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Preface

Preface

After Bulgaria became an associated member in 1995 and following the
beginning of the negotiations for membership this year the country faces a
remarkable challenge. The negotiations bear historic significance for Bulgaria
as this is a chance for it to be admitted in the All-European family and to ben-
efit substantially from the integration in an economic sense.

The unequivocal consensus shared by all the major political parties on the
membership issue provide a good basis for the work to be accomplished in
compliance with the EU standards. The negotiations which are expected to
continue for a number of years, will impose significant requirements to differ-
ent governments and parties and the society at large.

The Friedrich Ebert Stiftung, Regional Bureau — Sofia started this year a
project “Monitoring of the Accession Process of Bulgaria to the European
Union’. The aim of the project is the preparation of an independent expertise
on the actual situation of the integration efforts towards the EU. It is meant not
only to take stock of the current stage but to deliver recommendations on how
to improve the situation in the country. It is a deliberate effort to give “the
floor” to experts from civil society institutions. The study should provide addi-
tional information to the general public and the international institutions con-
cerning the achievements and to assist the Bulgarian government in adapting
to the European standards.

Michael Weichert
Director, Regional Bureau — Sofia
Friedrich Ebert Stiftung
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Introduction

Introduction

Introduction
Irina Bokova

The enlargement of the EU is a historic process that has undoubtedly con-
firmed, especially after Helsinki Summit 1999 when Bulgaria and Rumania
were invited, that the political stability and economic prosperity can not be
guaranteed only through the participation of south-east Europe in this process
- aconviction firmly shared by all Bulgarian governments after 1989. Thought
this decision is political in nature — the very establishment of the EU is prima-
rily a political decision and then economically based, the invitation to start
membership negotiations bears historic value. It is the positive message
expected by all of us who live in this turbulent region.

At present when the invitation for membership has been extended and the
negotiations have commenced Bulgaria finds itself in a situation when the
euphoria and the political declarations should give way to an objective, unbi-
ased and comprehensive analysis and policy on the next steps and especially
on the priorities and objectives ~ mid and long-term. These objectives have to
represent national, realistic and nation-wide agreed priorities.

Such an approach underpins the present study “ The Monitoring of the
Accession Process of Bulgaria to the EU” conducted by a group of independ-
ent researchers. The study aims to define the framework of the main political,
economic, social and legislative priorities which according to us are important
not only and exclusively for the process of reforms and transition to a market
economy but primarily are important for the accession of Bulgaria to the EU.

Obviously these two processes of adaptation considering their basic prin-
ciples and objectives overlap to a great extent. However, the integration efforts
and the strategy of Bulgaria have its own integrity and specifics that have to
be carefully analysed and turned into a facilitator, and not an impediment, for
the modernisation of the Bulgarian society and the national economy.

It should be underlined that the issue of economic growth — a fundamental
issue for an economy in transition, cannot be entirely and solely accommodat-
ed through the issue of membership. Certainly, the advantages and indirect fac-
tors for influence on this process are many from the point of view of the future
membership - access to the international financial markets, growth of the
direct foreign investments, assistance to the transport and other infrastructure
from the pre-accession funds.

1t is quite obvious that the membership-driven policy limits a country-spe-
12
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cific development strategy and a politically managed modernisation with its
instruments — selective industrial policy, substantial promotion of export and
protectionist measures. On the one hand, the membership limits the flexibility
of the economic policy, on the other it safeguards against financial markets
risks and introduces strong budget and financial policy within the framework
of the Economic and Monetary Union.

In other words, the steps and measures which Bulgaria implements in
regard of its preparation for the EU membership are not a panacea and can not
solve by themselves the problems of the economic development and growth.
This is a prerogative of a national policy which has to define the ways to ben-
efit from the advantages of a membership and how to relate it to a realistic
growth strategy.

1t is well known that Bulgaria enjoys firm and irrevocable consensus on the
European orientation and the EU membership. This consensus was clearly
defined by several successive sessions of the National Assembly and in th.e
political platforms of almost all parties. It resulted in the newly adopted deci-
sion on establishing a Council on European Integration to the Speaker of the
Parliament. All parties in the Parliament, regardless of their quota in the
Parli have equal rep ion in the Council.

The analysis on the development of Bulgaria in recent years shows the
existence of a clear will and consistent policy for the establishment and
strengthening of a pluralistic and democratic ruling system. But the €COnomic
development and the reform process wi du ince and often
party-biased policy. In fact Bulgaria failed to achieve a consensus-based eco-
nomic policy immune to political changes to be impl d ly by
succeeding governments from different parties. The absence of such an “eco-
nomic consensus” is to a large extent the reason for the lack of a clear nation-
al strategy for development that may serve as a basis fora national EU acces-
sion strategy.

The relations between Bulgaria and the EU have evolve in the past decade
~ 1988-2000. They commenced by the establishment of initial contacts and
reached the level of starting accession negotiations. The main stages of the
relations are:

~ 1988 — The People’s Republic of Bulgaria establishes diplomatic rela-
tions with the European Economic Community;

— May 1990 — signing of the Agreement on trade, commercial and eco-
nomic co-operation. The EEC launches Phare Programme for Bulgaria;

13
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~ 1991 — European Commumity includes Bulgaria in the General System of
Preferences;

- Mz?y 1992 - opening of the negotiations on the European Agreement for
association between the European Cc ity and its Member States and
Bulgaria;

- Marcl} 1993 - sigm'ng of the Europe Agreement for association between
the Repubhc.of Bulgaria and the European Community and its Member States
and the Interim Agreement on Trade and Related Issues:

~ December 1993 - entering into force of the Interim A reement

on T
and Related Issues; ’ " e

— December 1993 - signing of an Additional Protocol to the Europe
Agreement and the Interim Agreement on Trade and Related Issues;

—AJunfa 1994 - signing of Ag for comp ion of the delay of the
entering into force of the Interim Agreement on Trade and Related Issues;

~ December 1994 - signing of the Second Additional Protocol to the
Europe

Agreement and the Interim Agreement on Trade and Related Issues
- February 1995 Entering into force of the Europe Agreement the provi-
sions of which substitute the EEC ~ Bulgaria Ag on trade, cc ial
;md economic co-operation and the Interim Agreement on Trade and Related
ssues;

— December 1995 - Bulgaria applies for EU membership;

- January 1996 -.the EU Council of Ministers decides to open a procedure
related to the Edganan application for membership and authorises the EC to
prepare an opinion on the Bulgarian preparedness to join the Union;

~ April 1996 - signing of the Third Protocol to the Europe Agreement;

= July 1»997 — initialising of a Protocol for Adaptation of the Europe
Agreement in view of the EU enlargement by new Member States and the
results from the Uruguay Round of the multilateral negotiations in GATT;

—July 1997 — the EC submits an opinion on the Bulgarian applicati :

tion f
memborti, ganan application for

- Mamh 1998 — Decision of the EU Council of Ministers to adopt the
Accession Partnership with Bulgaria;

- April 1998 - opening of the preparatory stage of the negotiations — ana-
lytical screening of the acquis;
- l_)gocmber 1999 - European Courxil in Helsinki invites Bulgaria to start
g for bership in the EU
14
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— March 2000 — Start of the accession negotiations.

At large the history of the relations between Bulgaria and the EU can be
split into two main periods: preparation and entering into force of the agree-
ments related to the accession of Bulgaria 1o the EU and the beginning of
accession negotiations and preparation for membership.

The Europe Agreement, entered into force in February 1995, recognising
the profound nature of the democratic changes in Bulgaria and taking into
account the EU aspiration to decisively support the completion of the transi-
tion to market economy in Bulgaria as well as to assist Bulgaria in its effort to
cope with the social and economic difficulties of the restructuring process, is
aimed at establishing an jation between the European Community
and its Member States on the one hand and Bulgaria, on the other.

The Furope Agreement stipulates the establishment of an association
between Bulgaria and the European Community through conducting a regular
political dialogue and co-operation, based on mutual values and aspirations;
gradual establishment of a free trade area during a transitional period not
longer than 10 years, approximation of the economic regulations in the area of
free movement of labour, providing of services, free movement of capital,
competition; approximation of legislation; development of the economic, cul-
tural and financial co-operation.

For its part the EU is making steps to prepare itself to accept new members
and the most important event is undoubtedly is the adoption by the European
Council in Copenhagen of a set of membership criteria:

— stability of the institutions guarantecing democracy; the rule of law;
respect for human rights and the rights of minorities;

- functioning market economy as well as the capacity to cope with com-
petitive pressure of the market forces within the European Union;

— the ability to take on the obligations of the membership, including adher-
ence to the aims of political, economic and monetary union.

The conditions of enlargement that the European Council in Copenhagen
imposes on the EU is to develop “a capacity to absorb the new members while
maintaining the tum of the European i ion process”. The inclu-
sion of this condition is aimed at the protection of both the EU and the newly
admitted states’ interests.

In December 1995 the European Council in Madrid took a decision to
accelerate the prep for membership and underlined the necessity of
adjustment of the administrative structures in the candidate countries in order

15
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to ensure smooth implementation of the Community policies after the acces-
sion.

The main element of the accession process is the reinforced Pre-accession
strategy aimed at supporting all candidate countries to align to the greatest
possible extent their legislation with the that of the EU before accession. The
Strategy, together with the European Agreements, which continue to be the
basis of the relations of the EU and the countries from Central and Eastern
Europe, is focused on the Accession Partnerships and the increase of the aid
for preparation. The implementation of the pre-accession strategy is accompa-
nied by an analytical screening of the EU legislation with each of the candi-
date countries.

The Ac hip is a new i that enc all the
priorities for a specific candidate — the adoption of the acquis, the financial
resources, allocated for this purpose, including the Phare programme. In this
context the financial assistance is linked with the candidate countries’ progress
and, in particular to their national programme for the adoption of the acquis.
The EU Council of Ministers decides on the principles, priorities and the
immediate objectives and conditions included in the Accession Partnership.
In case one of the elements which is important for the progress of the pre-
accession process is missing in a certain candidate country the EU Council of
Ministers takes a decision for the adaptation of the Partnership or for the can-
cellation of the financial support.

The Accession Partnership for Bulgaria. adopted with a decision of the
Council of the European Union, is aimed at placing all of the priority areas for
the future co-operation in a single framework, as defined in the Opinion of the
European Commission on Bulgaria’s application for membership, the neces-
sary financial support and the conditions for receiving such support. The
Partnership ensures the adoption of political documents, related to the acces-
sion process: National Programme for the Adoption of the Acquis, adopted by
the government on March 25, 1998; Joint assessment of the economic policy
priorities, delivered in the framework of the association institutions, the
Agreement on Combating Organised Crime, which is supposed to be adopted
by the EU and the candidate countries will be invited to join, the “Road Maps”
of the internal market, approved by the EC and elaborated on the basis of the
European Commission Opinion on Bulgaria’s application for membership.

These political instruments are not a part of the Accession Partnership but
their priorities are in compliance with the Partnership.

16
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The Accession Partnership underlines that Bulgaria has to advance to the
solving of all the issues pointed out in the Commission’s Opinion as it stress-
es on the circumstance that the adoption of the acquis is not sufficient enough
by itself if the structures for its proper and effective implementation are not in
place.

On the basis of the Commission’s Opinion and the discussions in the EU
Council of Ministers the following short and mid-term priorities for Bulgaria
were determined:

Short-term Priorities

Economic reform: definition of the mid-term priorities in the economic
policy and a joint assessment in the framework of the Europe Agreement; con-
tinuation of the privatisation programme for banks and the state-owned enter-
prises, adopting measures for restructuring of industry, the financial sector and
agriculture and encouragement of the direct foreign investments;

Strengthening of the institutional and administrative capacity: adop-
tion of a law on public service and achieving progress in the state administra-
tion reform; institutional building in the areas of internal financial control,
environment, nuclear safety and customs, strengthening of the phyto-sanitary
and veterinary control, in particular, at the borders; establishment of the nec-
essary structures for regional and structural policy.

Internal market: further alignment with the acquis of the legal framework
of the intellectual and industrial property rights (strengthening of the protec-
tion measures), financial services, taxation; preparation of an initial inventory
of the state aid and adoption of the necessary legal framework for its monitor-
ing as well as adoption of a new competition law.

Justice and home affairs: specific measures to combat corruption and
fight organised crime, strengthening of the border control.

Environment: further introduction of the EU framework legislation and
elaboration of detailed approximation progt impl ion of strate-
gies, related to the specific pieces of legislation. Planning and implementation
of the programmes and strategies.

Energy: claboration of a comprehensive long-term energy strategy and
respect of the muclear safety standards, commitment to adopt a realistic
timetable for the decommissioning as it is envisaged in the Nuclear Safety
Account Agreement.

17
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Midterm Priorities

Political criteria: further efforts to integrate the Roma population and
respect for

individual freedoms.

Economic reform: finalisation of the privatisation process. Strengthening
of the market institutions.

Economic policy: regular review in the framework of the European
Agreement on the joint assessment of the economic policy priorities with
emphasis on the performance of the Copenhagen membership criteria and the
adopted EU acquis in the area of economic and monetary policy (co-ordina-
tion of the economic policy, submission of convergence programmes, evasion
of hyper deficit). It is expected that Bulgaria will follow a policy which will
aim at achieving real convergence in compliance with the objectives of the
Union for economic and social cohesion and a policy of nominal convergence.
The primary objective is the introduction of the EURO atthough Bulgaria is
not expected to accept the EURO immediately after its accession.

Strengthening of the institutional and administrative capacity: conclu-
sion of the reform at ail levels, including the training of the civil servants,
enhancement of the functioning of the judiciary system and improvement of
the education of lawyers in EU legislation and its practical implementation;
further development of the National Court of Auditors and the structures of the
internal financial control; establishment of anti-monopoly structures and bod-
ies for monitoring of the state aid; strengthening of the accounting, auditing.
statistics and nuclear-safety regulatory bodies; strengthening of the home and
justice affairs institutions (through appropriate training of police. customs,
ministerial and court staff), reform of the customs and tax administration in
view of the application of the EU legislation and strength of the institu-
tions in the area of foodstuffs control.

Internal market: alignment with the acquis of the policy in the area of
competition, state aid, customs, taxation, audio-visual, state procurement
(ensuring P ’y), adaptation of the dards, structures for assessment
and establishment of a system for monitoring the market and the harmonisa-
tion of the technical legislation and the industriat standards. Further alignment
of the Law on Competition and the stimulation of the enterprise development,
including the SME and further alignment of telecommunications, consumer
protection and the internal energy market legislation.

18
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Justice and home affairs: development of an effective management of the
borders and border control systems; implementation of the migration policy
and asylum procedures; fight against organised crime and corruption (in par-
ticular money laundering, drugs and illegal trafficking of persons), alignment
of the visa policy and the implementation of the international agreements,
especially in view of the Schengen acquis.

Agriculture: restitution of the land, establishment of a land register and a
functioning land market, alignment of the agricultural legisiation (including
the phyto-sanitary and veterinary control, and in particular the control over the
external borders) with particular atiention to the aspects related to the envi-
ronment and the protection of species. Extension of the opportunities for the
application of the CAP and more specifically the basic managerial mecha-
nisms and administrative structures to monitor the market and enforcement of
structural measures for agricultural development, modernisation of some food-
stuffs enterprises and improvement of the testing and diagnosis facilities,
restructuring of the foodstuffs sector.

Fisheries: development of conditions for adoption and implementation of

the common policy in the sector.
Energy: impl ion of a comprehensive policy, based on efficiency
and modem technology and abidance of the Bulgarian commitments to grad-
ually decommission the NPP “Kozloduy” and storage and recycling of the
nuclear waste.

Transport: further efforts to implement the acquis in the land, maritime
and air cargo transport (safety rules) and to secure the necessary investments
for the transport infrastructure, primarily those related to the Trans-European
Networks.

Employment and social policy: establishment of appropriate labour mar-
ket structures and a joint review of the employment policy as an element of the
preparations for participation in the EU co-ordination; application of the leg-
islation on labour health and safety care and development of structures for its
implementation, in particular timely adoption of the framework directives on
health care and safety; ensuring of equal opportunities for men and women;
furthering a more active social dialogue; development of adequate social pro-
tection, undertaking steps for the alignment of the standards of the public
health care with the EU requirements.

Environment: development of the structures and the possibilities to mon-
itor and control, constant planning and impl ion of the progr for

19
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approximation, related to different pieces of legislation. Particular attention
should be paid to the protection of the water resources, the air, including the
institutional requirements in this area. The requirements of environmental pro-
tection and the necessity of sustained economic development should be com-
bined in the planning and the impl ion of the national and sectoral pro-
grammes.

Regional policy and cohesion: introduction of a legislative framework
and development of administrative structures and budget procedures.
Enhancement of the financial instruments and the control mechanisms in view
of the participation in the Community’s structural programmes after the acces-
S101L

In accordance with the decisions of the European Council in Luxembourg,
the enhanced pre-accession strategy is coupled with the conducting of an ana-
Iytical screening of the acquis. Bulgaria, together with the rest of the candidate
countries, commenced this preparatory stage of the ncgotiations in April 1998.

