Social and economic criteria for setting
minimum wages In Bulgaria

A background document

September 2015

! The background document was drafted by Sofia Am@eaDliveira (Technical Specialist on Conditions of
Work and Employment / Gender Equality, ILO DWT/CQeapest), Kristen Sobeck (Technical Officer, ILO
Geneva) and Plamenka Markova (Associate Profefsstitute for Legal Studies of Sofia). We thank riekt
Belser (Senior Economist, ILO Geneva) for his comtseThe responsibility for opinions expressedigned
articles, studies and other contributions restelgakith their authors, and publication does noastitute an
endorsement by the International Labour Officehef dpinions expressed in them.



Contents

I 101 o Yo (1 Tox (o] VA (=T 1.0 F= U 3
2. Definition and scope Of the MINIMUIM WEGE cmeceeeeeeeeiiiiiiiiiieie e e e e e e seise e e e e re e e e e e 4
3. The role of social dialogue and collective DaNIE ...............uuemiiiiiiiiiiiieee e eeeeeeveeeeerns 4
4. Criteria for setting and adjusting the MiNIMUIBgE ..............uuuumemme s eeeeeeeeeeeeeeeeeeeeeeeees 6
4.1. Needs of workers and their fAmMIlIES ... rvveeeiiiiiiieii e 7
4.2. The cost of living and changes iN PriCeS......cccooii i 11
4.2.1. Changes in the Consumer Price INdeX (CRI).........uuuiiiiiiiieiiiies e 11
4.2.2. Changes in real MiniMUM WAJES ...... o eeerrrennmnnnnnnnnnnnnnnnnnnnnnnnnnnnmnnnnssssssnnnsnnmnnnes 12
4.2.3. Changes iN FEAI WAGES ..........cee sttt ettt ettt ettt ettt et e e aae st e e ereeaeeeaaeeeeeeeeeeeereeeeees 13
4.2.4. Changes in iNCOME iNEQUAIILY ........commmeiie e 15
4.3. Impact on enterprises and COMPELIVENESS . .ovieeeeeeeee e 19
N 0t I = o To 1N o] o To [1 o 11/ 2P 19
4.3.2. Minimum wages and [abour COSES......cccooci i 22
4.4. Impact on the labour market and employment............cccceeiieiiieiiiieiieie e 24
4.4.1. Impact of MiNIiMumM Wages 0N aVErage WaGES. wu . .ceeeeeeeeeeeeaaaeaaaaaaaaeaaeeeaeeeaaeeaaaaaaens 25
4.4.2. Impact of minimum wages on income iNequUality..............uueeiiiiiiieiiieeeeee s seeceenennnns 28
4.4.3. Impact of minimum wages on emploYMENt...........oocooiiiiiiiiiiiii e 28
5. Descriptive trends in relation to iNternatiopBACLICE ..............uvvvviiviiiiiiiiiieies e e e eeeeeeeeeeeeeees 29
6. CONCIUSIONS ...ttt een et e e et e e e e s et e e s s e e e e 32
ANNEX 1. Evolution of the Nominal Minimum wage iruBaria, 1947 — 2015.............ccccvvvveee. 33

ANNEX 2. Description of data sources from seleaatkrprise surveys in Bulgaria..................36



1. Introductory remarks

The Government of Bulgaria has set out to improw®ine and wage policies to better respond to the
economic challenges and to establish a new minim@age fixing mechanism based on tripartite
consensus. This background document forms paheofliO’s response to the Government's request
for technical assistance to that end.

Labour law in Bulgaria has developed under theuaite of the ILO conventions and
recommendations. Bulgaria has become a membee df@in 1920 and ratified the Minimum Wage-
Fixing Machinery Convention in 1935. In 1936, theli@ance-law on the Employment Contract, which
regulated the minimum wage (art. 21) was adopténceS1945, the competent entity to fix the
minimum wage is the Council of Ministers, while hgg wages may be set through collective
agreements. At present, the national minimum wagegdulated in the Labour code and in several by-
laws. Bulgaria has also ratified The ProtectionVges Convention, 1949 (No. 95); the Equal
Remuneration Convention, 1951 (No. 100), the TtifgarConsultation (International Labour
Standards) Convention, 1976 (No. 144), the Labmspéction Convention, 1947 (No. 81); the
Protection of Wages Convention, 1949 (No. 95) &edMaritime Labour Convention, 2006.

Minimum wages are an almost universally used togrbtect workers against unduly low wages and
form an essential part of effective wage policigre than 90 per cent of all countries currently
implement them in one form or another, and therhagonal Labour Standards on minimum wages are
among the most widely ratified technical Convergid®ome 103 countries have ratified the Minimum
Wage-Fixing Machinery Convention, 1928 (No. 26)] &1 countries are signatories to the Minimum
Wage Fixing Convention, 1970 (No. 131). The MinimWvage Fixing Recommendation, 1970 (No.
135), provides further non-binding guidance tdlal member countries.

To support the social partners and the Bulgariame@onent in developing a more coherent income
policy, in particular through the minimum wage,stldocument presents data on minimum wage
employment in Bulgaria and on relevant social acdnemic criteria which might be used for the
purpose of setting and/or adjusting the minimumevadl data are drawn from national sources, mainly
from the Bulgarian National Statistical Institutevery effort was made to compile the most reliable
data. Where necessary, detailed comments about dtrengths and weaknesses are made. Taken
together, the available data provide a comprehersoture of the developments faced by workers and
employers.

It should be stressed that the analysis and canalsigre provided without prejudice to any comments
that may be made by the ILO bodies responsibledpervising compliance with international labour
standards. The background document does not magkeeaommendation on the level of an uprated
minimum wage or a new adjustment formula. Suchcarmenendation is expected to result from full
consultations by the competent authorities takng account the different concerns raised by warker
and employers’ organizations.

The findings were presented and discussed duriedgripartite training workshop on “Setting and
Adjusting the Minimum Wage in Bulgaria” organisegithe ILO and the Bulgarian Centre for Human
Resource Development and Regional Initiatives ity [2@15.

2 Decree of the Council of Ministers No. 6, from 1dember 1945



2. Definition and scope of the minimum wage

Bulgaria has one minimum wage, determined at natiewel for the whole country and for all workers
regardless, among others, of the industry in whtody are employed, of the ground on which
employment has arisen, duration. The Minimum wag#ies to private and public sector alike.

Wages and payment systems are regulated by theitDtos®, the Labour Code (Chapter Xll), the
Civil Procedure Code, the Protection of Workersi@is in Case of Insolvency of the Employer and
several by-laws: Ordinance on wage bargaining, 1@®dinance on the structure and organization of
wages, 2007 (last updated on 1 July 2012) and @ndi on salaries for public administration
employees, 2012. None of these acts contains Adefjaition of minimum wage in strict sense.

The minimum wage is the guaranteed minimum forléheest paid employees. It refers to the base
salary before taxes or other statutory deductigmbyang to standard hours of work. Overtime pay,

additional premiums and bonuses are not included.riinimum wage is calculated on monthly basis
for a standard 8-hour work day and 40-hour workkv@ée minimum hourly wage is calculated on

the basis of the minimum monthly wage.

The minimum wage is binding on the parties to tim@leyment relationship and the rules that setdt ar
imperative. It is not possible to agree on a wageel than the minimum monthly or hourly wage for
normal working hours. If a lower contractual wageset, it is considered invalid and the national
minimum wage shall apply.

The minimum wage must be distinguished fromntirimum social insurance thresholdshich are
determined annually by the Law on Social Securitgdet. In 2002, these thresholds were introduced
with the aim of improving the collection of sociakurance contributioAsiue to under-declaration of
wages. The social insurance threshold is the sumasfey (insurance income) on which due social
insurance contributions are determined. The aggreds salary (the amount of base salary and
additional remuneration) may be less than the miminsocial security threshold, but contributiond wil
nevertheless be calculated on the establishedaiatke minimum insurance income in the Annex to
the Law on the Budget of the State Social Security.

