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A critical component of activation policies concerns the incentives that 

people face to become formally employed or to remain in employment. The 

tax and benefit system must strike the right balance of maintaining 

incentives to work and cost-effectiveness while ensuring income support for 

vulnerable individuals. This chapter examines how well Bulgaria’s tax and 

benefit system strikes this balance, with a focus on unemployment 

insurance, social assistance, and related benefits available to unemployed 

and inactive people. In addition to examining these benefits and how well 

targeted they are, this chapter also discusses briefly the overall effects of 

Bulgaria’s tax and transfer system on inequality. 

4 Unemployment and related benefits 

in Bulgaria 
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4.1. Introduction 

The incentives people face to become employed are a critical component of activation policies. The tax 

and benefit system aims to redistribute income, to alleviate poverty, to reduce inequalities, and to smooth 

consumption in addition to the goal of collecting revenue to fund government spending. The tax and benefit 

system also impacts directly on incentives to work. This chapter assesses how Bulgaria’s tax and benefit 

system supports the out-of-work while maintaining good incentives to work. 

Other factors that influence incentives for work include opportunities provided by the overall labour market 

situation (see Chapter 2) as well as individual’s human capital (see Chapter 3). A further, crucial 

consideration concerning incentives are activation related eligibility rules tied to benefit receipt. Such rules 

require jobseekers to search for and not refuse jobs or else face sanctions on their benefit receipt. These 

eligibility rules are discussed in Chapter 5. 

Section 4.2 begins with an overview of Bulgaria’s benefits for those out-of-work: detailing especially the 

rules, durations, and amounts for unemployment insurance and social assistance while briefly describing 

available invalidity benefits and benefits for families. Following this, Section 4.3 examines the effects the 

benefit system has on incentives for work and alleviating poverty. Finally, Section 4.4 concludes with key 

findings. 

4.2. Overview of unemployment and related benefits for those out-of-work 

The decisions governments make around who is entitled to claim out-of-work benefits, the amount people 

receive, and the duration people can claim them for, affect how well the benefit system reduces poverty 

and inequality while maintaining incentives to work. This section details the system of unemployment 

insurance, social assistance, and related benefits for those out-of-work, while the next section looks at the 

effects of the system on incentives and inequality. 

Income-support for unemployed individuals in Bulgaria is provided primarily through a two-tiered system 

through the benefits of: 

 Contributory unemployment insurance (Обезщетение за безработица) which is not means-tested 

but requires a minimum period of social security contributions. 

 Social assistance (Социална помощ) and the heating allowance (целева помощ за отопление), 

which are means tested and targeted towards low income families but are not dependent on social 

security contributions. 

4.2.1. Unemployment insurance (Обезщетение за безработица) 

This section details Bulgaria’s unemployment insurance: durations, amounts, entitlement rules and 

coverage. 

Unemployment insurance amounts are generous 

Recipients of unemployment insurance receive a standard rate of 60% of contributory income (averaged 

over the last 24 months). The minimum amount is BGN 9.12 (EUR 4.6) per day (or 

BGN 195 (EUR 99.7) per month). The maximum amount is BGN 74.29 (EUR 37.8) per day 

(BGN 1 609.6 (EUR 823) per month. By international standards the 60% replacement rate is high and 

amounts to 77% net of tax and social security contributions for a single person without children (Figure 4.1). 

However, there are exceptions to the “standard” 60% rate. If employment ended voluntarily or as a result 

of misconduct, then the minimum unemployment insurance is paid.1 
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Figure 4.1. Unemployment insurance replacement rates are high in Bulgaria 

Net replacement rates for a single person with no children and a couple with two children, 2019 

 

Note: Rates are net of tax and benefits. Earnings prior to unemployment and for the other partner of the couple are assumed to be at the average 

rate and contributions are assumed to be long enough to qualify for unemployment insurance. Rates are assessed at month two of 

unemployment. OECD is an unweighted average and excludes Chile, Colombia, Costa Rica and Mexico. 

Source: OECD calculations based on the OECD tax-benefit model, www.oecd.org/social/benefits-and-wages/data/. 

StatLink 2 https://stat.link/n7f5b6 

Unemployment insurance duration and coverage are modest 

Recipients of unemployment insurance must have contributed to the scheme for a minimum of 12 out of 

the last 18 months to receive payments. For those with less than three years of contributions, 

unemployment insurance is paid for just four months and it is paid for a maximum of 12 months for those 

with at least 15 years of contributions. In the case of voluntary quits, the duration is also reduced to the 

minimum four months. The 12 month maximum duration is similar to many countries in the OECD. The 

approximate median entitlement duration for claimants is eight months and about a third of people have 

less than six months of eligibility (Table 4.1). (These durations are approximate, see note to Table 4.1). 