The screening of the acquis foreruns the accession negotiations and is
essentially a preparatory stage for the identification (examination) of the prob-
lems which will be negotiated. The screcning deals with the 31 negotiating
chapters of the future Accession Agreement. As a result of its patticipation in
this exercise the Bulgarian side gained a lot of information and experience in
communication with the European Commission that will contribute to a great
extent to the process of negotiation positions elaboration.

The first phase of the negotiation preparations is the so called “screening”
of the acquis. It started in July 1998 and was concluded in July 1999. A sec-
ond screening was conducted in the beginning of 2000 through a “written pro-
cedure”. The aim of the screening was to identify the questions which may
arise at the negotiations. It was performed in multilateral and bilateral sessions
with the Commissions where the Cc ion teams p d in detail the 31
negotiating chapters. At the multilateral meetings the experts of the
Commission elaborated on technical adaptations of the EU Treaties needed to

accept new members.

At the bilateral sessions the following important issues were discussed:

— whether they are able to accept the relevant parts of the acquis,

- whether they intend to request transitional periods on different chapters;

— whether they have already adopted the necessary legislation, if not when
they intend to do so;

~ whether they posses the necessary administrative structures to adopt and

20

implement the acquis. If not when they plan to establish them.

As it was mentioned earlier on the negotiations with Bulgaria were opened
on February 12 2000 and the country presented a general position on all chap-
ters. In the beginning 6 chapters were opened: culture and audio-visual policy,
education and vocational training, CFSP, SME, science and research, external
relations. 4 chapters were preliminary closed in June — CFSP, education and
vocational training. SME and science and research. The other two remained
under discussions which will not impede the process of further opening of
chapters.

In this regard it is important to underline that the opening and closing of
chapters should not be absolutisised but should be regarded as a normal
process of negotiating and discussing with the Commission the policies, ten-
dencies and intentions in view of aligning the legislation and its implementa-
tion in compliance with the EU standards. This is an important and necessary
element of the accession process.

At the same time it is worth mentioning that the Bulgarian side is well
aware that as the decision of opening the negotiations was a political decision,
the decision to accept Bulgaria as a new member will be also a political deci-
sion. This. however, does not imply that Bulgaria should underestimate the
efforts needed to take the necessary steps — adoption of legislation, restructur-
ing or establishment of institutions capable to enforce the legislation and other
“technical” activities. Chaplers will be opened, they will be discussed and
closed, and at a later stage occasionally re-opened. It should not be forgotten
that the integration of Bulgaria in the EU has different aspects which go
beyond the technical requirements of one or other directives. The EU integra-
tion for Bulgaria means co-ordination and harmonisation of all aspects of the
public and economic life — political and social systems. The aspiration for the
EU membership should be underpinned with the understanding of its vital
national necessity and that the risks of its slowing down — i.e. marginalisation
of Bulgaria in the European context are much greater and with far more reach-
ing consequences than short-term cost.

In other words Bulgaria needs to have a national strategy for accession
consisting of several aspects:

— analysis on the readiness to meet the Copenhagen criteria - establishment
of the basic elements of a functioning market and competitive economy;
approximation of the

legislation and building the administrative capacity for its implementation;

21
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- analysis on the implications of the introduction of new policies and leg-
islation on different sectors of the Bulgarian economic and social life;

- sectoral analysis on the Bulgarian economy considering the possibilities
of entering the Internal Market and on this basis a definition of mid and long-
term priorities and policies.

Well known are the various data and analysis on the level of the Bulgarian
preparedness to become a EU member and the different forecasts made on this
basis — percentage of the EU GDP per capita, the data on the turn-over and the
export of the different countries, average salary, compared to other countries
and the EU Member States. These figures are somehow reflected in the pres-
ent study and they undoubtedly are rather worrying. It is obvious that in the
nearest future due to different reasons Bulgaria will not be in the position to
meet in a quantitative sense some of the often mentioned possible criteria for
economic development. What 1 want to underline here and now is that, accord-
ing to the authors of this research, the most important condition which will be
crucial for the future Buigarian membership is the ability of Bulgaria to
demonstrate positive and irreversible tendencies in all aspects of its socio-eco-
nomic life.

In the political area Bulgaria has to show evidence for the existence of an
established and functioning pluralistic society and a democratic election
process, of a society where there is a clear division of power between the dif-
ferent branches and a strong respect for the human rights and fundamental
freedoms, where the freedom of speech and thought is respected and corrup-
tion is not a feature for this or that government.

In an economic sense Bulgaria must strive for a sustainable economic
growth tendency and integration into the economies of the EU countries in
terms of the investment process, transfer of technologies, industrial policy and
financial control. Bulgaria has to firmly embrace the rules of competition, the
transparency of privatisation and public procurement - the basis of the market
economy. In this respect the introduction of a currency board in 1997 bears
great importance and generates problems of different nature which require spe-
cific solutions..

Last but not least Bulgaria must accompany its economic objectives and
policy with a bearable and inclusive social policy which is to be able to cope
with the extremely difficult problems of poverty and unemployment and the
isolation of entire social groups from the economic and social life.

It is true that Bulgaria is still far from the approaches of its European

22
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partners as they are set up in the decisions of the Lisbon EU Council con-
cerning employment, economic reforms, social cohesion as the logic of the
Bulgarian priorities and development is different. At the same time these
approaches should be taken into consideration as “the Union has today set
itself a new strategic goal for the next decade: to become the most competi-
tive and dynamic knowledge-based economy in the world, capable of sus-
tainable economic growth with more and better jobs and greater social cohe-
sion”. It should be taken into consideration that while the Bulgarian popula-
tion is fighting for its survival, its European partners are deciding on “mod-
emising the European social model by investing in people and building an
active welfare state”.

The main areas which must be a priority from the point of view of the
future membership of Bulgaria in the EU and the analysis of the current situ-
ation are as follows:

— economic growth;

— combating poverty,

- fighting corruption;

— effective state administration.

The four arcas have a direct relation to the pertinent and sometimes wrong-
ly addressed problem of the alternatives or the lack of alternatives for the
Bulgarian policy. Wrongly addressed because it should unfortunately be men-
tioned that if somebody takes political advantages of this then the focus, the
substance of the concept for “alternative” is replaced. Of course, there is no
rational and sensible alternative to the Bulgarian aspirations to establish a mar-
ket economy and to succeed in the European integration and achieve the well-
being of the people. Of course, there is no worthy alternative to the efforts of
Bulgaria to create a free and democratic society. But at the same time it is more
than obvious that there is an alternative to the means and policy we are seeing
at present. Namely the seeking of development alternatives and free discussion
are signs of maturity, of the realisation of our European identity. Namely, the
seeking of alternative accession approaches in order to accelerate and find
more useful and favourable solutions is at the heart of the present study.

Also the need to elaborate concrete and clear strategies in different areas is
obvious — infi ion strategy, b strategy, regional development strat-
egy etc. The other approach leads to chaotic, ineffective and not always inter-
related measures.

Of course the changes within the EU itself are very important to this end.
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or more specifically the different ideas for further development recently
launched in the framework of the IGC debate and outside of the Conference.
The various proposals for reform of the institutions, for amendments to deci-
sion-taking arrangements and the extension of the issues, decided by a simple
majority vote constitute a real interest. From the enlargement perspective,
however, most important are the issues related to the long-term policy
approach and the concept for the future of a unified Europe.

Unfortunately, it should be mentioned that after the euphoria of the early
90-ies when the overcoming of the division of Europe seemed easily achiev-
able and the public expectations were very high, nowadays, after 10 years of
democratic reforms we are witnessing another approach which indicates hesi-
tance and irresolution, but primarily a lack of political vision and audacity.
Confronted with the challenges of the globalisation and the expiring, to some
extent, of the post-war model of “social” Europe as we know it. the EU and
the Member States must reform their policies and approaches simultancously
and at the same time find the appropriate formula for the enlargement to the
East. These are not by all means contradictory aims but obviously the EU sets
the first objective as its priority.

Of particular interest are the latest ideas of the German foreign minister Mr.
J. Fischer and the French president Chirac which not only aim at reviving of
the French-German integration “engine™ but are exemplary for the trends of
the EU political thinking. Though there are slight nuances in the statements of
the two politicians what deserves special attention is on the one hand, their will
to deepen the integration processes through some elements of federalism - for
example the establishment of an “integration nucleus” of Member States with
more closer integration, and on the other - their apparent intention to “post-
pone” the enlargement and the tendency to create a “new” status, probably
“semi-full” membership for the candidate countries.

From the point of view of the Bulgarian membership perspectives it is
worth noting the following:

First of all, undoubtedly is the threat of the delay and postponement of the
enlargement process. The formula adopted at the European Counil in Feira
stipulating that each candidate country, including the newly invited among
which is Bulgaria, will be considered separately and on its own merit seems to
be acceptable and gives equal chances to all candidates, Lately, however, a real
danger emerged that this formula may be used for the delay of the accession
of the first group candidate countries that started negotiations in 1997 as the
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actual timeframe for their accession is already 2006. This coincides with the
timeframe mentioned for the second wave of candidates, without Bulgaria and
Rumania, or the so called formula 10 + 2. In practical terms this may mean the
delay and postponement of the Bulgarian and Rumanian accession. Some indi-
cations of such a scenario have already been noted — a more limited number of
opened negotiation chapters, a slowing down of the pace of the negotiations,
concern expressed on the lack of economic growth and retarded structural
reforms.

Second, this is the danger for Bulgaria of substituting the process of inte-
gration with “regional integration” i.e. the participation in the Stability Pact.
The Stability Pact has its positive meaning for the region and for the acceler-
ation of the solving of some important problems from an economic point of
view, mainly infrastructural projects. At the same time, it is obvious that the
regional integration plays an important role for Bulgaria, but it can never
replace the future EU membership. This is not some kind of opposition to the
regional integration but the fact that Bulgaria would be a much more reliable
and stable partner in the region when it becomes an EU member.

Considering the above-mentioned, the position of the Bulgarian govern-
ment or more precisely the lack of such a position is worrying. The failure to
understand that nowadays many of tomorrow’s decisions are being created,
discussed and adopted is quite obvious. The inability or the unwillingness to
accept reality, probably duc to domestic political considerations, does not
make the events less possible and does not eliminate them. Today Bulgaria
needs a clear accession strategy, elaborated on the basis of a realistic analysis
of the policy and decisions of the EU and its Member States, of the political
thinking tendencies of our partners and of the developments in the region.

The present study does not have an ambition to analyse all aspects of the
Bulgarian preparation for EU membership. There are various problems, they
have different aspects and nature like the very idea of the integration. This
research primarily aims to be part of the broader debate going on within the
Bulgarian society on the European integration issues and to place some
accents which the authors of the study consider to be especially significant
today.
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CHAPTER 1. European Standards in the Bulgarian Political Life
Antonii Todorov, Andrei Ivanov

1.1.Introduction

The issue of the European standards in the Bulgarian political life concerns
the question of comparison between the political practice in Bulgaria and the
practice in the EU countries. On the one hand, the issue is to what extent we
can properly describe a common EU political model in spite of the differences
between the various Member States. On the other, the issue is how the Western
type democracy can be translated successfully into the Bulgarian society.

In fact the question comes to the understanding of the very nature of the
Bulgarian transition. This transition is often described as an adoption of the
Enropean political standards or an introduction of European political institu-
tions. This is obviously a passive position condemning the Bulgarian political
choice to a mirroring of foreign experience. In this way the political elite dis-
charges itself of responsibilities on the evolving process and can always justi-
fy its failures with external causes.

The transition can be apprehended by another more responsible approach.
It has its own logic which make the results identical to the European political
models. If we accept that the essence of the transition is the creation of a polit-
ical, multiparty democracy and market economy coupled with a socially-ori-
ented state then it is not surprising that Bulgaria is getting closer to the exist-
ing EU standards of political life by following such a model. This approach
permits the evasion of the implicit opposing of the EU political requirements
against the future members and the political model in Buigaria.

Quite often the Bulgaria’s accession difficulties are explained through the
specifics of the Bulgarian history or, in particular, the specifics of the national
model of communism. The reasons, however, are often in the concrete politi-
cal decisions, taken throughout the last decade that have limited some ensuing
opportunities for a more rapid move towards the European model.

The description of the European model is in itself difficult. The formula of
democracy and market economy is rather 100 concise in order to successfully
serve the objectives of this study. The democratic system has a lot of variations
but some common features can be found in all of them:

~ defining the political role of the state as a guarantee of the rights and free-
doms of the individuals and the rule of law;
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— ensuring a real and based on true competition party pluralism;

— consensus on a single framework of European values based on respect of
human rights and freedoms and ensuring equality of people;

- developed civil society with autonomous institutions;

- free media and active public opinion.

The achievement of these parameters of the social and political life repre-
sents the essence of the transition in East Europe and in Buigaria.

1.2.The Political Role of the State

The most important anticipated transformation in the transition period is
related to the role of the state. Above all Bulgaria witnessed the dismantling of
the Party-State system. The old power structure is considered to be the basic
impediment of the dynamic development of the society. Its dismantling opened
space for the development of the civil society and in a more general sense
defined the boundary between public and private. The transition in Bulgaria,
like in the rest of the East European countries, represented a withdrawal of the
state from non-specific functions related to the overall management of the
society.

In this sense a democratic state had to acquire other functions — protecting
the individual rights, respecting the basic freedoms and the rule of law. Thus
the transition was creating a new type of European state in East Europe, the
frontiers of which are determined by the individual freédoms. The Bulgarian
Constitution adopted in 1991 guarantees the autonomy of the private sector
and the individual rights. It ensures the principle of the state liability towards
the citizens. The Constitution stipulates the supremacy of the international
agreements, signed and duly ratified by Bulgaria, which to a great effect
relates to the international conventions on human rights. At the same time
Bulgaria became a member of the Council of Europe and ratified the European
Convention on Human Rights with the accompanying protocols (with the
exception of the protocol on the capital punishment, later in 1998 adopted in
the Bulgarian legislation).

Bulgaria accepts from the very beginning all these principles of the
European political life and thus the building of a democratic state from the
very start is in compliance with the European standards. The issue whether this
compliance is efficient, working and practical is something else.

Bulgaria already enjoys the existence of modern European public institu-
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tions.

- the Constitution guarantees the rule of law;

- the supremacy of the international agreements, especially those related to
the issue of human rights has been stipulated;

— the European Convention on Human Rights together with the Protocol on
the competence of the European Court has been ratified;

- a three-instances judiciary system is in place;

— the European prosecution standards are introduced, including the abol-
ishment of the capital punishment and the serving of term of imprisonment is
according to the European norms.

SHeS

As a whole these developments are extremely dangerous as they compro-
mise the European model of a democratic state and the state of a rule of law.
The general trend in Europe towards “less statehood”, often confused with the
classical liberal idea of the limited statehood which is opposed to the mighty

' state of the communist doctrine, led to the dangerous limitation of the powers

of the public authorities. The newly-emerged mafia benefited from that and
succeeded in occupying influential positions in the economy and in the public

© authorities. The withdrawal of the state from the classical positions of a pub-
- lic power in many cases is negotiated in favour of a number of groups which

exist in the margin between the public and the private. In this case the main

At the same time the state remains the main instrument for the achi t
of the fundamentals of democratisation and the accomplishment of the eco-
nomic transformation (such as privatisation, restitution). The state authorities
perform the bulk of the work in this regard which is quite inevitable but at the
same time increases bureaucracy and prevents stimulation of co-operation
with the civil society. There is another side of the problem. The assumption by
the state of major functions regulating the transition is a positive phenomenon
if the public authorities are at the disposal of everyone, preserve their autono-
my, remain impartial to economic and private interests. It is the issue of the
distinction between the private and public spheres — the main characteristics of
the European political model.

Quite often in Bulgaria the state is an instrument of private, group or party-
biased interests and is used in private but not in public interest substituting
€ Ity the public with private ones. This phenomenon reinforced
by the introduced and accepted understanding that democracy means less
statehood, limits the potential of the authorities to preserve the public interest
and to guarantee accordingly the legal order. In the general sense this tenden-
cy compromises the state legitimacy at all.

— In this sense the problem of corruption as illegitimate “privatisation”
most of the public power is turning out to be one of the main obstacles in the
transitional period;

- The weakening of the state authority favoured the expansion of the activ-
ities of organised crime and endangered the respect for furtlamental human
rights;

- Throughout the transitional period the civil service was a victim of party
struggles and influences thus compromising its effectiveness and impartiality
to private interests.
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ibilities of the state in a democratic society are under question — its
responsibility for the integrity of the society, for the integration of the differ-
ent social groups as well as its responsibilities for the human rights and most-
ly the guarantees of people’s life and property.

