influencing Bulgari-China Trade Competitiveness Index 

Before and After Bulgaria Joining the EU    

This study aims to determine the factors influencing Bulgaria-China’s TCI and also 

what effect the former’s accession to the EU has on them. We chose to analyze the time 

span from 1996-2014 because of the following three events: (1) In 1996-1997 Bulgaria 

went through which resulted in the government’s bankruptcy; (2) In January 2007, 

Bulgaria officially joined the EU;(3) The global financial crisis of 2008-2009 which led 

to an increasing government's debt and a high unemployment rate in Bulgaria.  

Trade Competitiveness Index       

The trade competitiveness index (TCI) is a measurement of the competitiveness of the 

bilateral trade between two partnering countries. We obtained the TCI of 

Bulgaria-China for several groups manufactured goods (see Table 4) using the 

following formula: 

  .                                                                                                       (1) 

Where: X is the export from Bulgaria to China for a i year of a k group of goods and M 

is the import from China to Bulgaria year of a k group of goods for the year i;  

OLS Model to Determine the Factors Influencing Bulgaria-China’s TCI  

For the purposes of this study we propose an OLS model through which to identify what 

elements influence Bulgaria-China trade competitiveness index (TCI) for several 

groups manufactured goods and how Bulgaria’s accession to the European Union 

affected them: 

= + + dummy+ , i=1,2,…,n .                                                           (2) 

Where: TCI is Bulgaria-China's trade competitiveness index (TCI) of k group of 

goods for an i year, X1 is an economic measurement of the Bulgarian economy (Gross 

domestic product (GDP), Foreign direct investment (FDI), Bulgaria’s inflation rate (IR), 

Lev/RMB exchange rate (EXR), Bulgarian balance of payment (BOP); Currency 

reserves (RES)). We use a dummy variable dummy to represent the country’s accession 

to the EU (0 for the time before 2007 and 1 after 2007).  
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Table 3 Trade competitiveness index 

 

Source: OECD database 

Data Sources   

TCI is calculated based on the bilateral trade and the export data of 1996-2014 bilateral 

trade data, and the corresponding calculation downloaded on the OECD website. This 

paper also uses the United Nations commodity Trade Statistics database data (SITC 

Rev.4), which divide all trade goods into nine categories, namely 0-4 class for Primary 

products, 5-9 class for Industrial products. Data of Bulgarian GDP, inflation rate, BGN 

/ RMB exchange rate were obtained from the World Bank’s website. 

TCI is Bulgaria and Chinese trade competitiveness index for goods and services, 

calculated by formula (1); TCI
2
 is TCI for Manufactured goods (SITC 5 to 8 less 667 

and 68) calculated by formula (1), TCI
3
 is TCI for Low-skill and technology-intensive 

manufactures calculated by formula (1), TCI
4
 is TCI for Medium-skill and 

technology-intensive manufactures calculated by formula (1), TCI
5
 is TCI for 

High-skill and technology-intensive manufactures calculated by formula (1), TCI
6
 is 

TCI for Manufactured goods; GDP is Bulgaria's GDP (data source: World Bank 

database), FDI is Foreign direct investment in Bulgaria (data source: World Bank 

database); IR is the Bulgarian inflation rate (data source World Bank database); EXR is 

Lev/RMB exchange rate(data source: WorldBank database); BOP is Bulgaria’s balance 

of payment (data source: World Bank database); RES is the Bulgarian currency reserves 

(data source: World Bank database).  

Results  

The following results are the results from the conducted regression (Table 4): 

(1) Bulgaria's FDI has an inhibitory effect on the TCI. For every increased unit 

foreign investments, TCI decreased by 0.17147. Bulgaria FDI also has a negative 

impact on TCI
2
. 
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(2) Exchange rate has a promoting effect on TCI. From table 3 we can see, with every 

unit the LEV/RMB exchange rate increase, TCI increases with 0.262611. It also has a 

promoting effect on TCI for Manufactured goods (SITC 5 to 8 less 667 and 68). This 

shows that the stability of the LEV/RMB exchange rate strengthens the trade 

competitiveness index for Bulgaria and China. 

(3) BOP also has a positive effect on the TCI. A unit increase BOP generate an 

increase in the competitiveness index of 0.262611. At the same time, an increase of 

BOP results in 0.19748 of TCI of Manufactured goods. 

(4) Bulgaria’s inflation rate (IR) has a promotion effect on the Trade competitiveness 

index of Low-skill and technology-intensive manufactures, Medium-skill and 

technology-intensive manufactures, High-skill and technology-intensive manufactures 

by 0.045444, 0.1929, 0.159677 and 0.150619 respectively. 

(5) After Bulgaria's accession to the European Union, Bulgaria's currency reserves 

affect positively the trade competitiveness index. Each unit of higher Currency reserves, 

generate an increase of the trade competitiveness index of 0.17274. 

(6) After Bulgaria joining the EU, the country’s GDP has a promotion effect on the 

Trade competitiveness index of 0.127641 per unit.  

Table 4: OLS Results 

 

 10%*, 5%**, 1%*** 

Implications   

Bulgaria is a very small economy, highly dependent on major market participants. After 

the crisis in 1996, the Bulgarian Lev has been pegged, first to the Deutsche mark, and 

later to the Euro, guaranteeing it stability, as well as being the strongest and most stable 

currency in Eastern Europe. This aided the development of Chinese-Bulgarian trade, 

stimulating import from China. In the same time, the drastic decrease in the exchange 

rate of the euro, influenced by the Greek and Cyprus’s debt  crises, negatively affected 

the Chinese-Bulgarian trade competitiveness by deflating both exports and imports 

which is a clear sign of Bulgaria’s and other CEE’s dependence of the EU. Bulgaria 

needs to take measures to further develop the manufacturing sector, paying special 

attention to Medium-skill and High-skill manufactures. There need to be made 

improvements for more effective R&D, as well as for increasing productivity. This will 

be beneficial for attracting more Chinese investments who want to enter the European 

market, in the country. A good example for this is the Chinese automobile company 

Great wall, which jointly with the local Litex Motors manufactures cars in Bulgaria and 

then exports them to other European countries. At the moment, the biggest investments 

in Bulgaria belong to other European countries such as Netherlands and Germany, 

which promotes expanding on the trade with the European countries, on the expense of 
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the trade with non-European countries such as China. Western European countries are 

also a preferred destination for outward Bulgarian investments. Increased Chinese FDI 

in the country will aid the development of the bilateral trade between Bulgaria and 

China. There is a potential growth, especially in the food and beverages sector, also car 

and machine manufacturing. Bulgaria should follow the example of countries like 

Poland, who successfully managed to develop better trade relationship with China. 

On other hand, the unstable economic situation in Bulgaria poses a serious threat to 

the Chinese-Bulgarian trade. The slow temps of economic growth, prevents the trade 

from expanding. The strict government fiscal reforms and raising unemployment rate 

hit the import sector and deflated the export to china. 

Lastly, Bulgaria’s accession to the EU, has a limited influence on the 

Chinese-Bulgarian trade competitiveness and hasn’t produced the so desired positive 

effect on Chinese-Bulgarian trade. Bulgaria has to make reforms in order to absorb 

European funds more effectively and develop the country’s exporting sector.   
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