3. The role of social dialogue and collective bargang

Tripartite cooperation at national level has begraading in recent years. New mechanisms have been
introduced such as participation by the socialgag in an advisory council under the Parliameatari
Commission for Labour and Social Policy; the essaibhent of special working groups to draft new

3 Art. 48 para 5 of the Constitution: “Workers sHadlve the right to healthy and safe working condgjdo a
minimum labour remuneration, and to pay commensuthe work performed, as well as to rest anddea
under terms and according to a procedure establish¢he law”

4 The social security system in Bulgaria consistanaindatory state social security with four sepafatels
(Common Diseases and Maternity Fund; Pensions FDodgpational Injuries and Professional Diseaseslfu
Unemployment Fund; Additional obligatory pensiosurance) and Mandatory health insurance. Contahsti
to the above-mentioned social security schememade by employers, employees, self-employed andtéte.
The rate of contributions for the different fundktbe state social security, as well as the ratiavhich
contributions are divided between the employer thiedemployee, are decided by the Parliament fan gaar.
Contributions to the Occupational Injuries and Bssfonal Diseases Fund are paid solely by the gmpl60%
of mandatory health insurance contributions ard pgithe employer and 50% by the employee. The atoiu
contributions that is to be paid by the employedeiducted monthly from the gross salary. Self-eygdopeople
pay their own social security contributions. Theaiparticipates only by making transfers to tReinsions Fund,
which is calculated at 12 percent of the sum ofa@ecurity incomes of the insured persons fordhlendar
year.



labour and social legislation; the creation of sedtbranch and municipality councils for tripaeatit
cooperation which discuss issues specific for thgpective level, for example the policies on
employment in the economy branches and the labaudkehin municipalities.

The main body for social dialogue is the Nationalu@cil for Tripartite Cooperation (NCTC),
established in 1993. The National Council for Tripa Cooperation comprises two representatives
from the Council of Ministers, the representativegamisations of workers (Confederation of
Independent Trade Unions (CITUB) and CL Podkrepad #he representative organisations of
employers.(Bulgarian Industrial Association -Uniofi the Bulgarian Business (BIA, Bulgarian
Chamber of Commerce and Industry (BCCI; Bulgariaduktrial Capital Association (BICA) and
Confederation of Employers and Industrialists ingaua (CEIBG)). It is headed by the Deputy Prime
Minister (at present Minister of Labour and Soé&alicy) and promotes cooperation and consultation
over issues concerning namely labour, social sgcuand living standards. Standing expert
commissions were created dealing with, among otlecemes and cost of living, collective labour
disputes, social security and labour law. The Cassiain on incomes and cost of living is the firatiypo

to discuss minimum wages, then the issue is trenesféo the NCTC in plenum, which adopts decisions
by consensus. When no agreement is reached therBomet issues a decree by with which it sets the
minimum wage for the country.

According to Bulgaria’s Labour Code;ollective bargaining is a trade union right amdeanployers’
obligation. The system of collective bargainingoiganised at three levels: branch/sector level,
municipal level, company level. Since 2003, collecbargaining at sector/branch level was extended
to include annual negotiations on minimum sociausity thresholds. Agreements generally run for
two years and the main theme is pay, especiallynmim wage rates.

Valid collective agreements (CAs), by year and lelfe

Sectoral/branch CAs CAs in company/enterprise
Year Total From them: Total From them:
number number CA
Sectoral | Branch | + gnnexesto | CA Annexes
CAs CAs CAs
2008 67 10 57 1828 1493 335
2009 73 10 63 1499 1261 238
2010 71 10 61 1596 1321 278
2011 72 9 63 1616 1332 284
2012 64 8 56 1581 1308 273
2013 68 8 60 1439 1153 286

Source:Dimitrov, PlamenAnnual review of labour relations and social dialmgin South East Europe:
Bulgaria (Bratislava: Friedrich Ebert Stiftung, 2015)

Social partners negotiate yearly the minimum sacisdirance thresholds. In 2015, minimum social
security thresholds have been agreed for 42 ecoisegtijons. The average increase compared to 2014
is 4.4%. The State has determined an increase dbA®e rest of the economy activities, for which

®> Chapter Four — articles 50-60 of the LC providesldgal regulation of collective agreements. Omlg o
collective agreement may be concluded at the lefvehterprise, branch and industry.

6 SeeDimitrov, Plamen:Annual review of labour relations and social dial@gin South East Europe: Bulgaria
(Bratislava: Friedrich Ebert Stiftung, 2015) avhleathttp:/library.fes.de/pdf-files/bueros/belgrad/1 T53if




the trade unions and the employers have failecegmtiate new thresholds. The minimum thresholds
applicable for the self- insured persons remaimezhanged.

The minimum wage for the country is always takea account when determining the minimum social
insurance thresholds. Collective agreements magbksit a lower base salary than the minimum
insurance threshold for the respective sector/cagedput not less than the national minimum wage.
Social partners negotiate minimum wages above #ti@mal minimum wage through sectorial and
enterprise level collective agreements.

Collective agreements are applicable to the emp®y®ho are members of the trade union
organisation signatory to the agreement. The emsgi®ywho are not members of a trade union
organisation that is a party to a collective agreiginmay accede to a collective agreement concluded
by their employer by applications in writing subtmét to him or to the leadership of the trade union
organisation which has concluded the agreemengrdedns and provisions determined by the parties
to the agreement, such as may not be contranettatih or evading the law, or such that are offemsiv
to the good morals. Where a collective agreemeninduastry or branch level has been concluded
between all representative organisations of thel@yaps and of the employers in the industry or the
branch, the Minister of Labour and Social Policyymapon their joint request, extend the application
of the agreement or of individual clauses thereo&lt enterprises of that industry or branch. No
extension has been determined since 2013.

4. Criteria for setting and adjusting the minimum wage

When setting the level of minimum wage, most caastare guided by a set of clearly defined criteria
In line with the Minimum Wage Fixing Convention, 2 (No. 131}, these criteria usually aim to find

a balance between the needs of workers and thailida as well as economic aspects, such as
maintaining employment. Specifically, Article 3tbie Convention stipulates that:

“The elements to be taken into consideration iredwatning the level of minimum wages
shall, so far as possible and appropriate in redatto national practice and conditions,
include--

(a) the needs of workers and their families, taking account the general level of wages in
the country, the cost of living, social securityéfits, and the relative living standards of
other social groups;

(b) economic factors, including the requirementeainomic development, levels of
productivity and the desirability of attaining anthintaining a high level of employment.”

The national legislation in Bulgaria does not sfyetie criteria for fixing and adjusting minimum gea
determination and update. However reports of thastars of labour which propose a new minimum
wage to be established by a decree indicate tedbtlowing criteria should be taken into account:

(a) needs of workers and their families;

(b) general level of wages in the country;

(c) cost of living and changes therein;

(d) social security benefits;

(f) economic factors, including the requirements edfonomic development, levels of
productivity and the desirability of attaining améintaining a high level of employment.

”The Committee of Experts on the Application of Centions and Recommendations invited the Governoifent
Bulgaria to consider the possibility of ratifyiniget Minimum Wage Fixing Convention, 1970 (No. 13Diat
marks certain advances compared to older instrisn@mtminimum wage fixing, for instance, as regatsls
broader scope of application, the requirement foormprehensive minimum wage system, and the entioera
of the criteria for the determination of minimum gea level. See
http://www.ilo.org/dyn/normlex/en/f?p=NORMLEXPUB:180:0::N0:13100:P13100_ COMMENT _1D:30734
66:NO




In a document providing a social and economic aiglgf the policies of the Ministry of Labour and
Social Policy, from 202 the lack of a mechanism for setting the minimuages in Bulgaria was
considered a weak aspect of the Ministry's policlésis, in 2011, specific attention was given ® th
minimum wage and the mechanisms for its deterngnatthe principles, the procedures, the terms and
conditions for the setting and modifying (updatititgg minimum wage in the country.

In 2012, a specialized working group was estabtisbeeview the legislation on negotiation and v&age
The adverse economic circumstances and trends, vieowmfluenced the positions of the social
partners and after continuous discussions and ia¢igos an agreement on a specific mechanism for
determining the minimum wage was not reached. 1042¢the Minister of LSP in the interim
Government also promoted the idea of setting a av@sm for establishing minimum wages.

4.1. Needs of workers and their families

ILO Convention No. 131 emphasizes that a minimurgevshould be set in a way which balances the
needs of workers and their families and econontitofa. One natural starting point to assess thésnee
of workers and their families is the official potseline.