Throughout the debate on the Bulgarian transitional period the question of
the “optimal state” is not a nostalgia for the “communist statehood”, but a
position asserting the overall responsibilities of the state towards the society,
democracy and human rights.

P

1.3. Parties and Party Pluralism

From the very start of the transitional period Bulgaria accepted the
European principles of the expression of the popular will. Regular, free, direct
and fair elections are already a part of the political history of the transition and
the election results enjoy public confidence. The practice of observing the
elections by a network NGOs (together with foreign observers) such as the
Citizens’ Initiative for Democratic Elections or the Bulgarian Association for
Fair Elections and Civil Rights has been well established. The latter has been
assisted by different private and competing public opinion agencies (BBSS-
Gallup, MBMD, Alpha Research, Sova-5).

After 1990 Bulgaria witnessed 9 election campaigns:

4 parliamentary (1990, 1991, 1994 and 1997),

2 presidential (1992 and 1996)

3 local (1991 — together with parliamentarian elections, 1995 and 1999)

The gained experience allows us to draw the conclusion that the European
standards in conducting elections have successfully been implemented. There
are no major accusations of unfairmess. If there are irregularities they are
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resolved in court. The presence of foreign observers is rather symbolic.

Throughout the transitional period the rules for conducting elections were

altered several times. A mixed electoral system for members of parliament was
applied in 1990 — 200 representatives were elected by a proportional party list
system in 31 multi-mandatory election regions and 200 were elected by a
majority system in two rounds in single-mandatory regions. In 1991, 1994 and
1997 a proportional system was selected in 31 multi-mandatory regions with a
threshold of 4 % as for the distribution of the mandates the method of d’Ondt
was applied. In the local elections the municipal counsellors were elected
through proportional voting while the mayors - through a majority voting in
two rounds. Only in 1994 the first three candidates were allowed to go to a sec-
ond round. In the 1999 local elections one white bulletin consisting of the list
of the counsellors or the names of the mayors was introduced for the first
time. This bulletin replaced the colour bulletins — ore for each party list or can-
didates for president or mayor.

The changes in the electoral system were often subject to debates. Though
the_re is no single European standard (the majority of the European pardiamen-
tarians are elected through a proportional system), the introduction of one
colour (white) bulletin since 1999 to a large extent eliminated debatable issue
of the party bulletins colours. The aim of the change was to place all the can-
didates in equal positions. Under the old lations it was considered that the
holders of one-colour bulletins (5 major parties, the rest participated with a
white bulletin with different coloured strips) were enjoying a “psychological”
advantage.

At present the issue of the election threshold and the introduction once
again of the majority system are at the heart of a new debate. The objective is
to avoid the proliferation of votes to very small and insignificant parties and
thus to encourage people to cast their vote for specific individuals and not for
anonymous party lists. The seeking of an efficient and just electoral system in
Bulgaria corresponds to the efforts undertaken in various EU countries.

Bulgaria already has well-established structures of party pluralism. The
current Law on Political Parties is relatively liberal in view of the party estab-
lishment and registration . It requires a minimum of 50 party members and the
registration of the party in a court register. There are more than 200 parties in
Bulgaria but about 40 participate in elections.

The Constitution imposes restrictions on the establishment of parties
which call for a change of the constitutional order by force, for racism or sep-
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aratism or are based on ethnic or religious grounds (Article 11, para. 4). Onthe

5 one hand, these restrictions reproduce what is accepted as a principle in most

European constitution. As to the restriction for the establishment of parties on
religious or ethnic foundations it is favouring the secular state where all the cit-

| izens are enjoying equal access to party life without any discrimination on reli-

gious or ethnic principles.

The latter is contested by a number of influential human rights organisa-
tions in Bulgaria (like the Helsinki committee) as a discrimination of the free-
dom for political activities. Usually two organisations are quoted — the

© Movement on Rights and Freedoms — MRF, (supported by more than 50 % of

the Bulgarian Turks) and the United Macedonian Organisation “Ilinden”
(claiming to be a political representative of the Macedonian minority in
Bulgaria). The Constitutional Court dealt with both cases but its decisions on
the two cases were contradictory. In 1992 the Constitutional Court refused to
declare the MRF non-constitutional while in 2000 it determined “Ilinden” as
non-constitutional. In spite of the clear distinctions between the two organisa-
tions (the MRF unlike “Ilinden” has never called for separatism and has
always contributed to the integration of the Bulgarian Turks) those two deci-
sions triggered debates and doubts as to the impartiality of the Court. Some of
the human rights organisations suspected a sign of nationalism in the decision
concerning “Ilinden” and the rejection of the right of self-identification. One
of the explanations is that the society rejects the idea of a Macedonian nation.
The human rights organisations argued that “Ilinden” does not officially pro-
claim separatism (such ideas have been expressed by some leaders of the
Organisation). Due to this the human rights activists consider that the
Constitutional Court should not be involved as this implies the notion of the
collective misdeed but that the civil courts should deal with cases of sepa-
ratism.

In a lot of cases the EU is critical to the restrictions for the establishment
of parties on a religious and ethnic basis. At present the issue of Constitutional
text amendments has been put forward on the agenda. The basic issue here is
not whether the amendments would create conditions for separatist activities
(the amendments may abolish the restrictions on the religious and ethnic issue
but strengthen the texts concerning the prohibition of scparatism). It is more
important to determine whether the Constitution is not too restrictive towards
the right of association and whether it is not infringing the principle of equal-
ity, regardless of people’s ethnic or religious adherence. In fact some worries
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in that regard still exist. For example, there is a text in the Constitution stipu-~
lating that the orthodox religion is the traditional religion in Bulgaria. This text
has its meaning although all the citizens and the religions are equal. Mostly
due to the fact that recently orthodox clergymen often attend official cere-
monies (such as national holidays, military ceremonies and others). This is
incompatible with the secular nature of the state and gencrates a sense of
inequality among citizens,

The law permits the participation in elections only of organisations which
are registered as political parties. It is considered that this creates transparen-
cy of the political actors. Lately the issue whether the civil associations and
movements which do not have the necessary specifics and organisational
structures of the classical political parties can take part in elections is being
debated. In fact the law discriminates the independent candidates by implying
that an independent candidate must collect at least 2000 signatures in his sup-
port. At the same time any party registered with a minimum of 50 members,
can nominate its candidate for president. The appearance of many civil asso-
ciations and movements on the political stage is a result of the credibility cri-
sis of the institutionalised policy in the parties. It is an expression of the dis-
belief in the democratic nature of parties, which in many cases are organisa-
tions, authoritatively ruled by their leader.

Another major problem in this regard is the democratic control over the
parties. This can also be seen as an European standard although problems in
this respect exist in many EU states. The parties are the main instruments for
the selection of political leaders and for the establishment of the public poli-
cies. The parties are the basic channel for political promotion and a source for
recruitment for the state authorities. Practically speaking it is impossible to be
promoted to a key position in the state administration without a political bless-
ing from one or other party.

In relation to the party system the situation reminds of the Forth Republic
of France and Italy 20 years ago — enormous role and power of the parties
accompanied by a deep fragmentation of the political environment and weak
democratic control within the parties. In many cases the party leaders expro-
priate the leadership of the organisation forever and the parties are turned into
an obedient entity.

The relations between the parties and business are causing some concern
as well. In many respects the political parties which do not possess entirely
legitimate sources of financing tend to become dependant on private econom-
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ic interests. “The purchase of influence” by the economic formations is one of
the main sources of the political corruption and compromising the political

! behaviour in Bulgaria.

This is a public problem and not an issue at a party level. If we can speak

of European standards in this aspects we should mention:

- independence of parties from any lobbies and large companies;
~ the financing of parties should be transparent and open to public scruti-

oy

— the existence of an independent public control over parties financing.

: Though these standards are not applied universally the general trend in the

¢ EU is in that direction. The Law on Parties is generally considered to be out-

* dated and needs to be amended. The tendencies of the envisaged amendments
to the law are as follows:

— introduction of public financing of the political parties and establishment

“ of public control over party financing;
~ more precise regulation of the requi for establishing a political
\ party, including the increase of the member threshold to 5000.

The first issue relates to the European standards for transparency of the
political life and for ensuring independence from economic influence. The
most important, however, is that the control is not exercised by the executive
branch (which depends on the ruling party) but by an independent public insti-
tution free from governmental interference.

The second issue is linked to the tendency to limit through legislative

. measures the number of political parties and to make them more representa-
. tive. On the other hand this may be considered as a restriction on the right of
* association and as an imposition of party monopoly by the large parties over
- the small ones. Some researchers consider that this will consolidate the party
f architecture firmly dominated by two parties (UDF and BSP). The introduc-
7 tion of a more precise judiciary control over party statutes may have a better
effect and will make parties more democratic. Of course, the problem quite
. often is in the fact that the party members fail to influence the policy or to
change the corrupted leadership of the party through party statute.

: The parties contribute to the stabilisation of democracy through the mech-
i anisms of political mobilisation. The stability of the democratic institutions is
an European standard. The stability of the democratic institutions depends on
the representative nature of the political parties and the activity of the citizens
in the democratic political process.
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The public opinion polls in Bulgaria prove that Bulgarians support the mul-
tiparty democracy as the most acceptable political form of governance. But
after 10 years of transition the public opinion is increasingly sceptical towards
the big parties and the party system in general. The reasons are different:

As a whole the big parties are not representative enough. The parties in the
Parliament represent 50 % of the votes and its share decreases after 1990;

The percentage of the non-voting is increasing. The participation in elec-
tions in 1991- 1992 was 75 — 80 %, which is average for the EU, dropped
down in 1996-1999 to 60 - 65 %.

An unproductive competition is emerging between the political parties and
civil movements to represent the political interests of the society.

To a great extent these problems are problems of the EU as well. The ques-
tion is whether in Bulgaria exist effective mechanisms, rules, procedures and
practices which to allow the preservation of the democracy and transparency
in party activities.

1.4. The Political System — Motivation and Participation.

The establishment of transparent rules for motivation and participation in
politics is among the most important elements of the process of modernisation
of the political system. The lack of these rules will condemn politics to con-
stant corruption scandals and they will not be groundless. At the same time the
political elite is strongly reluctant (enjoying large-scale unanimity and with no
substantial differences among different parties) to introduce transparency and
predictability in this area.

Economy and Everyday Politics

One of the most important reasons for the reluctance of the political class
relates to different time periods perceptions and to different standards of rela-
tions. Bulgaria is not simply in a state of structural transformations but is try-
ing to compensate the political experience in applying European standards lost
in the 70-ies and 80-ies.

This “compensation” is rather partial and has its price. It is the same price,
which the Bulgarian society paid for the delayed start of the transition (or the
absence of a decade of “preparations”) — the appearance of new “mutants” of
old relations, which continue to be reproduced in the new millennium. The
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first “mutant” of that kind is the reappearance of the party-state system.

In 1997 the UDF came to power not as a result of a comprehensive strate-
gy, well established structures and effective party mechanisms against misap-
propriations, but because of the catastrophic failure of the BSP and the lack of
alternatives. This is the reason why the UDF, as a majority of the actors in the
Bulgarian transition, had to “learn on the move” and gather knowledge and
experience piece by piece. The Union like its predecessors fell in the captivi-

ty of the so-called “resurrected mutants”. In two years and a half the UDF suc-
. ceeded to revitalise the party-state system and the accompanying apparatchik

style of career promotion, the reappearance of nomenclature, the confusion of
professional competence with loyalty, the strengthening of the state role in the

~ economy and in the distribution (in the name of the state) of huge investment
> flows. The merger of the party with the state generated (in greater proportions
. than ever) new corruption potential.

This may be considered as the most dangerous tendency at the start of the

- membership negotiations since it compromises in perspective the authenticity

of the party, which has unequivocally embraced the responsibilities of the

 Euro-Atlantic choice of Bulgaria. The more the ruling party consolidates its

positions and strengthens its control the more it avoids to speak about corrup-

© tion and “clientelism”. In parallel with that confidence in it (as well as confi-
" dence in the sincerity of its politics) is put under question. The public opinion
- polls illustrate this worrying tendency. In January 2000 an Alpha Research
. representative poll 65 % of the respondents describe the ruling party as “rul-

ing in favour of close circles to the authorities” (in March 1998 only 58 %

. share this conviction). The percentage of those who assume that the UDF is

“ruling in favour of the public interest” is decreasing from 37 % to 24 %.

The second substantial problem is the retarded but inescapable social strat-

ification or the reordering of the society. At present the new social structure is
¢ gaining shape on the basis of the erosion of the old one, inherited from the pre-
viously centrally managed and subsidised economy.

The formation of the new stratification of the society was postponed or

5 developed in limited proportions because of the slow and inconsistent reforms.

It was narrowed to the appearance of a new, extremely wealthy layer of the

% Bulgarian society with extreme levels of consumption potential and fortune

made on the edge of the law. An important element is that the process of for-
mation of this layer was feasible because of lack of legislation adequate to the
new situation, because of lack of laws which to prohibit some kind of activi-
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ties. Emblematic to that extent are the banking bankrupicies, the decapitalisa-
tion of the real economy through non-reimbursable credits. Another scheme
was the privatisation through establishment of “parallel” private structures —
duplicating the state structures as the owners of the newly established private
enterprises continue to act as managers in the state sector.

A direct conseq ¢ of this inc v is the “double rejection” which
the Bulgarian population witnesses nowadays. It suffers twice. On the one
hand, the safeguards and networks of the centralised planning system no
longer exist (the most tragic example in this regard is the bankruptcy of the
previous state pension system. Its resources were swallowed by the state
budget and later wasted and today the pensions of the people who paid their
contributions all their life depend on the contributions of the present active
population). And the latter are steadily decreasing due to political, economic
and demographic reasons. The same relates to the health care and education
systems. On the other hand, the Bulgarian citizen is deprived because he is not
able to benefit from the new opportunities and the chances provided by the
market ecopomy.

The third problem is the insane dualism of the markets in Bulgaria (the
labour market, the consumer market and the emerging health care market). By
half of its essence (the supply parameters) Bulgaria is closer to Europe, while
considering the demand potential, the country belongs to the East and prima-
rily to the Balkans.

The European levels of equipment and running costs require European lev-
els of supply. The European level of supplies meets the East European level
of incomes and respectively of effective consumer demand. The low income
level and the incapability of the state to conduct an aggressive monetary poli-
¢y because of the restrictions of the currency board freezes the demand to lev-
els similar to those of the past centralised economy. This further dramatises the
process of regrouping of the Bulgarian social stratification.

The above-mentioned factors profoundly jeopardise the system of political
participation and motivation. In conjunction with the resurrected party-state
approach in state management they may provoke a deep confusion between
declared values and actual political practice. The legat framework (for exam-
ple the newly adopted Law on Civil servants) is still not a guarantee against
such a development.

‘ Mechanisms of Motivation and Corruption

Corruption means misuse of power for personal benefit. No matter how
undefined is the notion of “misuse”, the fact is that by definition the active side
of corruption is the authority, the political elite in power which is responsible

-~ for the distribution of the social wealth. The problem of corruption is predom-

inantly an issue related to the political elite in power. The actors outside of the
authorities, who can be related to the corruption may participate in corruption

© activities, but they have a secondary role.

The issue of corruption, the intensity and the angle of its debate largely

: depend on the perceptions of those in power. In the European context the atti-
- tude of the authority may reveal the degree of readiness to adhere (in the sense

to adopt) to basic European values. The attitude shows how the authority will
use the problem and the level of seriousness to fulfil the stated promises.

The first wonying symptom is related to the definition of corruption.
Corruption, in general, means a deal of a peculiar nature. It is a peculiar type
of “sale-purchase” contract of goods and services. As in any sale-purchase
contract the corruption may involve two or more parties among which the
transaction is to be done. As in any sale-purchase contract we can have here a
barter (payment in kind, i.e. favour against favour) or direct payment (in cash,

 or in an off-shore bank account, in “preferential” prices for a vacation with

;
;ez

“free of charge” rent for a yacht, etc.). The specifics about corruption is that
its transactions are hidden, not transparent as they are violating certain rules.
These rules may be either regulated (and then the respective activities will
come within the provisions of the law) or generally (then the respective activ-
ities are legal, though they contradict to morale, traditions and habits).

In this sense the primitive bribery is only a small segment of the big com-
plex of corrupt behaviour. Another example is the “monetarisation” of a polit-
ical post - i.e. when the control over a state-owned property becomes a source
of benefits. Corruption always exists when one of the parties in a deal inten-
tionally distorts regulated or just generally accepted rules (of fair competition,
of conflict of interests, of abuse with power, of ethic codes, of paying taxes,
etc.). Therefore, corruption is a much broader notion than what is stipulated in
the Penal Code and prosecuted by the law.