Unemployment insurance payments cease when recipients find jobs. The one exception is for low paid 

part-time jobs with total earnings less than the full-time national minimum wage. In this case recipients can 

claim 50% of their remaining unemployment insurance benefit – which is paid out as a re-employment 

allowance (Обезщетение за безработица на лица наети на непълно работно време). 

Benefit durations and entitlement criteria are challenging to compare across countries. One way to 

compare entitlement and duration generosity is to look at “pseudo-coverage”. Pseudo-coverage is defined 

as the total number of people on unemployment benefits over the total number of unemployed people (as 

measured by the Labour Force Survey). Because the numerator and denominator come from different data 

sources and do not fully overlap “pseudo-coverage” provides only a rough approximation of the percentage 

of unemployed people who receive unemployment support. For example, some people who are not actively 

searching for employment (i.e. not identified as unemployed in the LFS) may receive unemployment 

benefits, while others who are unemployed may not receive benefits either because they are not entitled 

to such benefits or because they do not claim benefits they are entitled to. The degree of these issues can 

vary across countries for various reasons including policy settings (e.g. in Finland and Germany pseudo-

coverage rates exceed 100% reflecting that many people who are not actively searching for work are able 
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to claim benefits). However, pseudo-coverage is still useful as it can be easily calculated and compared 

across countries. 

Bulgaria’s pseudo-coverage rate is below the median EU country (Figure 4.2, Panel A). Panel B of 

Figure 4.2 shows that unemployment insurance claimants in Bulgaria rose during the Global Financial 

Crisis (GFC) but not nearly by as much as unemployment rates did. This likely reflects that many people 

who were out of work following the GFC were not eligible for or had exhausted their unemployment 

insurance before finding a job. 

Figure 4.2. Unemployment coverage is moderate in Bulgaria 

 

Note: Data cover persons 15 and over. Pseudo-coverage measures the number of people on unemployment benefits divided by the LFS 

measure of people in unemployment (i.e. ILO definition – available and seeking work). Bulgaria only provides for unemployment insurance not 

unemployment assistance. See the Social Benefits Recipients Database for caveats when interpreting pseudo-coverage. 

Source: OECD Social Benefits Recipients Database (SOCR), www.oecd.org/social/social-benefit-recipients-database.htm and the European 

Labour Force Survey. 

StatLink 2 https://stat.link/1f9ejx 
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Disadvantaged groups get less unemployment insurance and for less time 

As discussed above, the amount and duration of unemployment insurance depends on contributions 

lengths and the level of prior earnings, as well as the reason for leaving a job and prior unemployment 

insurance claims. Rules of this type are the nature of an unemployment insurance scheme. However, they 

also entail that those with less stable employment, as well as those who have only recently joined the 

labour force, can get lower amounts of unemployment insurance for less time. These groups will then be 

more reliant on means-tested social assistance, which is discussed in the next section. 

By analysing detailed micro-data provided by the National Employment Agency (NEA) on more than 

244 000 people claiming unemployment insurance between January and September 2020 it is possible to 

quantify the different amounts different groups receive. Table 4.1 shows the daily amount in BGN that 

people from different groups actually receive. The analysis provides a detailed understanding of 

unemployment insurance receipt by looking across many different demographic groups defined by 

ethnicity, education, health status, age, and gender. Table 4.1 also shows how frequently the minimum 

and maximum payments are applied and whether people are eligible for at least six months of 

unemployment insurance. 

Table 4.1. Duration and amounts of unemployment insurance for different groups in Bulgaria 

Number of people on UI, median amount of UI, percentage of people on minimum and maximum UI and percentage 

with less than six months of eligibility (conditional on some eligibility) 

Note: Recipients of UI at any point between Jan. 2020 – Sept. 2020. Multiple spells for the same person are treated separately (except for the 

number of people in each group). Median daily amount can be converted to an approximate average annual (monthly) rate by multiplying by 

260 (260/12) noting that payment duration is usually less than one year. On some relatively infrequent occasions the duration of the 

unemployment spell is over or underestimate when people are on a second spell, or the spell is interrupted by time spent participating in ALMPs. 

The modest differences between the figures reported in this table and those reported by the National Social Security Institute (NSSI), see 

(National Social Security Institute, 2020[1]), are related to a difference in the provided sample (e.g. different time periods) and because the NSSI’s 

figures refer to averages across months whereas the figures in this table report averages across individual spells. 

Source: OECD calculations based on National Employment Agency data. 