The first poverty studies were done by the Ministhy.abour and Social Policy (MLSP), the National
Statistical Institute (NSI) and the Institute ofc&d and Trade Union Research at the Confederafion
Independent Unions in Bulgaria (CITUB). These stadook an absolute approach to studying poverty,
examining a basket of the most essential goodssanices required to satisfy the basic needs of the
poor. The research on poverty done by various asithnd institutions was summarized in a more
complete publication: “Poverty in Transition” (199BO and UNDP). This publication presented both
the data and methods used in specific studies @argoand living conditions in Bulgaria. It also
included an examination of the quality of the vasanethods, comparative characteristics of their
advantages and disadvantages, and ideas for easiinstruments of social policy.

Currently, the poverty line is a relative measuedireed by the Council of Ministers following a
proposal made by the Minister of Labour and Sdedlicy. The Minister of Labour and Social Policy
bases its decision on calculations made by the dkhg the Household Budget Survey (HBS), and
negotiations between social partners and otherastied organizations and institutions.

As previously mentioned, in contrast to the origjistadies, the calculations on poverty made by the
NSI, using the HBS, are based on a relative meadypeverty (not absolute). This method is accepted
by EUROSTAT and is based on the income distributbmouseholds (in equivalent units). The
poverty line is equal to 60% of the median equinelacome. However, in official definitions of the
poverty line, this percentage (60%) is not speailjcstated. This enables some flexibility in the
negotiations and allows the percentage to change year depending on economic conditions; for
example, it could range from 50 to 70% of the mediquivalent income.

The approach for defining the national poverty &s published in the State Gazette in December
2006 and updated in November 2007. The povertyfnghe following year is determined annually
by October 3% of the previous year. If prices increase more th@¥b since the previous update, the
poverty line is updated more frequently.

The official poverty line for one person in 2015386 BGN and was calculated using the HBS. This
level is equivalent to the “at-risk-of-poverty tehmld” (ARPT) calculated using the European Union
Statistics on Income and Living Conditions (EU-S)LE€ and directly available from the NSI. As
described above, this is a relative measure s@d%t of the national median equivalised disposable
income (after social transfers). The thresholdrvided for a single person (286 BGN in 2012) and
for a family with two adults and two children yowarghan 14 years old (600 BGN in 2012).

Figure 1 shows the ARTP for different family sizegionally and by region in 2012 (the latest year f
which data are available). As can be seen, withettteption of the south-central region where the

8 Available at http://www.strategy.bg/FileHandler.a2fileld=1543



thresholds are 75 BGN and 157 BGN higher for alsipgrson and family with two adults and two
children younger than 14, respectively, there tsmach difference across the poverty thresholdisen
country.

Since the ARTP rates are only available for 200y tan be adjusted to account for changes ingrice
since then. The Consumer Price Index (CPI) pubdistyehe NIS gives a good indication of the changes
in prices since 2012. Using an average of the nhpfekels, prices actually decreased by about 6r5 p
cent between 2012 to 2014. This is about the santlead provided by the IMF (from the harmonized
index of consumer prices) which shows that pricesrebsed by about 0.8 per cent between the two
years; the IMF estimate also has a projectionribation showing that prices are expected to inseea
between 2014 and 2015 by about 0.7 per cent.

Figure 1.1 At risk of poverty threshold by family sze and region, 2012
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Figure 1.2 Estimate of minimum living wage, 2015 (BN)

Lowest 25 Average Replacement
Concept per cent family rate One person  Source/Calculation
2015 Poverty line for 286 286 286 286 Bulgarian National Statistical
one person Institute
Family size 35 3.3 4.0 1.0 EU-SILC 2010, ILO Calc
Equivalent family size 2.0 2.0 2.1 1.0 ILO Calc
Family poverty line 586 573 607 1 Poverty line éore person x
equivalent family size
Number of people 1.4 2.0 2.0 1.0 EU-SILC 2010, ILO Calc
working in the family
Minimum wage 420 283 304 286 Family poverty line / number
required to meet of people working in the
poverty line family
Current minimum wage 360 360 360 360
(gross) - 2015
Current minimum wage 282 282 282 282
(net) - 2015

Source:ILO Calculations.

The ratio of the projected CPI for 2015 and thei@ao€PI in 2012 shows that prices will be about the
same in 2015. This in part helps to explain why2B&2 ARPT is the same level as the poverty line
indicated in 2015.

In order to compute the family size the minimum @abould sustain, an appropriate family size should
be determined. In this regard there are sevetarp For example, the average family size cteld
used, the replacement rate (i.e. a family with gltadand 2 children) could be used or the average
family size of those at the bottom of the incom&trithution could be used (in order to represent the
family size of those most likely affected by thenimum wage). There are other options as well which
could be used at the discretion of the social eastrand Government responsible for setting the
minimum wage.

The family size can also be adjusted for smallesamption needs of children and economies of scale.
For example, since children consume fewer cal@mesonly one house is needed (instead of 4 homes
for a 4 person family), the poverty line for a famof four is not equivalent to four times the paye

line for one person. There are different ways twaat for differences in consumption and economies
of scale. One example i€ = (A4 + aK)? , where A represents the number of adults, Kesithmber

of dependent childreny represents the spending of a child relative tadmnlt, andd captures the
economies of scale in a given household (DeatonZaidi, 2002). If this formula is applied, the
respective equivalent family sizes are listed guffe 1.2 for each type of family.

A typical household has about two people who cantritiute to household income. In a household with
two adults and two children (replacement rata}, &ssumed that both adults work. Among the poorest
25 per cent of households only 1.4 people work.

Dividing the total needs of the household by thenber of workers in each household type gives an
estimate of the wage that each worker would needhi® household to reach the poverty line. The
results are presented in figure 1.2 and graphigafigure 1.3. As can be seen, the current netrmim
wage in 2015 nearly meets the minimum needs ofp@nson and an average family and is about 22
BGN short of meeting the minimum needs of a famofyfour (replacement rate). However, at its
current rate, the minimum wage does not meet tinemim needs of a family in the bottom 25 per cent
of households; this is because the poorest 25qmrat households tend to be slightly larger than t
average family and there are fewer people who wotkese households.



Based on these findings, one could conclude thaeaturrent net minimum wage level, social trarssfe
ranging from 1 BGN to 138 BGN would be needed tmgl@ment wages in order to meet the minimum
needs of workers and their families, dependinghefamily size.

Figure 1.3 Minimum wages required to meet the povey line by various family types, 2015 (BGN)

m Minimum wage required to meet poverty line
m Current minimum wage (gross) - 2015
m Current minimum wage (net) - 2015
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Source:ILO Calculations.

In conclusion, estimates for the wage needed fefgdhe basic needs of workers and their families
vary widely between sources, depending on the mdelbgy and assumptions used. In the absence of
an official definition of the needs of workers aheir families, this section has presented oneibless
approach to derive an estimate. The result is theggiending on the type of family used, a minimum
wage between 283 and 420 BGN per month would hénetjito ensure the family reaches the poverty
line.

However, it is important to stress that this isyamte possible way to do such a calculation. Thelte
vary with assumptions made. For instance, soméngiwage”-calculations are based on higher
minimum thresholds, adding, for example, an alloveafor savings and discretionary expenditure
(which is not done in this sectioh).

It is also important to highlight the differencetlwseen minimum wages and living wages. The living
wage is commonly defined as the wage that workeesl o meet their needs, while the minimum wage
is the lowest permissible wage that is set by lavpractice, there is often a large discrepancwéen

the two.

9 See, for example, R. Anker (201Bstimating a living wage: A methodological revi@@onditions of Work
and Employment Series No. 29 (Geneva, ILO).

10



4.2. The cost of living and changes in prices

Minimum wages need to be adjusted from time to ti®®e reason is that as price levels increase, the
purchasing power of the minimum wage erodes. @&kjdains why inflation is often one of the criteria
used to adjust minimum wages. However, it has sam&tions. For instance, it can lead to wage-
price spirals where higher prices lead to highegesaand higher wages in turn lead to higher prices
and so on. This was the experience in some Latirrfan countries during the 1970s, where an
automatic indexation of wages to prices led to smclynamic. From the workers’ perspective, using
inflation as the only criteria would mean that minim wages stagnate in real terms.