The approach of the elite in power is different. The dominating approach
towards corruption in Bulgaria at present may be defined as “formal-judicial”
as “an action to the results”. However, it is unavoidably limited. The anticor-
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ruption measures can be applied to an individual (by definition positioned in
an authority structure) whose activities are subject to the provisions of the
Penal Code. In this regard the individual behaviour, monitored by regulations
of different nature, is not a problem and is not usually prosecuted.

At present the notion “corruption” is treated in four faws (on Higher
Education, on Defence and Ammed Forces, on Ministry of Internal Affairs and
in the repealed Law on the Central Agency for Combating Organised Crime),
in one decision of the Parliament (on Measures for Fight against Crime and
Corruption). in two regulations (on the Ministry of Defence Inspectorate and
on the application of the Law on the Ministry of Internal Affairs), in the Code
of Behaviour of Officials (1979) and in three decisions of the Constitutional
Court (6/1993, 3/1995, 4/1996). The notion of corruption is not defined and it
can not be defined in the Penal Code. It is “dissolved” between different eco-
nomic activities. This leads to the conctusion that the very nature of “corrup-
tion” permits various interpretations which are often politically predetermined.
What is put into the definition of corruption is also quite indicative of the
intentions and agenda of the ruling elite.

The amendments to the Penal Code adopted in the last years significantly
widened the list of the illegal activities, but as a rule they can not exhaust the
whole spectrum of corruption behaviour, especially in its “clientele”™ aspects.
Thus, the fight against corruption inevitably has to go beyond prosecution pro-
ceedings. The Constitutional Court decision favours that kind of philosophy.
The Constitutional Court decision No. 5/17.05.1995 on Constitutional Court
suit No. 3/1995 (State Gazette v. 62/1995) stipulates explicitly that activities
which may be regarded as corruption are not always considered crimes under
the Penal Code.

Thus, there is also a need to consider in the anti-comuption measures not
only as “an action to the results” but as “an action to the behaviour” as well.
This second consideration supposes the existence of an internal code of con-
duct obligatory for some professions the violation of which however is not
subject to prosecution. At present this consideration is certainly disregarded by
the ruling elite, which firmly follows the formal-judicial approach and in this
way provokes the feeling of hesitancy and even ambiguity in the anti-corrup-
tion policy.
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* Financing of the Political Process

It is not a coincidence that the public usually pays greater attention to the

% “individual” corruption. At the same time from a political point of view the
main concern is the “systematic” corruption as an element of the mechanism

- of financing and lubricating the political process.

As it was mentioned Bulgaria witnessed the resurrection of the old Party-

© State model of political relations. But the process was partial, without the cen~

tral planning system which was an inseparable part of this model. Therefore,

* this modified model was deprived in the new market environment of the state
- resources for its own self-financing which inevitably led its deterioration in

“clientele” networks. This is one of the most crucial contradictions in the

: process of further Europeanisation of the Bulgarian political system.

In most cases cormuption generates the establishment of “clientele” net-

" works based on informal relations through appointments of “loyals” at the dif-

ferent levels of the governmental-party-economic-non-governmental struc-

" tures or through an exchange of mutual favours that make them difficult to

investigate and prosecute. Such a mechanism has an enormous negative cor-
ruption potential since the “clientelism” is just another, more “soft” and more
obscure type of corruption. The more this kind of relations penetrate the state
authorities the more corruption turns into a rule of life and leads to the alien-
ation of the political system and the country from the European values.

We are witnessing a real paradox: “clientele” relations of the political sys-

. tem are presented by the ruling majority as the price of the consolidation of the
* state and the consolidation of the state is considered to be the necessary con-
: dition for the further Europeanisation of the political system. The outcome is
" that the Europeanisation of the political system is carried out through its

“clientelism”.
Why did this happen? Undoubtedly, it is the outcome of a conscious choice

" between short-term and long-term perspective. The choice between the unpre-

i dictable lack of control over relations, based on unorganised (independent) in

© apolitical sense individuals, and the predictable dep
& was made by the ruling majority in favour of the latter group, with the con-

dence of the “cli 1o”

sciousness that the subordination and loyalty must be rewarded. The ordinary
“elements” in the mechanism of the executive branch, who understand that
they do not have a chance to “participate in history”, demonstrated robust
political instinct and manifested their demands to the extent that the very func-
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| q 3.

tioning of the m became in P of the two parties in
the agreement — those looking for loyalty and those offering it. As in any cor-
ruption activity each of the parties covered its part of the road between them.
The rewards are usually secured through state appointments (for example in
the Board of Directors of privatised “jewels” of the economy, in which the
state deliberately preserves its role) or through ensuring access to projects with
foreign financial aid.

As a result discrepancy between declared European objectives and practi-
cally defervied Balkan values, commitments and expectations emerged at the
different public administration levels. The years of transition failed to con-
demn the modern Bulgarian model where the state is considered as a potential
of resources to be wasted. All the govermments seemed to share such an
approach, including the incumbent, which contrary to the rest pretended to
make a difference. In the long-term such a policy may be detrimental for the
social conscience.

The main political problem is the contradiction between the aspirations of
the ruling elite to meet the public expectations for reduction of the corruption
(which is the basis of its survival) and the style and policy conducted by this
elite during the last years. We are witnessing a serious internal contradiction.
If it is considered that the intentions of the elite to combat corruption are real-
ly sincere then it has to possess the necessary implementation potential. The
present potential is dependent on the loyalty of “our people”, i.c. a kind of
“rewarded” structures (this precludes the level of control over them). In other
words, in order to combat corruption the elite has first of all to fight against
itself. This means to impose on himself a “restrictive” regime. to establish a
system of relations and procedures which will not generate corruption and
“clientele” expectations.

Therefore, the corruption in Bulgaria is neither a legal matter nor an ele-
ment of a personnel policy. It is not related to a simple readiness to “sacrifice”™
compatriots for the purification of the party conscience from corrupted politi-
cians. It is primarily a political issue and demands political will to define the
problem in its integrity avoiding ambiguity and obscurity and providing effec-
tive counter-measures. Evi Ily, this will ire a total of the
party-state system mode! of ruling and its corruption elements. Without this
recapitulation any effort for modernisation of the political culture will be
worthless.

40

European Standards in the Bulgarian Political Life

' 1.5. Political Values and Political Projects

In the course of the transition Bulgaria witnessed the appearance and
4 development of elements of an European value system. According to their
2 genesis the values shared by the Bulgarian society are close to the values of
%2 the EU societies. In spite of the historical differences the studies confirmed the
*: existence of similar value structures. The transition in Bulgaria towards a new

pohucal model of West-European type introduced and developed new values
;f which are linked to a new modernisation: responsibility of the individual, par-
. ticipation of citizens, individual initiative, solidarity among citizens, tolerance
+ and respect for differences, environmental values etc.

The heart of this value system is the support for democracy. There are no

- influential groups in the Bulgarian society which may contest the pluralistic
» democracy as the best political model. There is a wide spread consensus on

fundamental democratic values such as freedom of speech, equality and
. respect for individual rights. As a whole in the Bulgarian society the restric-

tive attitude elements have diminished significantly and the level of tolerance
7 is rather high which is a result of the gained experience during the transition.
. At the same time the public opinion considers the overall social model in
© Bulgana in its complexity including not only the mechanisms of empower-

ment and execution of the political mandate but the whole socio-economic sit-
. vation. The efficiency of the market economy is judged together with the suc-
© cess of the political democracy. The economic hardships of the transition and
! its social price undermine the social credit of the democratic system.

The transition in Bulgaria showed that democracy is stable when the citi-

zens are actively involved and that democracy is impossible at the price of
unacceptably high social stratification and poverty. That can be regarded as an
 European standard as well. The unacceptable inequality has always injected
gthe idea of “a strong hand”. The poverty, in its retum, always reproduces eas-
¢ ily manipulated individuals. The political use of the Roma population, which
- is among the poorest in the country, is one of the worst examples.
The Bulgarian transition witnessed a wide spectrum of social projects spe-
i cific for the European political landscape. By 2000 Bulgana enjoyed the
-4 appearance of all the European political platforms — from left to right. For a
2 long time, especially in the beginning of the transition a discrepancy between
Zthe generally accepted European political platforms and the specifics of the

newly emerged actors of the Bulgarian political life existed.
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The classic lines of political differentiation in Europe (left-right, democra-
cy-totalitarism, conservative-liberal) were not adequate to the Bulgarian polit-
ical reality. That often caused confusion and incompatibility between the EU
parties and their Bulgarian analogues. In most of the cases the European plat-
forms were used as shields for practical reasons.

A process of clarification of the ideological and political environment start-
ed in the recent years. The main criteria applied was the similarity to the
European understanding of the political differentiation. The latest discussion
in different sectors of the political scene led to the formulation on the basis of
the European criteria of several influential political projects: Social-democra-
cv. Christian-democrats and Liberals.

It must be mentioned that the European standards are reproduced in these
political projects from the very beginning. The authors of these new forma-
tions and party platforms strive to approach the European analogues. They do
not oppose the Bulgarian political tradition to the European political models.
This relates also to such a specific Bulgarian political tradition as the rural
movement and as well to the newly emerged formations as MRF or Internal
Macedonian Revolutionary Organisation.

1.6. European Consensus

The “European consensus™ that emerged in Bulgaria from the very begin-
ning is considered to be favourable for the Bulgarian transition. Since 1989
two thirds of the Bulgarian population have confidence in the EU. During the
last months and especially after the BSP approval of the support for NATO
membership the European consensus has been transformed into an Euro-
Atlantic consensus.

In most of the public opinion polis the majority of the population believe
that Bulgaria must be oriented towards Europe which means that the prevail-
ing part of the Bulgarians firmly accept the European. and more precisely, the
West-European environment as most corresponding to the country’s interests.
The people are convinced that Bulgaria must become an indispensable part of
the community of those European states which have established democracies
and embodied the modem civilised tendencies. At the same time the specific
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ration issues. The research on public perceptions conducted in 1998 — 1999
showed some contradictions between perceptions of the European values and
he perceptions associated with the notion of “Europe”!. The outcomes par-

. tially confirm the conviction (broadly promoted by the media) that the mem-

ership in the EU and NATO are two sides of one coin — the Euro-Atlantic

! identity. The society. however, is slowly moving towards a higher degree of
+ differentiation of “the two sides” as they are vague and mixed in the minds of
o the people.

The support for the EU membership in the poll for the civilised identity

 remains very high in 1998 and 1999 — 76 % in November 1998 and 75 % in
- April 1999. The analysis of the support as such does not indicate much if we

do not understand what is supported and also what the people imagine as a
timeframe of the membership negotiations.

The answers to these questions clearly outline the altitude of the people’s
illusions (mildly put unrealistic expectations) concerning the real problems

" which the Bulgarian socicty has to cope with. For example. in 1999 40 % of
> the people. according to the April 1999 A.C.A. poll on the civilised identity,

belicve that Bulgaria will become an EU member in 5 years and only 22 % -
in 10 years. The “realists” or those who think that the country will be in the
EU after 15 — 20 years are 13 %, while the “pessimists” who think that

. Bulgaria will never join the Union are 8 % in April 1999.

This and other polls bring to at least two conclusions: First, the Bulgarian

people definitely desire to see its country fully integrated in the EU. This opti-

mistic attitude is a result of a substantial and intense public campaign espe-
cially on behalf of the incumbent government which set out an unrealistic

timeframe for the conclusion of the accession negotiations. On the other hand,
- this attitude reveals serious ignorance about the accession process and a lack

1 The analysis below sum up the data from the following polls:

“Aspirations of the Nation " poll (representative for the country and also for two municipali-

! ties - Rousse and Smolyan). carried out in two stages: in the end of 1998 and in the beginning of

999 by the Agency for socio-economic research “A.SA" for UNDP. The first part of the poll was

! devoted 1o the aspirations related to the civilized identity;

Data from representative for the country polls of Alpha Research Agency, conducted in

expressions of such an adh —thep and the “el "
unclear.
This conclusion is confirmed by public opinion polls on European and inte-
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- March-Di ber 1999 and January 2000;

Data from representative for the country polls of Market Test Agency, conducted in January

2000;
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b and implications that

P

of adequate information on its

Ily leads to a
confusion masterminded by segments of the political elite. Here we again come
across interesting contradictions: on the question what impedes the Bulgarian integra-
tion into the EU, 91 % are convinced that the answer is in the “ineffective economy”,
89 % think that the main reason is the absence of “rigid standards of quality and con-
trol” and 87 % find the “level of criminality is quite high”.

Without any doubt the above-mentioned findings are true. They are really
the main obstacles on the way io integration but at the sane time it is unrealis-
tic to expect that these issues can be tackled in 5 or even 10 years. The assess-
ment of the Bulgarian economic situation in 1999 does not provide grounds for
optimism. In March 1999 . according to the Alpha Research study, 21 % con-
sider the economic situation as improving. 47 % on the contrary as deteriorat-
ing while in November 1999 the figures are already 11 % and 55 %. This may
be regarded as an inclination to assume that an “economic miracle™ will hap-
pen or, most probably. that people rely on expectations of “preferential treat-
ment” (if they started negotiations with us then it means that we arc needed
and they will take us even with the part of our problems).

Such expectations. stimulated by the elite. of a speedy (and even non prob-
lematic) integration may have in perspective a negative effect in view of an
possible delay of the negotiations ( it is probably unrealistic to expect results
earlier that 2010, without taking into consideration the unpredictable develop-
ment of the processes on the Balkans).

“Europe” continues to be regarded as a civilised model. but as a general
value system assessed in quite broad categories. This model and its choice are
still contemplated irrationally. In this regard the European Union as a political
and economic project needs to be “apprehended”™ and (probably) recognised as
own by the Bulgarian society. That’s why it is “less known”. compared to
Europe in principle. It is much easier to declare adherence to “European val-
ues” than to follow “European procedures™.

Therefore, the success of the accession process will not so much depend on
the pace of the adoption of the acquis but on what extent in their evolution (or
if we put it bluntly - knowledge) the Bulgarian society and the Bulgarian elite
will move in the same direction and how far the Bulgarian people will succeed
to find real grounds for the made European choice.

The most important event in the contemporary Bulgarian history is proba-
bly the way this choice was made. For the first time in its modern history
Bulgaria and its political elite had the opportunity for its own, not dictated

44

4 from outside choice. In reality, in the beginning of the 90-ies the country

7 enjoyed open opportunities — to move steadily westwards or eastwards. Serbia,
“ which in the post-World War period was regarded as incomparably more

European oriented than Bulgaria, illustrated in the best way the spectrum of

f opportunities. The affiliations towards a “Slavonic” type of orientation pro-
7 vides grounds for such a choice. Regardless of that, the ruling majority select-
ed from the very beginning the European and NATO option as its own respon-
; sibility and did not leave to the discretion of the public — a referendum, for
% example.

The Atlantic Component of the European Choice

In fact the second segment of the Euro-Atlantic option of the ruling elite -
in favour of NATO membership, was the most dramatic. As the support for
NATO membership was weaker than that for the EU membership, this was the
moment when the elite took upon its responsibilities on behalf of the society.

i The choice was complicated additionally by the war in Kosovo and the deteri-
orated relations between the Alliance and Russia, when the support for mem-
! bership normally drops — in November 1998 59 % are in favour of NATO
" membership, while in April 1999 they are only 48 %. At the same time the per-
¢ centage of people who do not approve the membership in the Alliance remain
practically unchanged in the period April - December 1999, i.c. 45 — 46 %,

- according to periodic Alpha Research polls.

These figures reveal more than a change in the attitudes. Their interpreta-
! tion should not be regarded apart from the price which the society and its polit-
* ical elite (or more precisely that part which does not escape from its responsi-
* bilities to pave the way to NATO) paid for this choice. It is different to make
* sucha step in Poland, Hungary and the Czech Republic with their “complicat-
7 ed” relations with Russia and the USSR and to take on such commitments in
i Bulgaria — again “complicated” but different history. On the other hand, it
hould be admitted that the “attractiveness” of Bulgaria as a potential ally from
* the point of view of NATO was questionable for a long time.
It should be confessed that the problems in front of the decision in favour
@ of NATO membership were created by the Bulgarian elite prior to 1997.
”g Instead of taking the responsibility of adhering to the Alliance, throughout the
= years the idea of integration into “the Euro-Atlantic structures” was promoted.
However, this hesitance allowed, according to the interests, free interpreta-
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tions. For Russia it was a tacit refusal of the membership, for NATO — unex-
pressed wish. As a result Bulgaria fell into a “twilight zone” or “zone of neg-
ative interests”. None of the parties — neither NATO, nor Russia, was interest-
ed enough to invest in attracting the country in its own area of influence. but
was sufficiently motivated to counterbalance the interests of the opponent.