StatLink 2 https://stat.link/0eoadx 

Group Number of people 

on UI 

Median daily 

amount 

(BGN) 

Mean eligible 

duration 

(months) 

Share on 

minimum  

Share on 

maximum 

Share with less than 

six months eligibility 

Total 244 028 16.5 8.0 29.0% 5.2% 33.6% 

Ethnicity        

Bulgarian 205 121 16.8 8.2 27.2% 5.3% 31.2% 

Turkish 18 425 15.2 7.0 39.2% 5.8% 46.3% 

Roma 7 641 12.0 5.5 47.3% 3.9% 63.7% 

Education       

Low 43 110 15.2 6.8 39.1% 5.4% 48.0% 

Medium 147 853 16.5 8.2 28.5% 4.5% 31.9% 

High 35 851 20.5 8.4 24.7% 7.5% 28.7% 

Health        

No known health problem 231 594 16.6 8.0 29.1% 5.4% 33.8% 

Health problems 12 434 16.2 8.5 27.0% 2.0% 29.1% 

Age        

18-29 31 676 15.9 5.1 37.2% 5.1% 61.3% 

30-54 159 516 16.7 8.4 27.9% 6.3% 29.3% 

55-64 50 206 16.5 8.8 26.9% 2.3% 29.1% 

Gender        

Women 142 876 16.2 8.0 30.3% 3.8% 34.3% 

Men 101 152 17.5 8.1 27.0% 7.2% 32.5% 

https://stat.link/0eoadx


84    

REACHING OUT AND ACTIVATING INACTIVE AND UNEMPLOYED PERSONS IN BULGARIA © OECD 2022 
  

The analysis demonstrates that many of those from groups with high activation potential – such as those 

identified in Chapter 2 – get less unemployment insurance and for a shorter time. While the overall median 

daily amount of unemployment insurance is BGN 16.5, Roma receive only about BGN 12 and nearly half 

receive the minimum. Youth and persons with low education are also more likely to receive the minimum. 

Almost all people who are on the minimum amount receive it because of a “reduction” (e.g. because they 

voluntarily quit their job or lost if due to misconduct). About one-third of those on the minimum rate get it 

because it is their second spell of unemployment and about 62% of those on the minimum receive it 

because they voluntarily quit their job or were dismissed for misconduct (OECD calculations on NEA micro 

data, figures not shown in Table 4.1) 

4.2.2. Social assistance (Социална помощ) and the heating allowance (целева помощ 

за отопление). 

Bulgaria’s social assistance (Социална помощ) is a means tested, family-level benefit designed to support 

families suffering from long-term unemployment and is available for unlimited duration.2 In addition to the 

social assistance benefit, there is also a heating allowance (целева помощ за отопление). The heating 

allowance is a means tested family-level benefit targeted towards lower income households. The heating 

allowance is paid to recipients for the five months from November to March. This section details Bulgaria’s 

social assistance and heating allowance: including entitlement rules, amounts, and coverage. 

Social assistance is available to households with very low income 

Total family income is taken into account to calculate entitlements according to a means test. Social 

assistance tops up family income to a certain level known as the family’s Differential Minimal Income (DMI). 

The family’s DMI is based on a complex formula dependant on family type but the levels are low (see, for 

example, the policy descriptions from the OECD tax-benefit model for further details). For a family of four 

with two school aged children the DMI is just BGN 235.5 (EUR 120.4) well below the minimum wage of 

BGN 610 (EUR 311.9) per month for one full-time earner. 

In addition to low income, families must not have another home or property, capital, or assets that might 

be a source of income. In most cases, adults are expected to be registered as unemployed, searching for 

a job and not have declined trainings offered by the NEA. Finally, the house lived in must have sufficiently 

few rooms for a family of their size. 

The heating allowance is also based on a similar formula as that for social assistance. However, the income 

thresholds for the heating allowance are typically higher, so that there are people who may qualify for the 

heating allowance but not for social assistance.3 For the 2019/20 heating season the base allowance was 

BGN 93.18 (EUR 47.6) per month or BGN 465.9 (EUR 238.2) over the whole heating season (although 

this amount can change depending on the price paid for electricity). Again, this level is well below the 

minimum wage of BGN 610, and so the heating allowance is also targeted only towards very low income 

households. 

Social assistance payments are too low to alleviate relative poverty 

By supporting people with enough money to live on, people can focus their efforts on searching for 

sustainable employment. Without such support people may need to resort to wider family support or seek 

work in informal economy (which is especially large in Bulgaria at close to one-third of GDP – see 

Chapter 1). Moreover, activating inactive individuals through outreach (discussed further in Chapter 4) is 

easier for the Public Employment Service (PES) if jobseekers themselves have incentives to register with 

the unemployment agency in order to claim benefits. 