4.2.1. Changes in the Consumer Price Index (CPI)

How have consumer prices evolved over time? Thedoesce to answer this question is the Consumer
Price Index (CPI) that is compiled by the NIS.tr¢éicks the evolution of prices for a basket of good
and services on a monthly basis. Figure 2.1 giwesexamples, ranging from food to motorcars. To
make price movement comparable across differentdgoall are presented as an index that takes the
value of 100 in 1995 (monthly values have beenagext). As can be seen, prices of some items rose
faster than those for others.

Figure 2.1. Consumer price index overall and by gah 1995 — 2004
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However, on average the price trend is upwardsnsuwmer prices generally rose over the period
covered. The overall Consumer Price Index (CPI) sriae average movement of prices. It gives a
greater weight to items that have a larger shapeople’s expenditure. Less frequently bought items
are given a smaller weight.

Figure 2.1 also presents the overall change inuwoas prices since 1995. The main CPI includes all
items. It rose from an index value of about 100985 to 6557 in 2014. Hence, overall consumer price
were more than 60 times higher in 2014 than thegevile 1995. The index for food prices rose

somewhat less than the main CPI.

11



4.2.2. Changes in real minimum wages

How does the change in prices compare to the changaimum wages since 19907 One way to look
at this is to adjust the nominal minimum wage @drsthe minimum wage orders) for changes in grice
and calculate a so-called “real minimum wage”. Ttigs out the effect of price changes.

Figure 2.2 shows that the nominal minimum wage rise considerably, from less than 1 BGN in
1990°to an annual average of 340 BGN in 2014 (see ahnfox a list of minimum wage levels since
1947). However, given the rise in consumer prites,increase in the real minimum wage is much
smaller. Broadly speaking, the figure shows twadimli$ periods: From 1990 to 1998, the minimum
wage rose slower than consumer prices so that wheh@sing power of the minimum wage fell
massively. Since about 1998, the minimum wage isas ffaster than consumer prices so that the real
minimum wage has risen (by 155 per cent when campa000 to 2014). However, the real minimum
wage in 2014 was still lower than the value in plat 1990. Much of the increase in wages can be
attributed to a catch-up effect in wages aftertthasition to a market economy. This can alsodesm s
from the trends in real wages presented in the sesotion.

Figure 2.2. Monthly minimum wage (nominal and real)in 2014 BGN, 1990 -2014
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Note: The IMF CPI is used because it begins in 1990. &lrerage minimum wage applicable in each year is
shown.

Sources: IMF World Economic Outlook (CPI), Eurostat (minimuwage), Tzanov and Vaughan-Whitehead
(1998). Republic of Bulgaria: For a new incomesqoand strategy. ILO.

10 The nominal level of the minimum wage noted heesgIthan 1 BGN) is not equal to the level noted in
legislative decrees from 1990. In 1999 the Lev reakenominated with 1000 Lev equal to 1 Lev ; minimu
wage levels prior to 1999 have been converted ubisgate.
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4.2.3. Changes in real wages

While every worker is guaranteed to receive attlg@sminimum wage for full-time work, in practice
many workers earn more. It can therefore be inftimdo consider how the average wages of workers
have changed, both in nominal terms and after adgudor inflation. In addition to the CPI, this
requires a reliable time-series of average wages.

Bulgarian labour statistics adhere to internatiogndards (definitions, recommendations and
guidelines) developed and maintained by the Intemal Labour Organisation (ILO) and United
Nations Statistics Division (UNSD). Bulgaria joindte EU in the beginning of 2007. During the pre-
accession period the Bulgarian NSI adopted a nurabgood practices and harmonized the labour
statistics methodologies with those implemente@&bymember states.

In order to assess the types of workers and seestdch will be most affected by the minimum wage,
comprehensive wage data (in terms of geographatpise, employee, and enterprise coverage) are
required. In Bulgaria, there are multiple sources/age data, highlighted in table 2.1 (some are als
described in text in annex 2). The most comprekersiurce for wage data would be the Labour Force
Survey (LFS) since it covers the entire working ydapon; however it unfortunately does not include
a question on wages and wage data are subsequentivailable. This is an unfortunate limitation
because it implies that minimum wage setting andstidg analyses, processes and decisions will not
be based on data which cover all employees. Adtamative, two other annual sources are: the EU-
SILC and the annual survey on employed personsesvagd salaries, and other labour costs. The
former will be used to assess the characterisficsimimum wage workers. The latter will be used to
show trends in average wages since 2000.

Table 2.1. Sources of wage data in Bulgaria.

Employee Sectoral Enterprise Geographic Wage
Survey Time coverage coverage coverage coverage Data
Labour Force Survey Annual All employees  All sectors NA National No
(all or no
contract types)
Structure of Every 4 All employees All sectors All sizes National Yes
Earnings Survey years except

agriculture and
domestic work.

Annual survey on Annual All employees ? National Yes
employed persons, (fixed or
wages and salaries, permanent
and other labour contracts)
costs
Labour cost survey Every 4 All employees All sectors All sizes National Yes
years (fixed or except
permanent agriculture and
contracts) domestic work.
EU-SILC Annual All employees All sectors NA National Yes

Another source of official data no longer availabfdine comes from a previous report written by the
ILO! on Bulgaria which includes average wage data ft680 to 1998; the data are from the Ministry
of Labour and Social Policy. These data are usedraplement trends prior to 2000.

11 Tzanov and Vaughan-Whitehead (1998). Republic d§&ia: For a new incomes policy and strategy. ILO.
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Trends in real average wages (shown in figure faBdw changes in the economy subsequent to
Bulgaria’s transition to a market economy. In tlaelye1990s, in order to mitigate the potential abci
consequences of wage and price liberalizationriassef policies were introduced to limit increases
inequality. These included: a tax-based incom&pothe minimum wage, and collective bargaining
at the national, regional, and enterprise level.

Figure 2.3 Real average wage index estimate, 199Q0614.
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Sources:Bulgaria National Statistical Institute; Tabler8rh Tzanov and Vaughan-Whitehead (1998). Republic
of Bulgaria: For a new incomes policy and stratég@

Under these policiestate enterprises were required to follow very strichits on wage increases.
However, since wages in the private sector gendialbwed those in the public sector, economy wide
wage increases remained subdued. Alongside thes®ges, irregular minimum wage adjustments
limited increases in social benefits since theweoe linked. Wage tariffs further limited wage wtb

for rates above those in the tariff. Consequentiyge policies and the link between the public and
private sector constrained wage growth; this wasgmunded by inflationary pressures during the same
period. Between 1990 and early 1998, real wagesfaldeh by nearly 65 per cent (Tzanov and
Vaughan-Whitehead). The results of these poli@sslted in a steep decline in the share of wages a
a share of GDP (see figure 2.4).

In the late 1990s and early 2000s, real wage grewtielerated (as shown by the increase in the wage
share). From 2000 to 2014, real average wages loyeaboout 95%. In part, this was a catch-up effect

from the accumulation of inflation from years past.was also subsequent to the introduction of a

currency board in 1997 (which instituted a fixeadtleange rate with the deutsche mark). Despite this
growth, it seems that in 2014, real wages hadoysgturn to levels in 1990 (see figure 2.3).

Figure 2.4. Unadjusted wage share in Bulgaria, 1998014.
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4.2.4. Changes in income inequality

How have changes in productivity and wage growdimglated into income? Moreover, why is this
important? First, wages comprise a significant sewf household income in Bulgaria. Figure 2.5
shows that across all households in Bulgaria, wéigdicated by the dark purple) represent nearly 80
per cent of total household income. However, tei€pntage can vary depending on how much income
the household has.

Figure 2.6 shows the percentage of household ineanieh can be attributed to different components

by household income group. For example, amondptitiidm 10 per cent of households, wages (dark
blue) represent about 35 per cent of total houskihobme and social transfers (green) representtabo

30 per cent of household income. In contrast, @ntioa 10 per cent of the wealthiest households svage
represent about 80 per cent of household incomecapital gains (orange) about 5 per cent. These
figures show the importance of wages across difféneome groups. They also point to the importance
that wage policies can have in affecting houseimatdme levels as well as the influence that wages
and social transfers can have on the income ofdimlds at the lower end of the distribution.
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Figure 2.5. Household income decomposition in seted developed economies, latest year
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Source:ILO Global Wage Report 2014/15.