This uncertainty continued until 1997 when the care-taker government of
Stefan Sofianski unequivocally declared the Bulgarian aspiration to join the
Alliance. The clearly stated will had to be backed by a recognition on behalf
of the Alliznce which would pull out the country of the “twilight zonc™ and
invite it in the zone of NATO interests. That happened during the Kosovo war.
Practically this is the only war that Bulgaria wins in political sense. The
unconditional support of the NATO operation led to a shift in the perceptions
towards Bulgaria. Bulgaria gained a tacit status of a candidate-member of the
Alliance. It is still distinct for the full-fledged membership. but sufficient
enough as a strategic orientation and as a message both to the external actors
and to the political factors at home. Quite exemplary of the significance of this
message is the pro-Atlantic evolution in the latest months of the traditional
“anti-NATO fortress” — the Bulgarian Socialist Party.

This evolution gives an interesting perspective to the analysis of the per-
ceptions on the European and Euro-Atlantic integration alternatives of the
country. In all studies on that matter. the “Slavonic world” comes as a primary
option (in a special research on public aspirations, 15 % choose “the Slav peo-
ple” as an answer to the question “What should be the Buigarian orientation™).
However, this is an expression more of a cultural than of a political or eco-
nomic identity. Until 1944 Russia is regarded more as a liberator from the
Turkish yoke rather than a social or political model (Germany is considered to
be the model). In a political sense Bulgaria has primarily followed the
European model. The Slav model is accepted after the Second World War in a
combination with the Soviet model. In the 90-ies the alternative “Europe - Slav
world” is a camouflage of the alternative “Europe - Russia” and more specifi-
cally “Russia -NATO”. But as it was already mentioned that was a sign of
indecisiveness rather than a conscientious rejection of the European orienta-
tion of the political elites.

The aspirations for a Slav adherence are losing their ideological back-
ground, specific for the first years of transition when it meant anti-NATO vote.
These affiliations could probably be considered an attempt to be in Europe
without losing our own identification and maintaining traditional friendships
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{ *(this may also be regarded as a wish to avoid turning Russia hostile). To a great
“Lextent this is an illustration of a pragmatic approach. This hypothesis is con-
“#firmed by the evolution towards moderate Atlantism of the Bulgarian Socialist
% Party, which may be regarded as a partially pro-Slav formation.
The problem is that behind this consensus there is much more ignorance
}Ethan knowledge about the real issues of the Bulgarian accession to the EU. In
the political debate the EU is seen as a promise of freedom and prosperity
 rather than a specific project of public transformation. The public opinion
regards the EU as a donor. At the same time there are no discussions on the
* Bulgarian input and contributions to the unified Europe. The public awareness
( of the EU mechanisms for identifying joint interests as well as for the differ-
“ ences between the Member States is rather poor. As an example the subsidies
"issue is often quoted but few really know what it is about.

The risk is to make out of Europe a simple promise which never happens,

like an ever distant horizon. The latter generates scepticism, disbelief in the
"EU success. an alienation from Europe. This may be harmful to the transition
as it may open two undesirable options:

— increasing of the apathy and alienation of the citizens from political par-
" ticipation. That will transform the accession into a process, led by technocrats
* and threatens democracy to become an oligarchy;
. — widening of the social basis of nationalistic and anti-European political
- projects that may lead to the ignition of old ethnic and nationalistic conflicts.

This is the reason why the challenge is in the fact whether the political elite
“ will succeed in transforming the European consensus into a clear project for
" Bulgaria’s accession to the EU. The accession is not an automatic process, fol-
“ lowing the European geopolitics and logic. If it is accepted in that way, the
* accession of Bulgaria to the EU will fail to mobilise the public participation
~ and will condemn it to a technocratic and undemocratic approach.

' 1.7. Independence of Media

The freedom of speech in general and the independence of the media in
{ particular are an indispensable part of the Europcan consensus. The achieve-
5 ments in Bulgaria to this end are impressive but at the same time provoke some
% houghts whether the freedom is real or declarative in nature.

In general the freedom of speech can be described as an individual right of
individuals. It means that everyone is free to share different ideas and will not
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be prosecuted for them. In this sense there is freedom of speech and freedom
of media: very few examples can be quoted when someone was prosecuted for
his statements and opinions. There is great degree of public opposition to that.
A wide network of NGOs which monitor the practices in this sphere exist.
However there are problems and they must be assessed in two ways:

The legislative framework of the media independence (including the newly
adopted Law on the Access to Public Information);
The real economic par of the envi

independerce of the media.

nt ensurnng (or not) the

Legislative Framework

The legislative framework steadily evolves in the last years towards pro-
viding greater opportunities for centralised influence and control. It is related
both to the provided by the law sanctions against slander and the impeded
access 1o public information and the subjective interpretations of the condi-
tions under which information can be provided.

The legislative framework, however. is the only one (and not the most
important) channel of potential exertion of pressure over the media. In order
to speak about independent media, it is not enough to deliver a message with-
out a fear of being prosecuted. It has to be heard. i.¢. to be disseminated

Financial Independence of Media

This element is frequently missing. In all conflict cases concerning the
freedom of speech it is not interpreted as a right of individual expression, but
as a right to have your opinion disseminated. The freedom of speech is
replaced by the right to be heard and the individual rights are transformed into
an obligation to an institution (the media) to ensure the exercising of this right.
It is often forgotten that this institution is not bound to any commitments of
that sort.

Of course, there are written and unwritten rules, regulating the margins of
the acceptable, beyond which the refusal to disseminate an opinion is at least
in contradiction with good behaviour. The issue here is not about the cases
when these limits are crossed, but when a refusal to disseminate cannot be
excused by these rules. In such cases it can be related only to the moral cred-
ibility of the censorship, which is not in conformity, not polite, not decent and
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s in contradiction with the democratic principles. However, it cannot be inter-
reted as unfulfilled obligations. The media as an institution has no commit-
ments to disseminate. It is as free and sovereign subject in a market environ-
~ ment as the individual with its personal opinion.
In practice the freedom of speech is nothing else but a two-way free choice.
The individual is free to deliver or not his opinion and to select a media for its
ublishing. The media is free to decide whether to publish or not (this is the
2 very meaning of the well-known sentence - “M; ripts are not ¢ d and
* not given back™). It is just as it is at the free market: the seller is free to ask any
 price, the buyer is free not to pay. The problem is not in the censorship “suf-
: focating” the free speech, but in the market in general which imposes the
‘ parameters of demand. Today anyone who disregards the demand of the mar-
< ket is lost. The market with its narrow criteria limits the opportunities in front
. of speech. And the reason is simple: the market is democratic, every minute
there is a referendum in which the votes are replaced by cumrency denomina-
tions and the winner is the commodity enjoying the greatest demand. The gen-
_eral “taste” is not sophisticated in an ethics sense, neither is it dissident-ori-
ented in a political sense (a good illustration is the open conformism which
appears in the media in time of stable state management).

It took the Bulgarian media a long time to get used to viewing the freedom

of speech through economic perspectives. The economic aspects of the media
-independence are gaining significance in view of the total privatisation of the
“newspapers market and the continuing withdrawal of the state from the elec-
“tronic media.

Therefore, the assessment of the independence of the media in Bulgaria
“requires defining independence “from whom and in the interest of what” and
~at the same time ~ “independence on what price”. In this sense the independ-
‘“ence may turn out to be formal (similar with the case of formal and real par-
ticipatory democracy). The most free and financially independent media are
those which correspond to the mass expectations and are not in great need of
Areedom of speech (this relates to the financial survival, including the adver-
Aising incomes). Those which do not meet the market requirements are con-
emned to compete for preferential treatment — for example, high incomes
Tom advertisements unbacked by actual media influence.
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CHAPTER 2. Macroeconomic Problems
Dr. Gancho T. Ganchev

2.1. The Currency Board Arrangement and the Macroeconomic
Stabilisation

The main event with lasting impact on the banking sector and the macro-
economic dynamics is the introduction of the currency board type monetary
regime from the 1-St of July 1997. This was done by the approval of the new
Low on the Bulgarian National Bank and the new Low on Banks. These
lows, as well as the new regulations of the BNB, put the banking system in
principally new conditions (see also: Stanchev K.:1998). The new setting can
be summarise as follows:

- no lender of last resort functions, except in the case of systemic banking
crisis;

- no direct financing of the fiscal deficits by the BNB, with the exception
of the operations of SDR purchasing with IMF;

- the BNB is no more allowed to operate with government bonds through
open market operations BNB;

- the quantity of the reserve moneys is {imited to the level of hard curren-
cy reserves of the BNB Issue Department;

- liquidity and capital adequacy requi for the cc ial banking
sector are increased;

— the role of the BNB Supervision Department is strengthened,

- the international accounting standards are applied more rigorously;

— the government deposits are included in the liabilities side of the Issue
sector are tightened;

- the exchange rate of the Bulgarian currency is pegged to the DM and
from the first of January 1999 to the euro (1.95 levs per euro).

- The BNB is obliged to exchange freely levs for DM at fixed exchange
rate.

Because of the strict implementation of the currency board principles,
Bulgana successfully overcome severe hyper inflation period in 1997 and
achieved rapid financial stabilisation (see for exemple:OECD:1997:p.61).

The macroeconomic environment shifts, directly affecting the financial
and the real sector, can be summarised as follows:

~ dramatic decline of the so called Basis Interest Rate (BIR) from 300%
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per year (15-16% in the moment of the official introduction of the new mone-
tary regime) to 4-5% now;

GRAPH N 2.1. BASIC INTEREST RATE IN % PER YEAR
(SEMI-LOGARITHMIC SCALE)
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Source: BNB.

- decline and stabilisation of inflation rate, emergence of periods of
decrease of consumer price index;

~ decline of the fiscal deficit, decrease of the share of government debt
servicing in the structure of budget expenses (the share of interest rate pay-
ments decreased from 52% in April 1997 to 7% an vear later);

- gradual stabilisation of the trade on forex market, limited possibilities for
profitable speculative interest rate arbitrage operations;

~ restoration of confidence in the Bulgarian currency, improvement of the
liquidity of the commercial banking sector:

- significant increase of the BNB hard currency reserves, reflecting the
extended external financing, fast privatisation and the process of re-magneti-
sation

- offiicial policy of actual adherence to the eurozone;
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2.2. Maastricht Criteria and Perspectives of the EU Membership

The internal and external stabilisation of the national currency allowed the
country to mark important progress in terms of the so-called Maastricht con-
vergence criteria, measuring the ability of the respective economy to partici-
pate in the Economic and Monetary Union. The former criteria concern the
stability of the exchange rate, the deviation of the long term interest rates from
the levels prevailing in EU, the inflation, the fiscal deficit, and the state debt,
related to GDP.

The fiscal surpluses in 1998 and 1999, the decline of the net Government
debt as percentage of GDP, the decrease of interest rate levels, the relatively
low inflation and the fixed exchange rate of the national currency, make the
formal requirements for participation in the EMU more accessible what is
clearly part of the Government EU integration strategy.

In some cases, however, the convergence to the EU figure is misleading.
For example, the level of the so-called basic interest rate (BIR) in Bulgaria,
corresponding to the short term interest rates on money markets in the EU
countries, is converging to respective levels in DM, and even becoming lower,
especially in 2000. In the same time, the interest rate differentials between
long term assets remain significant. This difference reflects the existence of
long term risks.

The fiscal surpluses, registered recently, do not reflect macro economic
policy, aiming to avoid economic overheating. The surpluses do not heip also
to eliminate the eventual crowding out of the private sector from the capital
markets. This policy is simple precautionary measure against excessive trade
deficit growth, caused by the real overvaluation of the Bulgarian currency.
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GRAPH N 2.2. NET ISSUES OF GOVERNMENT BONDS AND
SHORT-TERMIINTEREST RATE SPREAD BETWEEN BGL AND
THE EURO
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Source: BNB.

The examples of the interest rates and fiscal surpluses rise the question
whether the convergence to the EU parameters is appropriate at this stage. The
theory of the optimum currency areas teaches us, that the emphasise must be
put on the optimisation and not on the participation itself
(Gandolfo:1987:373). The right question is - what are the economic parame-
ters. determining the rational for the country to participate in the currency zone
and what circumstances condition the very institution of regional zone of mon-
etary integration.

After the introduction of the Currency Board the nominal and real param-
eters of the money supply dynamics are remarkably stable in the sense, that the
growth rate is steady. We must admit however, that the real volume of the
broad money (monetary aggregate M3) is fluctuating around the level, repre-
senting only one third of the real money supply prevailing before the intro-
duction of the new regime.

Nevertheless, the structure of the internal credit changed radically. The pri-
vate sector attracts more then 80% of all credits. The Government employs just
4-6% of the internal loanable funds, compared to 42-45 before the new mone-
tary regime (contraction of about 10 times). The share of the state-owned
enterprises declines t0o, but to much lesser extent. The dramatic decline of the
Government share is due to the policy of substitution of internal for external
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financing. The banking financing of the fiscal sector is negative.

The basic idea of the theory of the optimum currency areas is to transform
the external shocks for given group of countrics into internal ones. This can be
dore if the economic cycles are sufficiently synchronised and the economic
policies are adequately co-ordinated.

The foreign trade among the countries-participants in the monetary zone
should be highly integrated, there should be free movement of capital, labour,
goods and services. In addition the economies must strongly diversified, the
productive and technological structures must be interdependent.

The condition sine qua non is the interpenetrating of banking and financial
systems. The monetary and fiscal policies should be based on similar targets
and instruments. The countries sustain similar macroeconomic parameters.

Some of the above summarised requirements are objective by nature and
are consequences of the economic evolution of the respective economy.
Others, like the level of co-ordination presuppose political will and evaluation
of the costs and benefits of participation in the eurozone.

Example of the country that did not meet the objective criteria at the initial
stage of the EMU, but had the political will to join the zone, is Greece. On the
contrary, countries, like United Kingdom and Sweden do meet the objective
criteria, but have negative evaluation of costs and benefits of participating in
the EMU, so the political will is absents.

Bulgaria, unlike Sweden, do not meet the objective integration, synchroni-
sation and convergence criteria to join the EMU. Nevertheless the Bulgarian
economy is effective part of it. This means that the country bears the negative
consequences of the zone without possibility to share the positive effects.

In particular, since the country is not member of EMU and is not partici-
pating in the process of co-ordination and decision making of the European
Central Bank, all the monetary policy decisions continue to be external shocks
to the country.

Because of the currency board regime, Bulgaria cannot benefit from the
other traditional benefits of the zone- the country cannot maintain lower level
of hard currency reserves. The relative economic isolation from the EU and the
insufficient synchronisation and structural interdependence do not allow the
country to benefit substantially from the lower level of speculative capital
flows among the countries, as well as from the advantages of unique mean of
payment, accumulation and financing.

On the contrary, all the problers, that could be aggravated by the curren-
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cy zone- loss of autonomy of the monetary policy, additional constraint to fis-
cal policy, higher unemployment, stronger regional discrepancies and so on,
are already present.

The problem is, that the creation of zones of monetary stability and the
introduction of common currency are the final phases of the economic inte-
gration and the integration of EU countries in particular. An economic inte-
gration strategy, based on reverse order of integration, i.e. monetary integra-
tion first, real next, maybe successful under very restrictive circumstances.
Only countries like Estonia succeed in that.

The “normal” accession strategy presupposes, from macroeconomic poli-
cy point of view, two stages. The first is gradual stabilisation and disinflation,
transition to sustainable growth. This stage can be associated with the fulfil-
ment of Copenhagen criteria- functioning market economy, capacity of taking
on the responsibilities of EU membership, competitiveness of the national
economy.

The second stage assumes orientation towards implementation of fiscal
programs and monetary policy changes, allowing for EMU. In particular, the
monetary policy should be ready to meet restrictions, resulting from the fixing
of the exchange rate, including higher co-ordination with the ECB. It is con-
sidered, that only the Vishegrad four plus Slovenia are ready to proceed to the
second phase.

To resume, the normal accession strategy reproduces, though in shorter
duration, the same stage of the original evolution of the integration of EU
countries- opening of the economies, liberalisation, modernisation and
dynamisation, introduction of elements of common economic policies and co-
ordination and after that- accomplishment of the Economic and Monetary
Union.

The re-ordering of the integration phases presupposes that the country
should assume additional economic risks. Such strategy can succeed only if
supported by additional foreign capital inflow. In principle however the addi-
tional risk, ceteris paribus, most certainly repulses then attracts foreign capital.

It is well known, that the Copenhagen criteria include convergence of the
average per head income levels to that in the EU. The overvalued and
exchange rate facilitated the convergence to the nominal (Maastricht) criteria,
but worsened the expectations in terms of sustainable real economic growth,
what makes the fulfilment of Copenhagen criteria more difficult. Nevertheless
the latter and not the former are obligatory for the accession countries.
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We can conclude, that the Bulgarian economy is objectively outside the
boundaries of the European optimum currency area (the eurozone). It belongs,
at this stage, to its periphery, where the costs of participating exceed the ben-
efits.