However, unlike unemployment insurance, Bulgaria’s minimum income benefits are not generous and are 

very low by international standards (Figure 4.3). Taking social assistance and the heating allowance 
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together, a couple with two children would receive benefits equal to 17% of median disposable income, 

compared with 40% for the OECD average. 

Bulgaria also requires social assistance recipients to do compulsory community service (for example 

environmental or sanitation work). This requires four hours of work per day for 14 days each month, though 

there are exemptions including for participating in an active labour market programme (ALMP). Such 

obligations make the already low levels of social assistance less attractive to participants and provide a 

disincentive to claim such benefits. In addition, it may make participating in informal work more attractive 

and can hinder outreach and opportunities to activate this group. 

Figure 4.3. Bulgaria’s minimum income and family benefits are low 

Guaranteed minimum income benefits and family benefits as a percentage of median disposable income, 2020 

 

Note: Includes the heating allowance for Bulgaria. For countries where the rate changes with length of time in unemployment the rates are 

assessed at month two. 

Source: OECD Benefits, Taxes and Wages Database, www.oecd.org/social/benefits-and-wages/. 

StatLink https://stat.link/hbc0sg 

Social assistance payments begin only after six months of unemployment registration 

No other country in the OECD’s tax-benefit policy tables reports requiring social assistance recipients to 

wait as long for benefit payments as Bulgaria (OECD, 2020[2]). Social assistance clients in Bulgaria must 

normally register with the unemployment agency for six months before they become eligible for social 

assistance. There are exceptions to this six month waiting/unemployment registration period for social 

assistance receipt. These exemptions, however, only cover narrow cases.4 Registration with the 

employment agency is a requirement for all family members (again with some exclusions e.g. children and 

others not expected to find work). 

For social assistance recipients who are entitled to six months or more unemployment insurance there will 

not be a gap between the end of unemployment insurance payments and the start of social assistance. 

However, those ineligible for unemployment insurance must spend six months without support before they 

can receive social assistance. This is potentially a long time to live without income replacement, especially 

so given that all these households are low-income (middle income households are ineligible for social 

assistance). Indeed, even out of those who qualify for unemployment insurance roughly a third have less 
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than six months of eligibility and this share rises to nearly two-thirds for Roma and youth aged 18-29 

(Table 4.1).5 This implies that many people who have some unemployment insurance coverage may still 

face several months between unemployment insurance ending and social assistance payments beginning. 

Social assistance misses many of those who live in relative poverty 

There were about 100 000 households receiving social assistance in 2016, the latest year for which data 

is available in the OECD Social Benefit Recipients (SOCR) database (Figure 4.4). Prior to this, in 2015 the 

number of households on social assistance was closer to 200 000. While these figures refer to households 

(rather than individuals) receiving payments, these figures are well below the number of people living in 

relative poverty (there are around 600 000 working age individuals living in household with less than 50% 

of median equalised income Figure 4.4). 

Social assistance recipient numbers are most likely low in part due to the very low minimum income 

threshold but another reason for their low number could be a limited take-up. Earlier work showed that 

benefit take-up in Bulgaria is low with 40% of intended recipients not taking up benefits that they were 

entitled to (Tasseva, 2016[3]). In addition, 60% of people surveyed said they received benefits that they 

were not eligible for (with eligibility based on the author’s calculations using other survey questions). 

More generous social assistance could reduce poverty risks and foster improved outreach 

to the inactive 

While the exact numbers here should be treated with much caution – the data Tasseva (2016[3]) uses is 

from 2007 – it is likely that a non-trivial number of people do not claim social assistance they are entitled 

to. Increasing the amount social assistance pays while decreasing or removing requirements to participate 

in compulsory work could increase incentives to claim social assistance and thus increase incentives to 

register with the NEA. More generous social assistance could, hence, be part of activation strategy to 

reach a higher number of inactive people and activate them and integrate them into sustainable 

employment. 

High levels of out-of-work benefits can lead to disincentives to work. Disincentives to work are discussed 

in more depth in the next section. However, it is important to note that there is little risk (except in the case 

of an extreme rise) that increasing social assistance would lead to excessively high disincentives as social 

assistance is currently set very low relative to other countries (Figure 4.3). Any disincentives to work can 

be offset by imposing time limits to more generous assistance or by increasing and the requirements for 

active job search by jobseekers in order for individuals to receive payments. These activation requirements 

are discussed further in Chapter 5, which shows that Bulgaria’s activation requirements are relatively 

lenient. Further, provided sufficient checks can be put in place to prevent people claiming social assistance 

while working in the informal economy, then a more generous level of social assistance would reduce 

people’s incentives to work in the informal economy. 