Figure 2.6. Household income decomposition in Bulgia by household income group, 2010
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Figure 2.7 shows the average level of total incorequality — as measured as the distance between th
top 10 per cent of households and the bottom 1@gmerof households — for 2006 and 2010. Countries
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are ranked from left to right, from countries wharequality decreased most (Bulgaria) to those wher
it increased most (Spain). Across all countriegare 2.7, the average level of income inequaliis
about 5.0 in 2010. In 2010 in Bulgaria, the diseabetween the top 10 and bottom 10 per cent of
households was about 5.1. Looking at trends, icim@quality in Bulgaria has decreased since 2006.
The ILO Global Wage Report 2014/15 attributes thelide in income inequality in Bulgaria between
2006 and 2010 to employment losses. Since manyigéugi their jobs during the crisis the distance
between those at the top and the bottom decre&maal transfers also worked to decrease inegualit
as well.

Figure 2.7 Household income inequality (before taxs} in a sample of developed economies in the
crisis years, 2006-10.
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Source: ILO Global Wage Report 2014/15.

By contrast, data on household income inequalibmfrEurostat suggest that inequality actually
increased across this period. One possibilityxfaen this discrepancy is that the previous analys
considered income inequality before taxes while Ebeostat data considers disposable income (i.e.
trends in income inequality after taxes. In Figlré, inequality decreased from 6.3 in 2006 to B.1 i
2010. Looking at disposable income however, inkiyustarted from 4.2 and increased to 4.8 in 2010.
This can also be shown looking at the growth ipassible household income at different parts of the
household income distribution. Figure 2.8 showsttiaincome of the richest 10 per cent of housihol
more than doubled between 2006 and 2013 (an iremdds32 per cent). In contrast, the income of the
poorest 10 per cent of households only increasedboyt 91 per cent. These trends expanded the
distance between the richest and poorest houseteéitime.
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Figure 2.8 The D9/D1 ratio and growth in disposabldiousehold income by household income
decile, 2006-13.
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The different trends in inequality using incomedreftaxes and disposable income suggest thatxhe ta
system is generally effective at reducing the dvérael of inequality. For example, in 2006 incem
inequality (before taxes) was 6.3 and disposaldente inequality was 4.8. However, it should be
noted that flat tax systems disproportionatelyciftee lowest paid workers.

In the words of Schmidt and Vaughan-Whitehead (P81 many South-East European countries,
the current structure of the labour taxation systeot only personal income tax but also social ggcu
contribution rules) seems both inequitable andficieht. Tax reforms in relation to personal income
tax in Albania, for instance — where there is nogpessivity in personal income tax after the
introduction of a 10 per cent flat rate — have aakgative effect on the lowest paid workers. Tigere
some evidence that it has also fed an increasdgomal employment (72 per cent reported that their
wages were informal), as recently reported in aeyucarried out by the ILO in the construction sect
(ILO, 2008b). A high relative tax burden around thieimum wage, which is the natural point of entry
into the formal economy, clearly reduces the inwestfor workers to join the formal economy. It
thereby also diminishes state revenues. The tiawhich is common also in several other neighlvmyri
countries — such as Serbia — may have similar agwaffects on net wages and purchasing power. Any
move toward more progressive taxation and a reoluat the tax burden for low-wage labour would
bring improvements in fairness and social justice."

12 schmidt, V.; Vaughan-Whitehead, D. (2011). The lotgd the Crisis on Wages in South-East Europe.
International Labour Office.
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4.3. Impact on enterprises and competitiveness

This section considers the possible impact of mimmwages on enterprises and competitiveness by
considering labour productivity and labour costsisTis in line with the legislation on minimum wage
setting in Bulgaria that lists labour productivag one of the elements that should be considefed.
country’s competitiveness is determined by manyofac including its infrastructure, the access and
proximity to major export markets, the reliabil@f supplies, the exchange rate and the level afuab
costs relative to productivity. While there is riogte measure of competitiveness, labour produgtivi
labour costs and minimum wages, vis-a-vis otheopean countries will be considered in the following
analyses.

4.3.1. Labour productivity

Exports and enterprise revenue (as measured by gupgut) are not a good indicator for the payment
capacity of enterprises since a substantial partdvae spent on intermediate inputs. What matbers
wages is value added. This amount is what is de#ir’ after the cost of intermediate inputs hasbee
deducted from the revenue. Enterprises use the ealded to pay wages to workers — but also to serve
interest on loans, pay rent for buildings and latakes to government and to replace out-dated
machinery and undertake other investments. Entapalso retain some money in the form of profits.

Labour productivity is usually defined as value edioutput) per worker or, sometimes, as valueddde
(output) per hour worked. It is therefore basedt@measure ‘value added’ discussed above. Labour
productivity is a particularly useful statistics @hdiscussing wages. Instead of comparing the total
value added to the total amount of wages, it allawsmparison between value added per worker and
the average wage of employees. As a rule of thawdrage wages are higher in sectors and countries
where labour productivity is higher. At the naabfevel, statistics on labour productivity alsorgay

with these definitions and are available for botbasures (output per worker and output per hour
worked).

Figure 3.1 illustrates the relationship betweemlalproductivity and average wages for a seleation
countries in Europe. As of 2013, average wagesllydia were about 800 BGN per month. In
purchasing power parity dollars (PPP$), this isdptihan most other selected countries in the graph,
even though labour productivity in Bulgaria wash@g(in PPP$) than in other countries like Romania
or Ukraine.

19



Figure 3.1. 2013 average wage and labour produciiy in 2005 PPP$, selected countries
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Source: ILO Trends Econometric Models, ILO calculationsngsnational data from the ILO Global Wage
Database.

Turning to trends over time, in most European coesit labour productivity has been growing in the
past years — despite a setback in 2009 due tdabealdinancial and economic crisis. However, there
seems to be a cleavage between growth in Westeop&and Eastern Europe and Central Asia (see
figure 3.2). In Western Europe, labour producyigenerally grew by less than 20 per cent ovelthe
year period. However, in Eastern European andr@eAsian countries productivity growth was
generally much higher. For example, it more thapted in Azerbaijan. With a productivity growth of
about 50 per cent, Bulgaria seems to fall amondhittleer end of labour productivity growth among
these countries. For example, among the 49 cosntri&urope and Central Asia, only 17 countries
had labour productivity growth which exceeded tha@ulgaria over the period (in ordekzerbaijan,
Republic of Moldova, Armenia, Turkmenistan, Belarus, Georgia, Kazakhstan, Romania,
Albania, Uzbekistan Lithuania,Tajikistan, Serbia, Latvia, Ukraine, the Russian Federationand
Estonia); however, while labour productivity growtiiey be higher in these countries, the labour
productivity level in 2014 was lower in almost aflthem (indicated by those highlighted in bold).
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Figure 3.2. Labour productivity index 2000 - 14, slected countries
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It is also possible to consider labour productivdtythe sectoral level. However, in some sectors,
measuring labour productivity is particularly pretviatic. Quantifying the output and value added of
the public sector or the domestic work sector amiqular challenges. For example, how might one
guantify the value-added a police department achieis provide to the economy? As a result, many
countries simply use the sum of the costs (i.et obdabour, procurement of goods and capital
consumption) to provide these services; howevés,uthdervalues their contribution to the economy.
This would be akin to a baker equating the cost obke she sells to the cost of the ingredients she
bought to make the cake. The value of the cakeldl@imore than the cost of the ingredients because
the baker herself added value when she used hedédge to combine the ingredients. To circumvent
this challenge, some countries have more complenmef trying to capture the value of these sectors
contributionst®

Bearing in mind some of these measurement limitatidigure 3.3 presents labour productivity in
Bulgaria by sector since 2000 (defined as grossevaldded per worker). As can be seen, labour
productivity in industry and services has kept paceutpaced that at the national level. At theesam
time however, labour productivity in the agricultlsector has declined. The agricultural secttias
smallest sector of the three in terms of employnfaipbut 7 per cent of employment since 2008).

13 See Atkinson Review: Final Report (2005). Measurroé Government Output and Productivity and the
National Accounts.
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Figure 3.3. Labour productivity in Bulgaria by sector, 2000 — 14
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Source: Bulgaria National Statistical Institute; ILO TremBconometric Models.

4.3.2. Minimum wages and labour costs

As discussed above, the level of wages is onerfttad influences a country’s competitiveness. &s ¢
be seen, in 2015, Bulgaria had one of the lowestrmim wages in Europe (among countries where
Eurostat has data for 2015).