2.3. Macroeconomic Policy Instruments, Possibilities and Constraints of
the Macroeconomic Regulation.

The specific variant of currency board arrangement introduced in Bulgaria,
assumes interdependence between the official hard currency reserves, govern-
ment deposit with BNB, commercial banks reserves and the monetary base.
This interplay, taking into account the relation between the reserve money and
broad monetary aggregates, represent mechanism, that conveys the macroeco-
nomic policy signals from monetary to real economy and may affect inflation.

These possibilities are exist because of the Article 39 of the BNB Low, that
allows the Central Bank to open current accounts and deposits of the Council
of Ministers, ¢ ial banks, i ional financial institutions and other
organisations. BNB is also official state depository and services technically the
execution of state budget, according to an other Anticle- 43.

In practice all that means, that the Bulgarian variant of currency board
arrangement (in the balance sheet of the BNB Issue Department the foreign
currency reserve equals the money in circulation plus Government and other
deposits)q the changes of the volume of government deposits affect the mon-
etary base directly. The money in circulation increase if the Government
deposits decrease and vice versa.

This means in fact, that there ere some technical room for monetary poli-
cy, but the initiative is not in BNB, but in the Government. To conclude, the
currency board in Bulgaria eliminates not the monetary policy, but shifts the
power from BNB to Government (see for more details on the topic: Nenovsky
N., Hristov K.:1999:20).

The Government may affect the quantity of money in circulation through
open market operations. If for example the fiscal sector increases the net issue
of govemment bonds and transfers the respective funds to the Government
Deposit in BNB, then it will clearly reduce the quantity of money in the econ-
omy. If the Government decreases the BNB deposits in order to finance the
additional purchases of goods and services, then the money in circulation will
increase.
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According to currency board paradigm, the main factor, determining the
level of the monetary base is the official hard currency reserve. In order to
have an automatic adjustment mechanism the currency board should preclude
the so called sterilisation. If sterilisation exists, then automatic adjustment
through inflation and trade balance is under question. In the case of Bulgaria
however the elimination of sterilisation is problematic.

BNB cannot have in reality a sterilisation policy, but the Government has
such opportunity. The stable and high level of the government deposits with
BNB means that the fiscal sector increases its deposits when the reserves
increase and reduces the deposits if hard currency reserves decline. This is by
definition a sterilisation policy (see Graph 2.3).

GRAPH 2.3. GOVERNMENT DEPOSITS WITH BNB
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Source: BNB.

It is clear also, that government is recalling money from circulation when
money supply increases faster then needed and that the state is injecting addi-
tional money, when economy needs liquidity. Given the stable money multi-
plier, the regulation applies not only to the primary money, but also to broad-
er money aggregates. The coefficient of correlation between the government
deposit and the broad money (M3) equals 0.83 for the period 1.7.97-31.12.99.

Particular interest represents the interplay between the Issue and the
Banking Departments. The Deposit of the Banking Department is in the lia-
bilities side of the Issue Department, together with the Government deposits.

57



Macr ic Probl

Consequently, the variations of Banking Department deposit have the same
effect on the money in circulation, like the variations of the Government
deposits. On the other hand however, the liabilities of the Banking Department
include IMF loans. This means, that the IMF resources are one of the sources
of the official hard currency reserves.

Because of these connections, the loans received from IMF may influence
the quantity of money in circulation only through the deposit of the Banking
department in the Issue department. The more the loans received from the
international financial institutions are transformed into deposits in the Issue
Department the lower the impact on the money in circulation.

One of the factors affecting the monetary base are naturally the trade and
current account balances and foreign capital flows.

The policy of high real exchange rate plus the fiscal restriction have strong
impact on the foreign trade balance and indirectly on the money supply in the
economy. The foreign trade surplus, existing before the introduction of the cur-
rency board (1997) arrang gradually disappeared and was replaced by
trade deficit at about 1 billion dollars per year since 1998.

This situation forces the government to maintain high primary fiscal sur-
pluses in order to compensate, at least partially, the trend of increasing foreign
trade deficit. In parallel the Government is under heavy foreign pressure to
accelerate the privatisation process, the latter being the main source of financ-
ing the current account deficit.

The primary fiscal surplus means that the fiscal impulse to the real sector
is negative (i.e. implies lower growth and high unemployment). The accelera-
tion of privatisation in turn creates additional social tensions both from the
point of view of higher structural unemployment and corruption issues,

It is well known theoretical fact, that there is no guarantee for the existence
of automatic adjustment mechanisms of the currency board type and the price-
specie flow mechanism in particular. Every thing depends on the specific
parameters of the respective economy and the particularities of the imple-
mented arrangement. There are symptoms, that the negative impact of the
fixed exchange rate is increasing over time because of the accumulated infla-
tion.

If this is the case, a vicious deflation circle is possible- trade deficit may
cause decline of official reserves, decrease of money supply, decrease of pro-
duction and exports and additional worsening of trade deficit and so on. Even
if this worse scenario does not happen, it is clear that it is not possible to main-
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tain internal and external equilibrium without macroeconomic regulation on
the part of the fiscal sector and BNB.

The analysis of the impact of the present currency board arrangement on
the macroeconomic stabilisation would not be complete without current
account (services) and the capital account.

Because of the substantial payments on the hard currency foreign debt, the
services balance is usually negative for Bulgaria. Because of the same reason,
the services, excluding tourism, are not strongly affected by the exchange rate.
An other reason for the lack of sensitivity of the services is low level of for-
eign portfolio investment in the country.

The currency board arrangement influences the capital account in two
ways. It is well known that the short term capital flows are strongly influenced
by the interest rate differential between the national currency and reserve cur-
rency. In the first half of 1997 the relatively high differential between the lev
and the foreign currencies the inflow of foreign portfolio investment was rel-
atively high and amounted about 184 million US dollars.

In the first half of 1998 the balance of the short term capital becomes neg-
ative and this trend is stable after that.

The balance of the long term capital and foreign direct investment in par-
ticular is positive after the introduction of the currency board. This trend how-
ever is not a direct consequence of the introduction of the new regime. It
reflects to higher extent the Government policy in the field of privatisation.

It must be emphasised nevertheless, that under the currency board regime
the Government is objectively forced to accelerate the privatisation on the one
hand and the risk assessment of the big foreign investors, especially in terms
of exchange rate and inflation risks, are lower, on the other.

it must be added, that in period of 1998-1999, the level of foreign direct
investment was negatively influenced by the Russian and Asian crisis, the
conflict in Kosovo and other international factors. The positive capital account
results were achieved with the support of official financing through IMF, the
World Bank, EBRD and EU.

The positive capital account balance is the main reason for the increase of
official hard currency reserves. The second reason is the change of the hard
currency positions of the firms and the population. The inflationary impact of
the hard currency reserve growth is low because of the mentioned policy of
sterilisation.

The dramatic decline of the so called Basic Interest rate from 462 % per
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year in march 1997 to 5-6% at the end of the same year and 4-5% in mid 2000
had also its consequences. The hard currency deposits of the population did
not decline, but actually increase since 1997. The banking sector shifted from
negative to positive increasing net foreign assets, thus adding to the negative
short term capital balance.

Finally, the policy of fiscal restriction and negative internal financing,
influenced negatively the internal demand in contrast to the positive develop-
ments of the balance of payments, that led to build up of foreign reserves. Thus
the positive trends in terms of growing foreign reserves and money supply
were compensated by the negative fiscal impulse and the sustainable econom-
ic growth is still not achieved.

2.4. The Financial Sector

The ability of financial markets to attract and channel external savings for
domestic economy or the opposite, to transfer domestic savings for more effi-
cient investment abroad, is decisive from the point of view of countries in tran-
sition. The efficiency and the competitiveness of internal financial markets is
closely correlated with the efficiency of market mechanism of the country.

It is well known from the main identity of the national accounts that the
difference between domestic saving and investment equals the current account
balance and the one hand and the increase of the financial assets (corrected for
double counting of the banking sector and the net inflow of portfolio invest-
ment and changes of the banking sector net foreign assets), on the other.

The increase of savings concerns mainly the internal state debt, broad
money and the corporate securities. This addition expressed in foreign curren-
cy using the effective exchange rate should equal the net foreign capital inflow
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GRAPH 2.4. NET FOREIGN ASSETS OF THE BANKING SECTOR
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The whole period from mid 1997 (the introduction of the CB) up to the mid
2000 is characterised by outflow of short term capital through the increase of
the net foreign assets of the banking sector and portfolio investment.

The calculations demonstrate that the capital outflow can be stopped if the
exchange rate is increased from the present level of about 2.25 levs per dollar
to about 3 levs per dollar. To eliminate and reverse the capital flows through
the banking sector foreign assets the equilibrium exchange rate should be even
higher.

To support (ceteris paribus) the present exchange rate level the country
should export short term capital at about 300-400 million dollars per year.

One of the main reasons for the capital outflow through portfolio opera-
tions for the period 1997-1998 was the high growth of the capitalisation on the
internal corporate securities markets. This process reflected the obligatory re-
evaluation of the corporate fixed assets in 1997 required by the IMF because
of the introduction of Currency Board after the short hyper inflation period.
The re-evaluation led to increase of face values of the corporate securities.

This exogenous increase of the nominal value of the corporate securities
was not supported with real increase of domestic investment (in fact the latter
remained at historically very low level). Since the increase of saving was high-
er then investment, the difference had to be invested abroad through portfolio
capital outflow. This capital outflow represent a repatriation of the speculative
profits obtained at capital markets.
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The Currency Board type automatic adjustment mechanisms can function
appropriately if the prices are not sticky. The re-evaluation of fixed assets
closed the system of staggering prices, that may move mainly upward.

The right solution to the problem of fixed capital prices under currency
board would be to consider them as accumulated future profits and not as his-
torical records adjusted for inflation. Under such approach the financial assets
prices would be the base for the fixed capital evaluation. This approach would
transform the evaluation of the fixed capital into market based process and not
a simple administrative calculation with negative economic consequences.

On the other hand, in order to stimulate investment, the fixed capital
expenses should be excluded from profit taxation. The new rules would be
applicable for the period after 1997. This approach would avoid, at least to
some extert, the creation of system of overlapping contracts, perpetuating
inflation under fixed exchange rate.

The other trend, that becomes more or less pronourked after 1998, is the
de-intermediation. In 1998 the capital markets attract two time more savings
then the banking sector. An other trend, typical for 1999 and 2000 is increase
of the real sector indebtedness to foreign banks and financial institutions.

This process however is not classical de-intermediation since the increase
of the securities markets capitalisation is not connected with visible growth of
investment. On the other hand the extension of foreign financing of Bulgarian
companies clearly demonstrates that the domestic banking sector is not com-
petitive vis-a-vis the foreign, mainly European banks.

Anadditional element is the high risk associated with the emerging domes-
tic securitics market. This market went through its first speculative bubble
(caused as mentioned to some extent by administrative errors) in the beginning
of 1998 and through its first crisis in 1999. In 2000 the corporate securities
market is highly unstable and unpredictable.

In principle we have to possible evolution. The first is to rely on market
forces. This under the overvalued exchange rate and overvalued fixed assets
means the economy should go through severe deflation and decapitalisation
that will eliminate the ,,excessive” capital.

The second variant is should be to pursue full employment policies in order
to secure higher capacities utilisation. The second variant however is very dif-
ficult to implement from both practical and conceptual point of view under the
currency board regime.

As a matter of fact, in spite of the present relatively high inflation generat-
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ed by the high energy prices, in the next one or two years the deﬂau'(.)n is the
most probable variant of economic adjustment. As it concems the capital mar-
kets, the decline of prices continues in 1999 and the first half of 2000. Up tp
now, only 5% of foreign investment are effectuated through corporate securi-
ties markets. )

In the same time, the low levels of corporate securities quotations may
induce some changes of foreign inv trends. We can forecast some
decline of the role of privatisation since the share of state property is decreas-
ing. On the other hand, the low financial assets prices may make them more
attractive for the foreign investors. These trends, together with the introduction
of the new trading system on the Bulgarian Stock Exchange may help the
recovery of capital markets.

2.5. Emerging of Efficient Markets

The construction of functioning market economy has two decisive direc-
tions. First, the creation of ,,complete” system of markets, allowing for taking
into account of all the factors affecting the economy (Gmssman:]989:}37).
Second, the improvement of the market efficiency (allocative, infonna.uonf'ﬂ
and transactional, i.e. fast, complete and cost-efficient use of information in
the decentralised exchange. )

The core of the ,.complete” system of markets are the financial marl-(els
since they permit to extend the physical and temporal boundarie§ of theAbxlat-
eral exchange and to build a market economy with long p?anmn.g horizons.
That's why the development of financial markets have particular 1mmme
for the overcoming of the so called , transitional recession” and the shift to sus-
tainable growth. A .

In fact, the substance of the idea of the functioning market economy, being
the basis of the Copenhagen criteria, is the establishment of complete system
of markets. Any successful accession strategy should be based on the system
of measures facilitating and accelerating the generation of such economy.

In the case of Bulgaria, especially after the inlmdgdion of thg currency
board arrangement from the first of July 1997, the main question is \.’vhclhcr
the new monetary regime accelerated or impedes the process of establishment

m of efficient markets.
o 5;": ba‘s)is of all financial markets is the money market. The money on the
one hand, facilitate the decentralised exchange. On the other, they make pos-
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sible the accumulation of financial resources. According the economic theory,
the accumulation of money (notes, current accounts, deposits), given the exis-
tence of income bearing financial assets, like government bonds and corporate
securities, make sense only if the higher liquidity of the monelary assets per-
mits to effectuate unexpected transactions or speculative operations.

The aggregated quantity of money, accumulated in a given economy, relat-
ed to the GDP, produced for some period (one year), gives us the velocity of
money of average monetary unit in the economy. The inverse value represents
the average period of circulation of a monetary unit. That is, the average peri-
od of time, from the advancement of the initial sum of money to its’ recovery
by selling the respective product. The dynamics of the average period of cir-
culation of the broad money may be seen as natural measure of the prevailing
planning horizon duration.

When economic risk increases, the planning horizons decline, the quantity
of money in circulation decreases, the money velocity increases, inflation
accelerates. In the opposite case, when the prevailing risk assessment declines,
the planning horizons increase, the real money demand expands, the velocity
decreases. It is also well known, that when the planning horizons are longer,
the possibilities for economic growth are more appropriate
(Takayama:1990:445).

GRAPH 2.5. VELOCITY OF MONEY, MARGINAL VELOCITY AND
AVERAGE PLANNING HORIZONS (PERIODS OF CIRCULATION)

1995 1996 1997 1988 1999

Source: BNB.

At Graph 2.5. we can see the dynamics of the average velocity of the mon-
etary aggregate M3. the marginal velocity as well as the average planning hori-
zon.

We can observe directly, that the introduction of the currency board coin-
cides with the acceleration of the marginal and average money velocity. The
planning horizon declines from 8.5 moths 10 4 or more then twice. This reflects
both the hyper inflation in the beginning of 1997 and the introduction of new
monetary rules, requiring more prudent treatment of all the economic risks.

The marginal velocity of circulation reaches its maximum in 1998 and
declines after that converging to the average velocity. This dynamic reflects
the gradual stabilisation of the money velocity.

Conscquently, in spite of the dramatic decline of inflation, on average the
ability of economic agents to foresee the future and to co-ordinate their activ-
ities for longer periods, declines, compared to the period before the introduc-
tion of the currency board.

The planning horizons decline can be explained only by the worsening of
the efficiency of the whole system of markets. This means that the prices
reflect less information, then before. The economic agents, that are making
their decisions under the market rules (i.e. decisions, based on the price infor-
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mation), are facing higher risks or uncertainty.

The process of worsening of the market efficiency may illustrated by the
analysis of the dynamics of the Basic Interest Rate (BIR) or other financial
prices.

According to the rational expectations theory, if the economy possess with
liquid secondary markets for different financial assets, there should be inter-
dependence between short and long term interest rates spread and the future
short term rates.

This connection between short-long interest spreads and expected future
rates is used in many econometric forecasting models.

Since the forecasting can never be absolutely accurate, the approach of
similarity was recently adopted. The idea is that the econometric analysis
should capture the main trends in the dynamics if the respective data.

The research on the basis the rational expectations shows, that after august
1997 the differential between short and long term rate cease to be reliable indi-
cator for future development of interest rates. The end of 1999 is especially
interesting. because the market assumes trend oriented toward increase of
interest rate level, but the actual development under the fiscal policy pressure
is in the direction of decline of interest rates.

This radical change of efficiency of the money market is clearly connect-
ed with the new monetary regime.

The latter has three important consequences for the money market and
interest rate level.

First, higher dependence between the BIR level and the interest rate on the
international financial markets.

Second, dominating role of the fiscal sector in the process of formation of
the rate of interest.

Third, disappearance of the connection between the basic interest rate and
the liquidity positions of the commercial banks, that existed under the previ-
ous mornetary regime.