Recent reforms in other countries have also provided examples of more generous benefits that are also 

tied to activation policy. For example, when recently Italy introduced a new social assistance scheme 

“Reddito di Inclusione” on 1 January 2018, it was combined with activation efforts including requirements 

for job-search, ALMP participation, and the drawing up of individual action plans. Likewise, Spain’s new 

Minimum Income Scheme (MIS), introduced in June 2020, also comes with activation requirements 

including requirements to register as job-seekers and the provision of individualised “inclusion itineraries”. 

In addition the MIS has a “making work pay” incentive scheme that allows recipients to temporarily receive 

a (reduced) amount of MIS while starting work. Details of both the Spanish and Italian changes can be 

found in the policy descriptions of the OECD’s tax benefit model. 
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Figure 4.4. Many Bulgarians in relative poverty are missed by the benefit system 

 

Note: “Poor” refers to individuals living in households whose equalised disposable income is below 50% of the median disposable income. As 

social assistance is awarded at the household rather than individual level only one benefit per household is recorded. 

Source: OECD Social Benefit Recipients (SOCR) Database, www.oecd.org/social/social-benefit-recipients-database.htm. 

StatLink 2 https://stat.link/4yvb7d 

4.2.3. Invalidity benefits and benefits for families 

The analysis above examined the unemployment insurance and social assistance benefits which are both 

work tested and require job-search. This section now turns to the multitude of other benefits Bulgaria has, 

none of which require employment agency registration. 

People with a reduced health capacity of more than 50% can claim invalidity benefits 

Invalidity benefits are available in Bulgaria for people whose work capacity is assessed to be reduced by 

50% or more for an extended period (European Commission, 2021[4]). These people do not need to register 

with the NEA in order to receive social assistance or an invalidity benefit. The main invalidity benefit is the 

invalidity pension for general illness (пенсия за инвалидност поради общо заболяване) which had about 

385 000 recipients in 2018 (OECD Social Benefits Recipients Database). The invalidity pension is an 

insurance benefit and not means tested. The amount received depends on the length of social insurance 

contributions and average earnings prior to disability as well as the degree of work incapacity. 

The lack of job search requirements potentially explains why so few people with disabilities are registered 

with the NEA. On the other hand, people with disabilities (50% reduced capacity) are eligible for a tax free 

allowance of BGN 7 920 (EUR 4 049.4) per year which increases work incentives. 

In total, people with disabilities are less likely to work in Bulgaria than in many other countries (see 

Chapter 2). This suggests more could be done to support people with disabilities into employment where 

appropriate. 

Benefits for families are numerous 

Bulgaria has myriad benefits available to families. Indeed, in the next section, Table 4.2 shows Bulgaria 

spends nearly two-and-a-half times as much on families and children as it does on unemployment benefits, 
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social assistance, and the heating allowance combined. For comparison, the comparable ratio for the EU 

average is closer to 1.2.6 However, Bulgaria’s high ratio of expenditures on families and children relative 

to expenditure alleviating unemployment and social exclusion is driven by low expenses on the later rather 

than above average spending on the former. 

The main benefit available for families with children aged less than 18 (or less than 20 but still in school) 

is a means-tested family benefit (Месечни помощи за дете). Family income averaged over the last 

12 months must be below BGN 410 (EUR 209.6) per month or if it is between BGN 410 and BGN 510 then 

families may receive 80% of the entitlement. The amounts start at BGN 40 (EUR 20.5) for the first child 

and go up to BGN 145 (EUR 74.1) for four children and an additional BGN 20 (EUR 10.2) for each child 

after that. 

In addition to payments to families with children, Bulgaria’s paid maternity leave is notably generous. 

Indeed, at 58.6 weeks (52.7 full-rate equivalent weeks), it is higher than any EU or OECD country 

(Figure 4.5). This maternity leave is paid at 90% of prior earnings averaged over the last 24 months 

(European Commission, 2021[5]).7 Following maternity pay, mothers are eligible for a further 51.9 weeks 

of less generous paid parental leave, paid at an average rate of about 33% of prior earnings (OECD 

Families database date for 2018). Father’s specific leave is much less generous at 2.1 weeks though still 

above the average for the EU of 1.7 weeks. After the first six months of leave, the mother can return to 

work and transfer her leave to the father. This allows the father to take paid maternity/parental leave for a 

period up to 1 year and 6 months (from the age of 6 months to the age of 2 years of the child). 

Chapter 2 highlighted that a high number of inactive women cite care responsibilities as a reason for 

inactivity. The group has great activation potential, especially as many of them no longer have young 

children under three years in the household. Hence, supporting women back into the labour force after 

maternity leave is important. 