When historical data are used for 2013 and combinigd average wage data and an expanded
geography, this also generally holds. Figure 3d@nshthe minimum and average wage in countries
where data are available in Europe and Central iss2®13 (in 2013 euros); Bulgaria figures among
the lower levels. The figure also shows that theimiim wage as a share of the average wage can vary
across countries in Europe and Central Asia froouaB per cent to about 65 per cent. In 2013, the
minimum wage amounted to about 38 per cent oftbheagie wage. Internationally, countries frequently
set their minimum wage at about 45 per cent obtlerage wage across all countries or between 35 per
cent to 60 per cent of the median wage in develegedomies.

22



Figure 3.4. Monthly minimum wages across selecteaontries in Europe, 2015 (semester 1)
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Figure 3.5. 2013 monthly minimum and average wages selected European and Central Asian
countries, in 2013 euros
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Since wages are only one component of overall labosts, it is also worthwhile to compare labour
across countries and over time. Similar to the mum wage, across countries in Europe for which
Eurostat has data, the wages and salaries compoinenal labour costs and overall total labourtsos
are lowest in Bulgaria (see figure 3.6).

Figure 3.6. 2014 hourly labour costs in selected Eopean countries, in 2014 euros
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4.4. Impact on the labour market and employment

In the broad academic literature, two primary éfeaf minimum wages on the labour market are
discussed prominently. Firstly, whether they achigheir intended impact and raise wages of low-paid
workers. And secondly, whether this comes at thpelese of a negative impact on employment. The
argument is that there might a trade-off betweghdn wages and more jobs.

The empirical evidence for negative employment iotpa@s mixed, as a recent review commissioned
by the World Bank has showfWhile minimum wage increases can have an adverpadton
employment, this is not always the case and tleeel often small — at least for moderate increase
minimum wages. Unfortunately, the precise impaahfimum wage on employment is often difficult
to isolate, given that many other factors affecpllyment levels and job creation as well. It theref
needs a careful econometric analysis, and thetsasfiduch studies are often controversial evemgmo
experts in the field.

This section cannot therefore provide a definiaveswer, but will instead address some more basic
questions using a very low-tech methodology. Birsg there any evidence that minimum wages

achieved their intended impact on labour marketsdiging wages? Do minimum wages counteract
increases in inequality? Finally, do the data slamw obvious correlation between minimum wage

increases and employment levels?

14 See G. Betchermahabor Market Institutions: A Review of the LitenauPolicy Research Working Paper
6276. Background Paper to the 2013 World Developmeport (Washington, DC,2012).
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4.4.1. Impact of minimum wages on average wages

High compliance is one precondition for the minimwage to have the intended effect of raising
workers’ wages. Near-full compliance means thatuvhst majority of workers receive at least the
minimum wage. Using data from the EU-SILC, figur& dhows that non-compliance is relatively low
in Bulgaria. Non-compliance is defined as thoseke&ms who report a wage equal to less than 95% of
the value of the legal minimum wage in effect (fova for measurement error). Overall, only 1.8 per
cent of full-time employees earn less than the mim wage. However, this varies across sector. As
can been seen, there is full compliance with th&@mim wage in public administration whereas in the
unknown sector (which contains individuals who didt report the sector in which they work)
noncompliance is close to 7 per cent.

Figure 4.1 Non-compliance among full-time employeeby sector (2010)
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Source: ILO computations using EU-SILC.

However, these analyses should be considered vaitition since they are limited to full-time
employees and of a tentative nature. The EU-SIL@ da not allow for the hours worked of part-time
employees to be computed; in addition, no othea datirce in Bulgaria allows for this on an annual
basis. In this regard, the level of non-compliamight be higher if part-time employees could dleo
included in the analyses.

Given the relatively low level of non-compliancesipossible to examine the extent to which mimmu
wages might affect average wages. Figure 4.2 shatvaverage wages are higher than the minimum
wage. This is partly due to overtime, which is pard top of the base wage, and other types of
remuneration (i.e. bonuses). In addition, some exarkeceive wages significantly above the minimum
wage, for instance higher-skilled production woskaffice workers and managers.
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Figure 4.2 Nominal average and minimum monthly wagge 1990 — 2014
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Republic of Bulgaria: For a new incomes policy atrétegy. ILO.

Regarding trends over time, figure 4.2 shows thataverage wage has been growing alongside the
minimum wage since 1990. However, when minimum wagagnated between 2009 to 2011, it seems
that the average wage nonetheless increased.stiggests that while minimum wages may increase
average wages, they are not a driving factor éatlever this period). This may partially be expai

by the relatively small percentage of employees adrm the minimum wage. Employees who earn the
minimum wage are defined as those employees whostrapvage which is equal to the minimum wage,
or greater or less than the minimum wage by 5 eet ¢o account for measurement error). Figure 4.3
shows the percentage of full-time employees wha ¢he minimum wage. Among all full-time
employees, only 1.4 per cent earn the minimum whlgevever, this can range from close to 2.5 per
cent in the trade sector to less than 0.5 perindrainsport, storage and communications.
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Figure 4.3 Percentage of full-time employees earrgrnthe minimum wage, by sector (2010)
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Source: ILO computations using EU-SILC.

Turning to the legal elements of compliance, Bulgéias no monitoring organisation (industrial or
employment tribunal, the employment offices do Ima¢e this function) that oversees enforcement of
minimum wages, instead, the labour inspectoratgsplais role. According to Art. 399 of the Labour
Code, the overall control and monitoring of lablagislation (incl. wages), in all sectors and atitg,

is implemented by the Executive Agency of the Minsof Labour and Social Policy - the General
Labour Inspectorate (GLI). Trade unions, howevisg &iave a role. According to Art. 406 (1) trade
unions have the right to inform the supervisoryhatities of violations in labour law and seek an
administrative penalty for the guilty parties. Téare also cases of joint control campaigns o3the
and trade unions.

According to Art. 412a of the Labour Code, admiaiste penalties in the form of fines on individsial

or legal entities shall be imposed for violatioffishe labour legislation. Any employer, which vitda

any provisions of labour legislation, other thaa thles for provision of health and safety at watall

be liable for a pecuniary penalty or fine of betwd®GN 1,500 or exceeding this amount but not
exceeding BGN 15,000, unless subject to a sevargtisn, and any such blameworthy official shall
be liable to a fine of BGN 1,000 or exceeding #nount but not exceeding BGN 10,000, unless subject
to a severer sanctién

Individual complaints on labour law (incl. wage®lations are usually referred to the GLI. The GLI
and the Ministry of Labour and Social policy haw Imes for these complaints. However, trade usion
as representatives of employees, often also haeetdnformation and observations on employment
related issues.

15 Article 414 (Amended, SG No. 48/2006, SG No. 108823G No. 58/2010, effective 30.07.2010
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4.4.2. Impact of minimum wages on income inequality

Have increases in the minimum wage helped to danmauality? Figure 4.4 shows the relationship
between the gini coefficient and the real minimuage. The gini coefficient is a measure of inedyali
between 0 and 100 (or sometimes between 0 anbelyreater the gini coefficient, the greater lefel
inequality. Since 2000, both the gini coefficiamd the real minimum wage have increased. In this
regard, increases in the minimum wage have not beffitient to offset the increases in inequality.
This could be partially explained by the previowton which pointed to the relatively small
percentage of full-time employees directly affedigdhe minimum wage.

Figure 4.4 Disposable household income gini coefgat and the real minimum wage index, 2000
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Source: Eurostat and ILO calculations using national data.

4.4.3. Impact of minimum wages on employment

Has the increase in minimum wages and average wege® at the expense of a decline in
employment? As mentioned earlier, a firm answehi®question is beyond the scope of the section. |
would require a complex econometric study, and élismmight not provide a conclusive answer. This
section can therefore only investigate whetheretherany obvious large-scale, negative effect on
employment levels.

Figure 4.5 shows an ambiguous relationship betwamployment and increases in the nominal
minimum wage. Between 2003 to 2008, employmenemses accompanied minimum wage increases.
When the financial crisis hit, employment declingtdile minimum wages stagnated. From 2011,
minimum wages have increased and employment |é&aeis both declined and increased.
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Figure 4.5 Number of workers and nominal minimum waes, 2003 — 2014
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Sources:Bulgaria National Statistical Institute; Eurostat.