The increased dependence of the BIR on the international financial markets
clearly cannot explain the decrease of efficiency of financial markets, since
these intemational markets are both efficient and do not go through similar
structural shifts.

The distortions of rational expectations in the period after 1997 are con-
nected with the new functional role of the fiscal sector and the loss of some
functions of the BNB. This problems need special attention, but nevertheless
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some conclusions can drown at this stage.

BIR influences without doubt the interest rates on the interbank money
market. The very fluctuations of the BIR are generated by the needs of the fis-
cal sector for additional refinancing in domestic currency. In other words, from
the point of view of the banking sector, the fiscal sector requirements are
»noise®, that only disturbs the emerging trends or creates trends, that are based
on the fiscal sector needs only.

This is in sharp contrast to the situation before the introduction of the cur-
rency board, when the BIR was used in the mechanism of commercial banks
refinancing and, by definition, was forced to follow the general trends on the
inetrbank money market.

The changing interplay between the interbank market and the interest rate
structure introduce changes in the very banking sector behaviour. They can
conceptualised as transition from liabilities management to reserve assets
management.

As it is well known, the liabilities management is an active strategy, based
on changes of the interest rate of deposits and other conditions, affecting the
volume of liabilities. Such a strategy requires liquid primary and secondary
markets of all financial instruments, on the one hand, and macro economic
framework, characterised by high economic growth, on the other.

Under the reserve assets management the emphasise is on the liquidity
management, capital adequacy and minimal risk exposure, guaranteeing
acceptable profitability. The shift from liabilities management to reserve assets
management is a natural evolution of the Bulgarian banking system under cur-
rency board rule, reflecting the abolition of the lender of last resort functions
and the high supervision requirements. .

The reserve assets management as typical banking strategy means market
segmentation since is presupposes maintaining of fixed assets structure and
lack of liquid secondary markets.

To resume, both the behaviour of the real sector as reflected by the veloc-
ity of money circulation and the financial sector, on the example of the money
market efficiency and BIR behaviour, show worsening of market efficiency.
This means that the situation, from the point of view of Copenhagen criteria is
not improving.

This confirms the doubts, that very fast increase of the financial sector pru-
dential requirements in terms of liquidity and capital adequacy, as well as the
excessively strong impact of the international financial markets, may weaken
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the banking sector in the eastern European countries (Eatwell et all:1997:38-
38).

2.6 Conclusions

First, the Bulgarian type of currency board does not exclude the possibili-
ty of control over the money supply; it transfers the means for that from the
Central Bank to the Government. The theory of currency boards presupposing
the existence of automatic mechanisms for maintaining of the equilibrium of
the balance of payments without the intervention of the state does not con-
firmed by itself. The attainment of sustainable intemal (full employment) and
external equilibrium p I ion of macroeconomic poli-
cy.

Second. in spite of the impossibility of carrying out autonomous monetary
policy in a situation of fixed currency rate and frec movement of capital, the
fluctuation of the exchange rate EURO-USD plus the existence of inefficient
capital markets allows for certain freedom in the monetary area provided that
there is a close co-ordination with the policy of the European Central Bank.

Third. the worsening link between the difference long-term/short-term
interest rates and the subsequent dynamics of the short-term interest rates
reflects the following: increased segmentation of the financial markets; exis-
tence of direct influence of the fiscal policy of substitution of internal financ-
ing with external over the dynamics of the interest rates; shifting the strategies
of the commercial banks from management of liabilities to management of
assets; worsening of the liquidity of the secondary financial markets.

Fourth, the decreased efficiency of the financial markets after the intro-
duction of the currency board indicates that the prices do not reflect the over-
all economic information accessible to the economic agents, i.c. the invest-
ment decisions should reflect directly additional circumstances, such as fiscal
policy. financial and structural policy of the government, etc.

Fifth, in the circumstances the financial sector needs preliminary co-ordi-
nation of its plans with the economic policy of the government, including in
relation to the volume of bank financing of the state debt, the desired level of
the inferest rate, the participation of the commercial banking sector in the cred-
iting of enterprises with state share, outlining the possibilities for financing of
the local authorities, etc.

Sixth, the restoration of the role of the market/price information presup-

68

pposes the imp

poses the overcoming of the segmentation of the financial markets and espe-
cially the creation of liquid primary and secondary markets of state and cor-
porate securities as well as the expansion of the intra-banking depository mar-
ket.

Seventh, the more active crediting of the real sector by the commercial
banks will require management of the liabilities in the banking sector that may
be based either on a liquid internal market or on the restoration of functions of
creditor of last resource.

Eight, the dynamisation of the capital market as an alternative to the bank
crediting requires a new approach from the state, namely the realisation of the
bigger privatisation operations through the stock exchange as well as improve-
ment of the institutional environment.

Ninth, given the absence of substantial positive changes in the internal
financial market and in the regulation of the banking credit system, the liquid-
ity of the commercial banks and of the other financial intermediaries will
depend to an even greater extent on their access to the international financial
markets.

Tenth. the instability in the short-term interest rates (as a result of the fis-
cal and monetary policy of the European Central Bank) leads to a probable
continuation of the existence of a considerable spread between the short-term
and long-term interest rates.

Eleventh. the lowering of the interest rates creates a situation in which the
financial intermediaries become assets sensitive as well as sensitive towards
the reinvestment risk of the resources released as a result of the negative inter-

nal financing of the budget.

Twelve, in the circumstances the progress towards the implementation of
the main Maastricht convergence criteria (inflation. currency rate, budget
deficit) given the existence of problems in the area of the long-term interest
rates and the state debt is at the expense of the decrease of the effectiveness of
the market mechanisms and the increase of the risk linked to the development
of the real economy and therefore, at the expense of slowing down of the
implementation of the Copenhagen criteria (functioning market economy).
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2.7. Tax Policy as an Instrument of the Economic Policy
Stoyan Alexandrov

Two are the main reasons imposing changes in the tax legislation and in the
financial policy.

The start of the negotiations with the EU commits Bulgaria to approximate
the Bulgarian tax legislation with the EU law. As an associated country
Bulgaria has done a lot in this area during the process of drafting and adopting
of the tax legislation in force. The provisions regulating most of the taxes (Law
on VAT, Law on Excises, etc.) are to a large extent consistent with the EU prac-
tice. However, there are significant differences which should be removed dur-
ing the negotiations for accession. The harmonisation of the tax legislation
should cover both the separate tax laws and the procedural legistation. At the
same time it should be mentioned that the EU Member States still have to fur-
ther co-ordinate their tax policy including the organisation of the separate
taxes. Also the EU Member States have not yet harmonised the procedural
norms. Due to this one and the same case rulings in different proceedings lead
to different legal results. Taking into account that the Bulgarian legislation in
force (commercial, banking, tax, etc.) is based to a large extent on the German
law as well as the close co-operation between the Bulgarian and German tax
administrations we can make the conclusion that “the harmonisation of the
Bulgarian procedural law and in particular of the taxation procedural law
should be based on the approximation of the law of a leading EU Member
State, i.e. Germany. (Taxation. 2000, p. 190-191, Stoyan Alexandrov).

The second main reason imposing amendments of the tax legislation in
force may also be discussed in view of the Bulgaria-EU negotiations for acces-
sion. The successful conclusion of the negotiations is linked with the achieve-
ment of significant economic results which can not be done without a reviving
of the economic activity. The achieved financial stabilisation is a necessary but
insufficient condition for the completion of this aim. The existing tax burden,
the weaknesses in the organisation of the separate taxes and in the tax proce-
dures, including the unsatisfactory performance of the judiciary, are not able
to provide the adequate climate for economic growth, for the improving of the
economic activity and strengthening of financial discipline, including taxation
discipline.

The necessity of activation of the business sector should not be viewed
only in the context of the EU negotiations. The change in the tax policy has
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been discussed and the necessity of it has already been substantiated before the
invitation for the negotiations. A number of businessmen, politicians and aca-
demicians have repeatedly pointed out that the delay of the fiscal and the strc-
tural reforms leads not only to the aggravation of the economic and social con-
tradictions but may cause political instability, threaten the currency board
arrangement and the fragile macroeconomic stability.

The macroeconomic and financial stabilisation reached with the introduc-
tion of the currency board are not sufficient conditions for the necessary eco-
nomic grov-th. The change of ownership, the privatisation, is also necessary
but insufficient for the achievement of the desired economic growth. The prob-
lem may also be found in the fact that the quality of the performed privatisa-
tion was not good. Many of the new owners do not possess neither the mana-
genial experience nor the market positions and financial resources to develop
high technology productions. to improve the productivity and the competi-
tiveness of the produced goods. There is lack of qualitative. so called strategic,
investors which to invest in new productions or in the competitiveness of the
produced goods. The foreign investments are usually linked to the privatisa-
tion but not to new capacities or products.

If the present situation is preserved even 2 3-5% growth of the GDP will
not resolve the heavy economic and social problems. When the privatisation is
completed Bulgaria will have difficulties with the balancing of the balance of
payments and the future servicing of the internal and primarily of the external
debt. The deficit in the balance of payments and in the current account will be
preserved, they will even increase, the pressure on the currency board will be
reinforced which will to a greater extent be blamed for the economic situation,
for its incompetitiveness and inefficiency. The defenders of the proinflation
financing will become more aggressive. As an alternative to all this is the idea
that Bulgaria take the risk and significantly decrease the tax burden. The pro-
posals vary from a 10-25% to 50 % diminishing of the different tax brackets.
The effect of such a step may be seen in a few directions:

First, the abrupt tax reduction will give economic activities the initial
impact which the economy badly needs. The tax cuts will allow companies to
increase their own resources for the financing of the technological and prod-
uct renovation of the production, for the improvement of their competitiveness
and from there of sales and incomes. The improved competitiveness of the
produced goods will lead to the rise of export which will reflect positively on
the trade balance and the balance of payments. The income growth as a result
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of the decreased taxes and the better effectiveness of the production, will
increase not only the future revenues of the budget from the taxation and the
health and social payments due on them, but will also increase the purchasing
demand. The latter will broaden the domestic market and will give an addi-
tional momentum to the stimulation of the economic growth.

Second, the lower taxation is one of the prerequisites for a substantial
improvement of the tax collection and the decreasing of the share of the
“shade” economy. The success in this field is also linked to the necessary
changes in the organisation of the different taxes, to the operation of the tax
and customs administrations as well as of the judiciary system.

Third. the significant decreasing of the taxes, the improvement of the
organisation of the different taxes and the work of the supervisory authorities
will not only decrease the share of the “shade™ economy but will also create
conditions for fair competition. And this is a prerequisite for the attraction of
more and more better foreign investors. The better foreign investors are of pri-
mary importance for the desired and necessary technological renovation, for
the improvement of the management. for the expanding of the business activ-
ities and strengthening of the competitiveness, for expansion of the existing
market and the gaining of new ones.

Fourth, the decreasing of tax and social security burden will lead to an
increase of the rate of savings and accumulation. Aside from the rise of the
own resources it will increase the banks” resources for crediting the real econ-
omy as well as for the decrease of the price of the credits.

Fifth, the fulfilment of the said positive expectations will eventually lead
to the growing of the budget revenues. This will not only compensate the
budget for tax reductions but will also ensure additional opportunities for the
State to increase the budget expenses without undermining the achieved
macroeconomic and financial stabilisation.

Sixth, provided that the expected positive results can not be achieved and
on this basis a full compensation of the losses in the budget from the decreased
taxes can not be reached. the risk of disruption of the financial stabilisation
may fully be covered by the expected privatisation revenues. There are some
fears that if the decision for the reduction of the tax burden is not accelerated
not only will the desired economic activity and the economic growth based on
it not be achieved but this will deepen the existing contradictions. The fiscal
reserve will inevitably be touched and the risk of a future tax burden reduction
will increase significantly.
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Without arguing the logic of the aforesaid, when a decision for a more sig-
nificant reduction of the tax and social security burden is taken the following
facts should be taken into account:

The accumulated intenal and foreign debt. Only the interest payments on
the debt (internal and foreign) are 27.5% of the budget revenues in budget
2000, respectively 22.3% of all budget expenditures. Aside from the interest
payments, the instalments will also be significant in the future. From the
beginning of 2000 the amortisation (5 % annually) of a considerable part of the
internal debt with the ZUNK bonds started. In July 2001 will begin. through
21 equal semi-annual instalments, the amortisation of the bonds with initiaily
reduced interest pavments (their face value is $1,658 billion). Under the same
scheme but from July, 2002 the arrears bonds will be amortised (with face
value of $1.611 billion). There are also terms of maturity for the debts to the
Paris Club, IMF. World Bank, European Union. etc. Despite of some success-
ful operations (the settlement of the debt to the banks from COMECOM) the
absolute amount of the debt for the last vears is standing at a relatively con-
stant level. We also have to consider the fact that the servicing of the debt dur-
ing the last years was facilitated by the relatively low level of the interest rates
at the international markets and especially in Bulgaria.

The problem with the servicing of the debt is not so much in its absolute
amount as in its relative share in the GDP and in the revenues from the export.
Until recently the poorly working and inefficient economy was not a direct
threat to the security of the debt because against the debt Bulgaria had state-
owned property for billions of US dollars. Up to now approximately 70% of
the state-owned property has been privatised and. as it was mentioned. the
amount of the debt is almost the same. It is true that with the revenues from
the privatisation the fiscal reserve of the State was increased. However. its
amount is far below the amount of the debt. The privatisation in Bulgaria was
carried out, and still is, in the worst possible way. Instead of strategic investors,
owners of the bigger part of the state-owned property became the famous man-
agement employee buy outs which do not possess the managerial skills and
markets. nor are they able to or have intentions to invest in already privatised
capacities. In most cases the new owners behave as leaseholders but not as
owners. They can be hardly expected to invest in the technological and com-
modity renovation of the production, to have an aggressive marketing and
advertising policy, to increase significantly the competitiveness and effective-
ness of the production in order to create income to ensure higher salaries and
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at the same time to increase the budget revenues. Most of the new owners are
interested primarily in the fast return of the investments made by them either
by the sale of part of the company assets or by hiding or transforming of the
to evade paying taxes. Their behaviour is additionally supported the opportu-
nity given to them to use the so called compensatory bonds as a payment
instrument. the price of which is 10-15% of their face value, as well as the lack
of post-privatisation control.

Therefore, the ownership change is a necessary but insufficient condition
for economic growth.

The size of the debt. the possibilities for its servicing during the next years,
the quality of privatisation and to what extent and when it will be a bearer of
cconomic growth, are factors which need extensive analysis when taking the
decision for the taxation at one or another level. as well as the scheduling of
its reduction. The time lag between the reduction of the tax burden and the
effect of this reduction must be assessed very carefully. It depends not only on
the macroeconomic environment but also on several factors, one of which is
the quality of the privatisation. The risk of unachievment of the expected fis-
cal result should be examined attentively as well as to what extent this risk
may be compensated with the fiscal reserve of the Government, with the flow
of foreign investments or with the possibility of getting additional loans (inter-
nal and primarily external) by the Government.

The promoted ideas for new agreements with the creditors sound quite
unserious and the chance for achieving substantial success is quite small. The
main part of the foreign debt is to the London Club and to speak for a new
agreement with the London Club is at least unserious. Negotiations with the
London Club were carricd out while the creditors of Bulgaria were mainly pri-
vate commercial banks. The signed agreement with the London Club in the
surnmer of 1994 reduced and restructured the debt to the private commercial
banks. The reduced debt was reframed into three kinds of Brady bonds emit-
ted by the Bulgarian Government. These bonds are freely traded at the bond
markets and are in the portfolios of thousands large and small investors. The
bonds have good profitability and security and we can hardly imagine that
somebody is in a position to ask and to receive consent for the renegotiating
of the terms of these instruments. If there is any such hypothetical possibility
it is obviously linked to the threat of Bulgaria’s falling into a debt crisis. Even
if it is true we can hardly accept that the Brady bonds holders will show under-
standing and sympathy and will voluntary deprive themselves of the opportu-
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nity to profit from the Bulgarian Brady bonds. Even more inappropriate is the
launching of this idea in the current situation: macroeconomic and financial
stability, preparation of a new ag with the IMF, negotiations with the
EU and the firm promises of the Government that these negotiations can be
finalised successfully during the next 6-7 years.

In the context of the abovementioned it is hard to expect successful nego-
tiations for the reduction of the debt with the Paris Club or with IMF, the
World Bank, G-24. etc. It is a pity that some charnces to negotiate with the Paris
Club were missed and in particular concering the settlement of bilateral obli-
gations with some of member countries of the Paris Club (Germany, Italy,
Spain. Austria. Holland, etc.). In its strive to receive an invitation for NATO
and to start accession negotiations with the EU Bulgaria missed the opportu-
nity to negotiate a certain reduction and restructuring of the debt, including
through operations such as debt/environment, debt/nature.