Strikingly more than 99% of those citing care barriers as their main reason for not seeking employment are 

women (see Chapter 2). This suggests that fathers could play a greater role in caring for children and 

alleviate some of the burden on mothers. To further increase the labour market participation of women and 

to re-balance norms around how care responsibilities are shared between fathers and mothers, some 

countries such as Korea, Sweden and Iceland, have increased the amount of father-specific leave (that 

cannot be transferred to the mother) (OECD, 2016[6]). Such policies create incentives for fathers to “use it 

or lose it” when it comes to taking parental leave. 

There are many additional benefits and tax free allowances available (for additional details see the OECD’s 

Tax-Benefit model’s description of policy rules for Bulgaria (OECD, 2020[2])). Indeed, taking all benefits 

together (including those described above) there are at least 15 different transfers in Bulgaria, governed 

by different rules and managed by a number of different agencies (OECD, 2021[7]; World Bank, 2019[8]). 

Large numbers of these benefits often target the same or similar groups, (especially many benefits 

targeting families and child raising, but the social assistance and the heating allowance are also separate 

benefits that target similar groups). Such a large number of similarly targeted benefits increases paperwork 

and administrative costs associated with many separate applications for both citizens and the government. 

Such administrative costs are likely proportionately larger for smaller one-time benefits – where paperwork 

may make up a larger burden relative to the size of the transfer. Further, having many benefits for the 

same target group, potentially increases information costs for eligible participants. This could increase the 

time people spend acquainting themselves with their entitlements and in the worst cases may mean some 

miss out on benefits they do not know they are eligible for. Hence, simplifications to Bulgaria’s benefit 

system offers benefits to both the government as well as recipients. 
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Figure 4.5. Maternity leave is generous in Bulgaria 

Paid maternity and parental leave available to mothers and fathers in full-rate equivalent weeks, 2018 

 

Note: Data for Chile and Costa Rica refer to 2017. Full-rate equivalent weeks reflects both the number of weeks and the amount paid. 

Source: OECD Family Database, www.oecd.org/els/family/database.htm. 

StatLink 2 https://stat.link/an2cdh 

Picking up on this aspect earlier reviews have recommended simplification of Bulgaria’s benefit system 

much of which is yet to occur (Dimitrov and Duell, 2014[9]; World Bank, 2019[8]; OECD, 2021[7]). However, 

one positive example is Bulgaria’s aggregation of benefits for families with children who have disabilities. 

Several benefits were replaced with one benefit launched in 2017 (World Bank, 2019[8]). This consolidation 

saved paperwork and benefit distribution costs to the government and recipients. Meanwhile the cost to 

the government, for most recipients, did not increase, as except for a small group of recipients, people did 

not receive larger payments than before the reform (World Bank, 2019[8]). This example could perhaps be 

considered in the case of other benefits and application processes for families. 

4.3. Effects of taxes and transfers on incentives to work and inequality 

The previous section reviewed the benefits available in Bulgaria: their entitlement rules, the amounts and 

the duration they are given for, and the coverage the benefits achieve. This section now turns to the effects 

of these benefits: how well the benefits alleviate poverty and whether they manage to do this without stifling 

incentives to work. 

4.3.1. Low spending on social protection and a flat tax rate do little to reduce inequality 

Spending on social protection in Bulgaria is low compared to other EU counties (Table 4.2). Bulgaria also 

makes much less use of means testing than the EU average. Indeed, expenditure on the means-tested 

social assistance and heating allowance (classified in Table 4.2 under the “social exclusion not classified 

elsewhere” category) represents just 0.2% of GDP. Spending on alleviating unemployment is also low 

making up just 0.5% of GDP which is less than half of the EU average. 
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Table 4.2. Spending on social protection benefits is low in Bulgaria 

Social protection benefits, excluding old age and survivor pensions, 2018 

 Bulgaria EU27 

Function As a percentage of GDP  

Sickness and health care 4.9% 7.8% 

Disability 1.2% 2.0% 

Family and children 1.7% 2.2% 

Unemployment 0.5% 1.2% 

Housing 0% 0.4% 

Social exclusion not classified elsewhere 0.2% 0.6% 

Total social protection benefits to working-age population 8.4% 14.4% 

Cash and in-kind  As a percentage of total social protection 

Cash benefits 36% 38% 

In-kind benefits  64% 62% 

Means-testing   

Means-tested benefits  6% 17% 

Non means-tested benefits 94% 83% 

Memorandum: Old age and survivors benefits (% of GDP, not included above) 8.0% 12.3% 

Note: The different “functions” cover a mix of cash and in kind transfers as well as means/non-means testing. Bulgaria’s monthly Social 

assistance and Social assistance for Heating are both included in the “social exclusion not classified elsewhere” category. Other benefits covered 

by the “social aid” and managed by the social assistance agency may be included in other functions (e.g. “Family/children”, “Disability”, 

“Housing”). The overall percentage of cash/non-case and means-tested/non-means tested benefits is shown under the respective headings. 