In sum, the data show no obvious, large-scale texum employment that coincides with the minimum
wage increases. However, the absence of an obwiffest in the past does not mean that future
minimum wage changes cannot have an employmentcimpar example, there might be a turning
point up to which minimum wage increases haveelittl no impact, but once it is crossed; there could
be a measurable, negative impact on employdient.

5. Descriptive trends in relation to internationalpractice

This section provides an overview of the descregtirends presented thus far, their relationship to
international practice, and some general conclssion

As described above, ILO Convention No.131 emphadizat a minimum wage should be set in a way
which balances the needs of workers and their fesnéind economic factors. Table 5.1 outlines some
of these general criteria. The common benchmarkseabottom represent percentages around which
countries minimum wages are often fixed. Countiieguently set minimum wages at 45 per cent of
the average wage. Developed economies frequentlylbaels between 35 to 60 per cent of the median
wage. The monthly wage required to meet the houdeteeds of workers was calculated in detail in
section 2. The common benchmarks suggest a netonmiwage level from 283 BGN to 420 BGN.
This is a rather wide range wherein falls the qurreinimum wage level set at 360 BGN per month
(gross). Unfortunately, the references for the medvage cannot be used since there is not an annual
source of wage data available which covers all eyg#s.

Turning to competitiveness and the capacity of rpnitges to pay, the minimum wage and labour costs
are among the lowest in Europe and Central Asias&lare accompanied by strong growth in labour

18 1n the technical literature, this is known as ‘riovearity’. See e.g. Betcherman, op. cit, page 6.
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productivity as compared with other countries imdpe and Central Asia. For example, among the 49
countries in Europe and Central Asia, only 17 conesthad labour productivity growth which exceeded
that in Bulgaria over the period (in ordeAzerbaijan, Republic of Moldova, Armenia,
Turkmenistan, Belarus, Georgia, Kazakhstan, Romania, Albania, Uzbekistan Lithuania,
Tajikistan, Serbia, Latvia, Ukraine, the Russian Federation and Estonia); however, while labour
productivity growth may be higher in these coumstriie labour productivity level in 2014 was lower
in almost all of them (indicated by those highligghtin bold). In other words, labour productivity is
primarily growing faster in countries which arersiteg from a lower base.

Table 5.1
National
Indicator level
2015 nominal minimum and monthly wage
Nominal monthly minimum wage - 2015 BGN 360
Projected inflation (IMF) - 2015 (per cent) 07
Projected nominal average wage - 2015 BGN* 823
Common benchmarks
40 per cent of the average wage - 2015 BGN 329
45 per cent of the average wage - 2015 BGN 370
50 per cent of the average wage - 2015 BGN 412
Net monthly wage required per worker to meet househeklts of 283 to
different family types 420

*The projected nominal wage is a conservative estimvaich assumes that wages will
only grow by projected inflation in 2015

Alongside this relatively strong labour productvgrowth, minimum wages do not seem to exert
substantial pressure on average wages. Thistialpaexplained by the relatively few workers affed

by the minimum wage (only 1.4 per cent of full-tireeployees) and the relatively low level of
noncompliance (1.8 per cent of full-time employedslere also seems to be little direct evidence tha
minimum wages exert strong pressure on employnieiat ositive or negative way).

The labour income share (wage share) is also isitrg@a suggesting that real wages have grown faster
than labour productivity in recent yeafshis is also confirmed from figure 5.1. which stsotivat real
wages grew faster than labour productivity sinc@728However, the recent gains in real wage growth
have still yet to compensate for higher growth iofits over a longer period. From 1991, labour
productivity grew by about 176 per cent while ne@alges grew by about 24 per cent.

7 However, some care should be noted in the inteapoet of the recent uptick of the labour incomershin
particular, the labour income share is countercgtlhecause wages tend to be less volatile thditspdairing
economic downturns.
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Figure 5.1 Real average wage and labour productiwtindices, 1991 — 2014
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Sources:Bulgaria National Statistical Institute; Tabler8rh Tzanov and Vaughan-Whitehead (1998). Republic
of Bulgaria: For a new incomes policy and stratég®; ILO Trends Econometric Models; IMF World Ecamic
Outlook October 2014.

At the same time, using disposable household incamquality is increasing suggesting that workers
at the bottom have not shared in their fair shdeconomic growth. In combination with the flakta
of 10 per cent, low wage workers are doubly afféatea negative and disproportionate way. Combined,
all of these trends suggest that there is scop@doeases in the minimum wage.

However, there is one major limitation of many loé analyses presented thus far: envelope wages. To
the extent that envelope wages represent a lajeiaeported component of income, the data and
analyses presented here will be biased. For exatmgleninimum to the average wage ratio would be
overestimated thereby overstating the relevantkeominimum wage level. The relationship between
average wages and labour productivity might alsesl®ved. For this reason, in order to ensure an
evidence based approach to minimum wage settirgegsential that efforts be made to provide for a
data source which encompasses all employees, obmtifactual types across all sectors on an annual
basis. The addition of both wage level and hounskea questions to the existing Labour Force Survey
would represent a step in this direction.
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6. Conclusions

1. Although it is ultimately up to the government tecttle on the minimum wage level, full
consultation of employers’ and workers’ organizasi@uarantees that minimum wage setting
takes into consideration both economic and socidgbr@ and contributes to national
development. Institutionalizing a tripartite progéisat considers socio-economic indicators for
adjusting the minimum wage at regular intervalsnitwing its effects, discussing policy
implications and formulating remedies on a trigartiasis would facilitate meaningful dialogue
to accommodate the conflicting interests of théagmartners and foster compliance.

2. Minimum wage setting should be evidence basedke tato account changing social and
economic circumstances. Subsequently, the anatysmrdd also be based on comprehensive
wage data which cover all employees, nationallyalirsectors, of all contractual types on an
annual basis. The Labour Force Survey already nteese criteria however, questions are not
included related to hours worked and the wage daihevould be advisable to include such
guestions in future rounds of the Labour Force &urv

3. Wage fixing processes may take place at differemls: national, sectoral, and enterprise.
Generally, however, the minimum wage should camstithe floor, below which no worker
should be paid, in order to protect the most viahkrworkers. At the same time, the minimum
wage can inform collective bargaining negotiatiavisere social partners may bargain for
increases above such a wage floor.

4. Regular minimum wage adjustments ensure that thehpsing power of the most vulnerable
group of workers is retained and that they partakeconomic growth. Minimum wages
equalize the playing field for employers and reguajustments enable them to better
anticipate forthcoming changes in their labour €ost

5. The existing flat tax system and minimum socialusiég thresholds disproportionately affect
workers at the bottom of the wage distributionpémticular, since the minimum social security
threshold is higher than the minimum wage, minimwage workers pay an even higher
percentage of their gross earnings to social gg¢imiother words there net minimum wage is
smaller than it would be if the minimum wage egedlihe minimum social security threshold.
Combined, these policies may encourage low wagkevsto seek other forms of employment
(i.e. informal). More progressive taxation and@uation in the tax burden for low-wage labour
could bring improvements to fairness and socidlgas

6. Non-compliance with minimum wage standards has idiate negative social consequences
for workers and their families, as well as for cdiat employers, because it gives non-
compliant enterprises an illegitimate cost advamt&nhancing compliance can thus enhance
the rule of law and fairness, and social protectibime extent of non-compliance can vary
dramatically depending on policy design as welltlas extent to which there coherent
enforcement strategies exist. Ensuring minimum weg®@pliance is not only a matter of
putting in place a well-equipped labour inspec®tatat has the technical skills and resources
to detect and sanction violations through effecpvecedures. Compliance also depends on
the effectiveness of the entire process of desggaimd implementing minimum wage policies,
starting from determination of the right level aate structure in consultation with employers’
and workers’ organizations.
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ANNEX 1. Evolution of the Nominal Minimum wage in Bulgaria, 1947 —

2015.