Old and age survivor pensions are excluded from the functions and from the means testing and cash/in kind calculations. 

Source: Eurostat, Social protection Database (ESSPROS), https://ec.europa.eu/eurostat/web/social-protection/data/database. 

StatLink 2 https://stat.link/jqwhe6 

Bulgaria operates a flat low income tax of 10% with no basic tax allowance (i.e. no portion of income is 

exempt from taxation except for some deductions related to children and disabilities). While income taxes 

are low, social security contributions are substantive at 13.8% for employees and 19.2% for employers. 

This leads to a high average tax wedge of 43% on labour income. There are maximum limits to social 

security contributions – employees do not pay contributions on income over 3 000 BGN (1 533.9 EUR) per 

month. Overall then, the system is slightly regressive. With this set up, high wage earners in Bulgaria pay 

a very low level of tax relative to other countries (Figure 4.6). By contrast low-income earners face rates 

that are much closer to the OECD average. Taxes on capital earnings, while they vary by asset class, are 

also much lower than on labour earnings which further favours wealthier households. A tax neutral shift 

that places more of the burden on high income earners and less on low income earners, for example by 

introducing a basic tax allowance, could improve incentives to work for low-wage workers without 

introducing extraordinarily high taxes on high earners (OECD, 2021[7]). 

https://ec.europa.eu/eurostat/web/social-protection/data/database
https://stat.link/jqwhe6
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Figure 4.6. Tax wedges are the same for low and high wage earners in Bulgaria unlike in most other 
countries 

Average combined tax rate from personal income and social security contributions, percentage of gross wage, 2019 

 

Note: The average tax rate is calculated for a single household without children and housing costs at 20% of the average wage. 

Source: OECD calculations based on OECD Tax-benefit models, www.oecd.org/social/benefits-and-wages/. 

StatLink 2 https://stat.link/zqs1wp 

Income inequality in Bulgaria is the highest in the EU as measured by the Gini coefficient. Indeed, 

Bulgaria’s tax and transfer system reduces income inequality by less than any EU country (Figure 4.7). 

The 13% reduction in the Gini coefficient that is achieved (from pre- to post-tax-and-transfers) is driven 

entirely by cash-transfers (including pensions). Effectively none of the reduction is achieved by taxation, a 

rarity among EU and OECD countries where income inequality reductions are usually achieved by a 

combination of taxes and transfers (Figure 4.7). By definition, those on low incomes are taxed by more 

than they would be if, all else equal, a more progressive tax system was adopted. 

Aside from taxation, increasing the generosity of transfers targeted towards people in poverty, such as 

social assistance, would also reduce income inequality. At present, the amount of social assistance 

families receive is well below the relative poverty lines. 
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Figure 4.7. The tax and transfer system does little to reduce inequality in Bulgaria 

Percentage reduction in inequality by taxes and transfers, working-age population, 2018 or latest available year 

 

Note: Inequality reduction is measured as the difference between Gini coefficients before and after taxes and transfers scaled by the Gini 

coefficient for household incomes before taxes and transfers, see Causa and Hermansen (2017). The split between transfers and taxes is 

computed using the Gini coefficient for income after transfers and before taxes. Taxes compose personal income taxes and employees’ social 

security contributions, while transfers only include cash social benefits. Working-age population refers to age 18-65. 

Source: OECD (2021), OECD Economic Surveys: Bulgaria 2021: Economic Assessment, OECD Publishing, Paris, 

https://doi.org/10.1787/1fe2940d-en. 

StatLink 2 https://stat.link/ybjihd 

4.3.2. Transitions from unemployment insurance and social assistance to work 

As people move from unemployment into a job they gain employment income while losing support from 

benefits. Participation Tax Rates (PTRs) measure the proportion of additional income lost in taxes or 

through benefit reductions when people transition into full time employment. For those on social assistance 

PTRs are low at about 29% for a single person (calculations using the OECD tax benefit model for a 

transition to work from social assistance to the average wage for a single person). Unemployment 

insurance, on the other hand, is more generous (Figure 4.1), so when people forgo unemployment 

insurance to take up work, the PTRs can be higher – with around 82% of earned income lost (calculations 

using the OECD tax benefit model for a transition to work from unemployment insurance to the average 

wage for a single person).8 

These disincentives are mitigated by benefit eligibility requirements that require participants to search for 

and not refuse jobs, with sanctions on benefit receipt for non-compliance. These eligibility requirements 

are discussed further in Chapter 5. 

The above discussion described simple PTRs faced by a single person transitioning from social assistance 

or unemployment insurance to work. An alternative approach is look at every family type in Bulgaria by 

combining survey data with a tax model. In this way, the incentives facing every person/family can be 

calculated and results representative of the population reported. Jara, Gasior and Makovec (2017[10]) 

conduct this exercise for 2015 using the EUROMOD microsimulation model making comparisons across 

nine countries. Their more sophisticated analysis is consistent with the findings here. They show average 

PTRs in Bulgaria are modest compared to other countries when people have access to unemployment 

insurance and low compared to other countries once people lose access to unemployment insurance. 
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4.4. Key findings 

Bulgaria’s out-of-work benefits comprise a relatively generous unemployment insurance scheme and an 

ungenerous social assistance scheme, which is available only to very low income households. This means 

that once unemployment insurance claims are exhausted, people face the prospect of living in relative 

poverty on social assistance or resorting to the informal economy or wider family support (including 

remittances from abroad). 

Bulgaria requires jobseekers to be registered with the NEA for at least six months before they can claim 

social assistance. This is a harsh requirement in an international context, and potentially entails a long wait 

for low-income families who do not have access to unemployment insurance or their unemployment 

insurance entitlement is less than six months. In addition, claimants of social assistance are expected to 

perform community service work, which makes the already low levels of social assistance even less 

attractive. 

These features of social assistance, low payment amounts, a long six month registration requirement, and 

compulsory community work, contribute to low incentives to claim social assistance and potentially higher 

incentives to engage in the informal economy. Indeed, many people living in relative poverty do not receive 

social assistance. When people do not claim benefits it is harder for the PES to outreach and engage with 

them (see Chapter 4). Hence, an opportunity is missed for the PES to reach more jobless individuals and 

activate them (including through job search assistance and other employment services, as well as targeted 

ALMP provision, see Chapter 5). 

Turning to the tax system, Bulgaria does not have a basic tax allowance, meaning that low income earners 

face the same flat 10% tax rate as high income earners. While such a simple system does have 

advantages, it also leads to high income earners paying relatively low amounts of combined tax and social 

security contributions compared to other countries. At the same time, low income earners face a relatively 

higher tax burden compared to other countries. Any reforms in this area would, however, need to undergo 

careful cost-benefit analysis and wait until recovery from the COVID-19 crisis is well underway (OECD, 

2021[7]). 
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Notes

1 Similarly, those claiming the benefit a second time within three years receive the minimum amount. 

2 As a note on terminology some countries offer unemployment assistance (distinct from unemployment 

insurance and social assistance) for those who have exhausted or are not eligible for unemployment 

insurance. Unemployment assistance is an often generous benefit than unemployment insurance, it is 

usually means tested and it aims to support people’s labour market integration once they have exhausted 

their unemployment insurance. Bulgaria does not offer unemployment assistance but does offer social 

assistance. Social assistance, is similar to unemployment assistance in that it is usually means tested and 

designed to support those who do not have access to unemployment insurance, however social assistance 

differs to unemployment assistance in that its main goal is to alleviated risks of income poverty.  

3 In principle, the reverse can also be true too: with some social assistance beneficiaries not eligible for 

the heating allowance. This is because social assistance is assessed on the last month of income whereas 

the heating allowance is assessed on the last six months of income. 

4 For example, parents of young children (up to three years old), people with disabilities, people caring for 

unwell family members, and pregnant women all do not need to register as unemployed while others must 

register but are exempt from the six month waiting period (e.g. when children leave school, when a mothers 

child turns four, when people are released from prison and when people finish trainings). 

5 Note that these calculations are approximate as the estimated duration of time receiving unemployment 

insurance does not always adequately account for multiple spells of unemployment insurance or for time 

spent participating in ALMPs (which results in them being de-registered from the unemployment register). 

6 Social assistance and the heating allowance are included under social exclusion not elsewhere classified 

in Table 4.2. Hence, the comparison ratio for the EU average divides expenditure on families and children 

by the sum of expenses on unemployment benefits and social exclusion not elsewhere classified. 

7 This amount must not be less than the minimum monthly full-time wage which for 2021 is BGN 650 

(European Commission, 2021[5]). 

8 Once unemployment insurance payments cease there is a sharp drop in income to the social assistance 

level. Unemployment insurance last at most 12 months so there is, in this respect, strong incentives to find 

a job within this period. 
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