Year

1947
01.04.1950
01.10.1960

1966

1968

1970
1973
1979
1984
1985
1989
1990.
1990
1990
1991
1991r.
1991
1991
1992
1992
1993

1993

Period of validity

Normative grounds

Minimum wage/ Minimum wage/ Council of Ministers’ Decree:

Per month/BGN | Per hour/BGN)

CMD
30
40
47
01.10.1966 - 31.12.1957 55 CMDNe 53/1965
01.01.1968 - 31.12.1939 60 CMDNe 63/1967
01.01.1970- 31.05.1973 65 CMD Ne 33/1969
01.06.1973 - 30.09.1979 80 CMDNe 6/1973
01.10.1979.- 31.08.1934 100 CMDNe 50/1979
01.09.1984 - 30.09.1935 110 CMDNe 16/1984
01.10.1985 - 30.06.1989 120 CMDNe 56/1985
01.07.1989. - 30.06.1990 140 CMDNe 97/1988
01.07.1990. - 31.08.1990. 165 CMDNe 49/1990
01.09.1990 - 30.11.199091 (indexation included) CMDe 217/1990
01.12.1990- 31.01.199210 (indexation included) CMDe 21/1991
01.02.1991. - 31.03.199435 (indexation included) CMDe 8/1991
01.04.1991 - 30.04.199818 (indexation included) CMD Ne 85/1991
01 .05.1991- 30 .06. 19905 indexation included) CMD Ne 85/1991
1.07. 1991 — 31. 12.19®P0 (indexation included) 3.44 CMBE» 121/5.07.1991
1.01.1992 - 30.06.19¢2 620 3.44 CMDL21/5.07.1991
1.07.1992 - 31.12.19¢2 850 4.72 CMDL35/17.07.1992
1.01.1993 - 29.02.19¢3 890 CNID262/1992
1.03.1993 - 30.06.19¢3 1200 7.08 CMi355/26.03.1993
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1993

1993

1994

1994

1994

1995

1995

1995

1995

1996

1996

1996

1996

1997

1997

1997

1997

1997

1997

1998

1998

1998

1999

1999

1999

2000

2000

1.07.1993 - 30.09.19¢3

1.10.1993 - 31.12.19¢3

1.01.1994 - 30.06.19¢4

1.07.1994 - 30.09.19¢4

1.10.1994 - 31.12.19¢4

1.01.1995 - 31.03.19¢5

1.04.1995 - 30.06.19¢5

1.07.1995 - 30.09.19¢5

1.10.1995 - 31.12.19¢5

1.01.1996 - 31.03.19¢6

1.04.1996 - 30.06.19¢6

1.07.1996 - 30.09.19¢6

1.10.1996 - 31.12.19¢6

1.01.1997 - 31.01.19¢7

1.02.1997 - 28.02.19¢7

1.03.1997 - 31.03.19¢7

1.04.1997 - 30.04.19¢7

1.05.1997 - 30.09.19¢7

1.10.1997 - 31.12.19¢7

1.01.1998 - 31.03.19¢3

1.04.1998 - 31.08.19¢3

1.09.1998 - 31.12.19¢3

1.01.1999 - 30.06.19¢9

1.07.1999 - 04.07.19¢9

5.07.1999 - 31.12.19¢9

1.01.2000 - 31.01.20C0

1.02.2000 - 30.09.20C0

1343

1414

1565

1814

2143

2143

2450

2555

2760

2760

3040

4000

5500

5500

11 000

17 600

29 920

41 290

45 500

48 700

50 940

53 500

61 000

67 000

67

67

75

7.92

8.34

9.18

10.65

12.58

12.58

14.47

15.09

16.30

16.30

17.88

23.53

32.35

32.35

64.95

103.92

176.67

243.80

268.66

286.47

299.65

314.70

368.95

390.00

0.39

0.39

0.45

CM149/3.08.1993

CMI214/12.11.1993

CMI27/7.02.1994

CNi146/1.08.1994

CNi268/16.11.1994

CMI268/16.11.1994

CMI®8/15.05.1995

CNi166/16.08.1995

CNi222/23.11.1995

CMI222/23.11.1995

CMI%6/20.03.1996

CNi172/18.07.1996

CNi245/26.09.1996

CMI245/26.09.1996

CMI34/6.02.1997

CNi[B4/24.02.1997

CNID23/27.03.1997

CNID81/2.05.1997

CM[215/5.11.1997

CNID2/22.01.1998

CNiID2/17.04.1998

CNID97/21.08.1998

CNI/19.01.1999

CNID/19.01.1999

CMD132/25.06.1999

CMD132/25.06.1999

CMD12/14.02.2000
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2000

2001

2001

2001

2003

2004

2005

2006

2007

2008

2009

2010

2011

2011

2012

2012

2013

2014

2015

2015

1.10. 2000 31. 12. 200

1.01. 2001 —- 31.03. 2001

1. 04. 2001 —- 31. 09.2001

1.10. 2001 - 31. 12.2002

1. 01.2003 - 31 12. 2003

1.01.2004 - 31 12. 2004

1. 01 2005 - 31 12. 2005

1. 01 2006 - 31 12. 2006

1. 01 2007 - 31 12. 2007

1. 01 2008 - 31 12.2008

1. 01 2009 - 31 12. 2009

1.01 2010 -31 12. 201.0

1.012011-31.08. 2011

1.09.2011 - 31.12. 2011

1.01 2012 - 31.04.2012

1.05. 2012. - 31.12.2012

1.012018. - 31.12.2013

1.01 2014 - 31 12. 2014

1. 01 2015 - 30.06. 2015

1.07. 2015 -

79

79

85

100

110

120

150

160

180

220

240

240

240

270

270

290

310

340

360

380

0.47

0.47

0.50

0.59

0.65

0.71

0.89

0.95

1.07

1.30

1.42

1.42

1.42

1.61

1.61

1.72

1.85

2.03

2.20

221

CMDNe 213/9.10.2000

CMDNe 213/9.10.2000

CMDNe 64/16.03.2001

CMDNe 209/21.09.2001

CMDNe 1/3.01.2003

CMDNe 7/16.01.2004

CMDNe 12/21.01.2005

CMDNe 8/20.01.2006

CMDNe 324/06.12.2006

CMDNe 1/11.01.2008

CMDNe 1/10.01.2009

CMDNe 326 /30.12.2009

CMDNe 326 / 30.12.2009

CMDNe 180 / 30.06. 2011

CMDNe 180 / 30.06. 2011

CMBr 300/10.11.2011

CMBe 250/11.10. 2012

CMDNe 249 / 31.10. 2013

CMDNe 419/17.12.2014

CMID 419/17.12.2014

1 Euro-1.958 BGN (fixed rate-currency due to cuagboard arrangement since July 1997

Source: State Gazette- the official journal of KNational Assembly
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ANNEX 2. Description of data sources from selecteénterprise surveys in
Bulgaria.

* Short term statistics on employment and labour scoegEmployees under labour contract,
Average monthly wages and salaries, Job vacanbibsyacancy rate, quarterly labour cost
index. Covered are enterprises from all economiivides irrespective of their type of
ownership and source of financing, which have astl@ne employee working under labour
contract.

e Annual statistics on employment and labour ceimployees under labour contract, Average
annual wages and salaries, Employees under lalomtract - inflows and outflows, labour
costs. The data are collected from enterprise®egahizations that perform economic activity
in Bulgaria. Sources of information are: pay-rtiésts, presence and absence sheets, labour or
non-labour contracts, management contracts, letfesppointment or discharge, applications
for paid or unpaid leaves etc.

e Quarterly Labour Cost Inded Cl) The quarterly Labour Cost Index (LCI) shothe short-
term development of the total hourly costs incurbgdthe employers of maintaining their
employees. In other words, the LCI measures thé pressure arising from the production
factor ‘'labour’. The index is available broken dotw cost items (wages and salaries
component, employers' social contributions) as aglby economic activity. The LCI covers
the economic activities of industry and servicescl(iding public administration). The
reference year of the index is 2008. In additiorihi® index numbers, annual and quarterly
growth rates of labour cost are also available.ffraes are obligated to transmit the data within
70 days after the end of the reference period togtat.

e Structure of Earnings SurveRetailed tables on the results of the four-yeattigu@ure of
Earnings Survey (SES) provide comparable inforrmaaibEU-level on relationships between
the level of earnings, individual characteristi€employees (sex, age, occupation, length of
service, educational level) and their employer Kecoic activity, size of the enterprise, etc.)
for reference years 2002, 2006 and 2010 , 20149. ddta collection is based on Council
Regulation (EC) No 530/1999 of 9 March 1999 coniceystructural statistics on earnings and
on labour costs, and data become available appateiy? years after the end of the reference
year.
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