Anticipations are low that the other creditors of Bulgaria (IMF, the World
Bank, G-24, etc.) will show readiness to talk at all about any reduction of our
debt to them. It should be kept in mind that these institutions have no such
precedent and that in the future we will also rely on their support for our bal-
ance of payments.

Therefore, the conclusion is that it is difficult for Bulgaria to count on any
understanding of the creditors and that Bulgaria has to serve its debt such as it
is. The forthcoming tax and budget reform is discussed in this respect. At the
end it should be mentioned that the imposed usc of the compensatory bonds
will for years ahead block the using of ZUNK and brady bonds as payment
instrument in the privatisation deals which will lead to a certain easing of the
future servicing of the internal and foreign debt. The market price of the Brady
bonds and the ZUNK is 5-8 times higher than those of the compensatory
bonds. The only possibility in this direction is the imposing of an explicit
requirement that the privatisation of different enterprises. such as Bulgartabac,
be performed with debt instruments. In this case the question is whether the
cash payments should be preferred or the using of debt instruments as a pay-
ment means be promoted.

Second, the structure of the population (retirees, unemployed, employed),
its migration, etc. This problem is very well known but it is very relevant to
the tax reform. It can not be spoken for a substantial reduction of the tax and
social security burden without taking into account such factors as:

- the number of the retirees;
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- the number of the unemployed people;

- the number of the employed people and the average of the incomes, etc.

The current situation is such that the payments for the pension funds do not

ensure the required sums for the payment of the licensed pensions. Every year,
with the adoption of the State budget a transfer to the budget of the National
Insurance Institute (N11) is allocated as well. In budget 2000 the amount of this
transfer is equal to 8,5% of the tax revenues and 6,9% of the total budget rev-
enues. .
The interest payments in the republican budget plus the transfer to the NII
are 36% of the tax revenues and 30% of the total budget revenues. If an
increase of the interest rates or of the social securities is not accompanied by
increased budget revenues. the opportunities of the budget to finance other
urgent expenditures would be limited strongly or a higher budget deficit will
be triggered with all the consequences evolving from that.

The calculations for the improvement of the employment need thorough
analysis taking into account that significant optimisation of the employed in
the privatised enterprises lies ahead. The problem will be the employment in
the agricultural sector. Some flowing of sums to the health insurance funds can
be expected. So far there is no developed effective system for control against
overcharging of the provided health services which will be paid by the health
insurance funds. In this regard there should be readiness for transfers from the
republican budget to the health insurance funds or for redirection of certain
revenues (including such from privatisation) to these funds as well as for the
using of part of the fiscal reserve of the Government for this purpose.

The limited domestic consumption and incompetitiveness of the Bulgarian
goods on the foreign markets are obstacles for the improvement of the employ-
ment and the reduction of unemployment. It leads not only to an allocation of
more resources by the State but also narrows the base on which the social and
health insurance payments are calculated.

Third. the existence of a time lag between the decision and the entering into
force of the tax burden reduction and the increase of the tax base as a result of
this reduction. It is unrealistic to expect that the decrease of the taxes will auto-
matically lead to an increase of the tax base to compensate the declining budg-
et revenues. It is naive also naive to consider that the reduction of the taxes
will sharply improve the tax discipline and that the tax payers will stop hiding
part of their incomes. The expectation of a significant improvement of the
work of the supervisory authorities (tax and customs administration, financial
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control. etc.) and of the judiciary is doubtful. The change of the mentality in
the professional view is a long and difficult process. The establishment of spe-
cialised financial courts will be particularly difficult

Fourth, the reform of the expenditure part of the budget. The reforms in the
area of education, science, culture, healthcare, etc. are a slow and painful
process. The introduction of the market principles in these areas is unavoid-
able but it can not and it should not be carried out hastily. The reform of the
army and the urgent commitments in the area of environment should also be
taken into account.

These are only part of the factors which should be considered during the
implementation of the tax reform.

The preliminary conclusion which may be drawn is that it is necessary and
advisable that all tax laws - material and procedural - be amended. The ques-
tion is to what extent and when it should be done. As far as the negotiations
for the EU accession are in their very beginning urgent activities related to the
tax harmonisation of all laws and taxes are not necessary. Moreover. part of the
laws are to a large extent compatible to the EU law. Good exampies in this
respect are the customs legislation, VAT law, etc.

From the point of view of the real economy and the business some of the
measures are delayed. A lot of the decisions launched by the Government and
co-ordinated with the IMF may matenalise as early as the end of 1999 and be
implemented in Budget 2000.

What are the general proposals for the necessary amendments in the tax
laws which are in force?

The backbone of the State budget revenues are the so called indirect taxes
~ VAT, excises and custom duties. They provide 70,8% of the total tax rev-
enues and 57,2% of State Budget revenues.

The VAT has a leading role among the indirect taxes. It holds 45.6% of the
tax revenues planned by the Budget 2000 and 38.1 % of all the budget rev-
enues in the State Budget.

The indisputable advantages of this tax are the reason for its broad imple-
mentation all over the world. It is implemented in all of the European states
and virtually is the first pan-European tax. In the organisation of the VAT the

EU Member State have reached the greatest compatibility.

The VAT introduced in Bulgaria as of April 1, 1994 was analogical to those
in the EU. The initial draft of the Law on VAT went through a lot of amend-
ments but the basic principles of the VAT organisation were preserved.
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However, there still remain a number of obscurities leading to problems in the
administration of the VAT. Therefore the organisation of the VAT should be
improved with the purpose of moving closer to the European norms and prac-
tice.

It is necessary that some texts of the law be precised in order to achieve
more clarity in most of the definitions. Such are the definitions for which per-
sons have obligations to pay VAT and the defining on that basis of the taxable
and non-taxable deliverics. the definition of import and in particular import of
services, the definitions of imported, transport means, etc.

There are a lot of unclarities and incompleteness in the financial leasing,
agency services related to the international transport (spedition, brokerage and
other activities). tourist services. including the services of the touroperators, in
the determination of the date of the origination of the tax event, etc.

In order to limit the oppontunities for tax misuses the Law on VAT intro-
duced a quite substantial number of specific events for determination of the tax
base. This impedes not only the administration of the tax itself (difficulties are
faced not only by the tax payers but also by the supervisory administrations)
but also represents a deviation from the VAT principles applied by the EU.
Such are incompatibilities of our law with the Sixth Directive of EU related to
the subject coverage of the tax. the definition of “tax event”, etc.

A lot of discussions and respectively proposals exist conceming the
amount of the VAT. There are different opinions on whether the uniform rate
should be preserved or the rate be differentiated. Publicly expressed opinions
for the decrease of the VAT rate are prevailing as most of the offering rates are

18% and 15 %. Countless are the proposals concerning the broadening of the
non-taxable supplies.

Without going deeper into the discussion and thus to evaluate the pros and
cons of one or other proposal we would like to mention a few things.

First. it was mentioned, that VAT provides above 45% of all tax revenues
in the State Budget. A possible reduction of its rate (even with 2%) or the
broadening of the scope of the non taxable deliveries. as well as the introduc-
tion of differentiated rates will have as a final result a significant decrease in
the budget revenues. This conclusion can hardly be disputed. The expectation
that the possible reduction of the VAT rate will lead to a relative diminishing
of the prices of the taxable goods and services which will lead to the increase-
ment of the domestic consumption and will give an additional momentum to
the economic growth is disputable. We have the feeling that the idea that the
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social policy should be carried out through the increase of the personal
incomes and the maintaining of low prices continues to prevail. At the same
time, the created difficulties for the business are not the high rate of the VAT
but the unfair competition and the fact that some pay VAT and other do not.
This problem will not be resolved with the decrease of the VAT rate with 1-2
even with five points. The decision is elsewhere but not in the VAT rate. When
the VAT rate is uniformed, no matter whether it is 15, 18 or 20 % it itself does
not influence the competitiveness of one or other manufacturer and does not
give a privileged position to one, discriminating another.

Second, the harmonisation of the VAT in the EU is in the direction of
removing of the VAT differentiation and the introduction of an uniform rate.
Why should Bulgaria reject what the EU is aiming to achicve.

Third, taking into account that the reduction of the rate of the direct taxes
has a much greater effect (economic. social and political) we consider that the
reduction of the VAT rate at this stage would not be a good solution. This does
not mean that this idea can not be considered. It is possible for a decision for
the reduction of the VAT rate. for example with 2%, to be taken which to enter
into force in the beginning of 2002 or 2003 and to take the next step and in
2005-2006 introduce a rate which will be applied in the EU. The gradual
reduction of the VAT should depend on the future economic development of
the country, the improvement of the tax and financial discipline, the improve-
ment of the work of the tax and customs administrations. the reform of the
budget sector, etc.

The said does not mean that the organisation of the VAT should not be
improved. Except the mentioned about the presicing of many of the text of the
law and the definitions aimed at the compatibility with the EU principles and
legal norms, there exist a few problems which need an urgent solution.
Primarily this is the introduction of a voluntary registration under the Law on
VAT as well as an improvement of the refunding of the tax credit. The deci-
sions in both areas to a large extent depend on the operation of the tax admin-
istration. The reduction of the 6-months period for a refund of the tax credit to
4 or 3 months is a solution but hardly the best one.

The excises provide about 18-19% of the tax revenues and about 14-15%
of all revenues of the State Budget. Virtually they are the second important
resource of budget revenues.

The Law on Excises is to a great degree compatible with the EU legisla-
tion. The compatibility concerns both the scope of the law and the mechanisms

for taxation of the basic groups of excise goods. There is a certain difference
mainly in the excise rate. In the future a certain alignment with the minimum
EU excise rates will be sought. The alignment with the European practice in
the area of excise taxation is related to the establishment of a system of inter-
related warehouses (called tax warehouses or warehouses under tax/customs
control) based on the EU model.

The custom duties in Bulgaria play a minor fiscal role. They provide below
5% of the tax revenues. Their role is more important in view of the regulation
of the foreign trade relations. The Customs Tariff in force is co-ordinated with
the by-laws, decisions and requirements of the WTO concerning the goods
imported from the EU Member States, CEFTA. Also bilaterally agreed cus-
toms duties are applied for Turkey. The free trade idea finds its realisation both
in the framework of the already established economic unions and on an inter-
national basis within the WTO. The customs duties are losing more and more
their fiscal and economic role. An important role play the so called non-tariff
barriers but they are not a subject of this study.

The closest tie with the interests of the business and economic growth have
the so called direct taxes. The main direct taxes are the tax on profit and the
tax on the personal incomes. At present both taxes provide approximately
cqual in their amount revenues - about 12-15% of the tax revenues and 10-
12% of the total revenues in the State Budget.

With a view of the EU approximation of the direct taxation difficult and
responsible work lies ahead. At the same time it should be mentioned that
there are significant differences in the taxation of the incomes in the EU itself.
The differences in the taxation of the personal income are particularly big.
This hinders the summarisation of the EU practice and on this basis the
assessment of how close or different our legislation is from this practice.

However, it is certain that the basic principles set up in the Bulgarian leg-
islation take into account the positive global practice, including the EU prac-
tice.

At this stage the directions and improvement of the taxation of the corpo-
rate incomes might be focused on the following:

First. the reduction of the tax on the profit to 15-20% for all taxable enti-
ties. Those are the declared intentions of the Government. There is also the
understanding of the IMF. This step will have not only definite positive eco-
nomic impact but also psychological. The losses of the fisc, even if the desired
economic activity is not achieved, will not be very big due to the fact until now
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a mumber of legal and illegal ways for minimisation or avoiding the taxation
on the profit exist.

It can be assumed that the low level of the taxation will lead to the
improvement of the financial discipline and the increasement of the collection
of the tax. It is also expected that the interest of the foreign investors will
increase and not only through the privatisation.

Second, a more broad use of the accelerated amortisation and the intro-
duction of tax investment credit. Both instruments, if they are skilfully used.
allow a significant change in the investment climate and at the same time the
carrying out of a competent and focused state policy in the area of investments
as a whole, and in particular in the regulation of their technological, sectoral
and regional structure.

Third, precising of the transformation of the financial result for tax pur-
poses as well as the mechanism of the advance payments.

The changes in the taxation of the personal incomes could be sought in the
following directions:

First. change in the non-taxable minimum. The aim should be that this min-
imum is brought nearer to the minimum living standard. It is advisable that the
pros and cons for the linkage of the non-taxable minimum with the family and
social status of the tax payer be weighed up once more. Having in mind the
global practice it is difficult to recommend a transition to a taxation of the fam-
ily, respectively the household. although quite credible arguments in this direc-
tion could be found.

Second, the reduction of the tax burden as a whole with approximately 15-
20%. This can be achieved not only through the increasement of the non-tax-
able minimum but also through a correction of both of the admitted by the law
expenditures and the tax brackets. The maximum tax rate should not be high-
er than 30-35%. Balance between the corporate taxation on profit and the per-
sonal incomes should be sought.

Third, simplification of the patent tax procedure and an optimisation of its
rates.
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CHAPTERS. Economic Restructuring, Competitiveness of the
Bulgarian Economy and Differences in the Economic
Development

3.1. Restructuring of the Industry: Privatization and Investment
Process. Assessment, Analysis and Perspectives
Mariana Tuhchieva

3.1.1. Introduction

Two peniods are introduced for the sake of the analysis. The first period
starts with the beginning of the transitional period and ends in 1997 and the
second one is from 1997 onwards. The dividing line between the two periods
is the introduction on July 1 1997, of the currency board arrangement.

The restructuring of the Bulgarian economy. the privatization and the
investment processes are analysed on the basis of these two periods.

The midterm perspectives of stabilization and economic growth in
Bulgaria much depend on the implementation of a balanced structural reform
with a strong emphasis on privatization. Regardless of the governmental pro-
grammes underlying the strategic objectives Bulgaria continues to lag behind
the majority of the candidate countries for accession in the areas of restructur-
ing. privatization and attraction of foreign investments and investors with
long-term interests in the Bulgarian economy. A number of reasons are
brought forward. Considering the period up to 1997 the main reason were
placed on the political instability — the frequent reshuffling of the governments
and the inability of conducting a consistent policy for restructuring the econo-
my. In 1996 — 1997 an additional factor aggravated the situation - hyperinfla-
tion aggravated by the accumulation of unpaid credits in the economy and the
decapitalization of the commercial banks that provoked a crisis in the banking
system. In the period after 1997 the main obstacles are considered to be the
complicated regulative framework, the overall intransparency of the privatiza-
tion process that led to more frequent public warnings of corruption, the
impeded access to investment credits and others.

The small share of the production with high value added and the great costs
inherited form the past are at the heart of the poor infrastructure of the
Bulgarian economy. Deficiencies of that kind can be obviated through a focus
structural reform.
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3.1.2. Privatization

There are several methods of privatization provided for by in the Bulgarian
law. Basically a state-owned enterprise can be privatized in two main ways:

— After its transformation into a trade company registered under the
Commercial Code i.e. the incorporation of the company. In this case its liabil-
ities (shares) are called for sale;

- Without preliminary transformation. The enterprise is privatized through
sales of its assets.

The privatization of a specific state-owned enterprise may follow the main
philosophy of the state privatization policy: to be in a liquidation as a result of
aggravated economic performance or to be in a process of restitution. In addi-
tion a specific enterprise might be included in the list for mass privatization:
after its transformation to be called for a partial or complete sell out of its
assets.

Bulgaria uses two basic privatization techniques that can be applicd simul-
taneously or separately and they are:

- Voucher privatization and;

- Cash privatization as the payment may be performed in foreign currency
or Bulgarian currency.

On its part the cash privatization can be carried out trough different proce-
dures, such as:

— tender or competition;

- negotiations with potential buyers;

The application of a specific technique or combination of techniques much
depend to a large extent on the model selected for restructuring (transforma-
tion) of the ownership, the industrial sector, the size of the enterprise and the
type of the manufactured goods. As an example. the cash privatization is most
frequently applied in food-processing, textile and tailoring industries. It is less
used in the heavy and machine engineering industries that more frequently are
subject to the voucher privatization.. A mixture of techniques is applied in all
areas of the industry with the exception of the food-processing.

Assessment and Analysis

Bulgaria commenced its economic transformation in the beginning of the
90-ies from far more difficult starting positions than the majority of the Central
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and East European countries. The unfavourable conditions were related to the
orientation of the Bulgarian industry to the markets of COMECOM and espe-
cially Russia unlike the situation in the other economies in transition. The fol-
lowing collapse of these markets had an extremely negative effect on the
national economy and the GDP registered reduction by 25 % in 1989 — 1992,
the unemployment rate increased and the domestic consumption started steadi-
ly to decrease by 3 — 4 % annually. Based on that, the first attempts in privati-
zation are indecisive and contradictory. Since 1991 several privatization
schemes have been elaborated, nevertheless by 1996 the share of the medium
and large companies with more than 67 % privatized assets is only 4 % of the
total. At this initial stage the success in privatization is mainly due to the resti-
tution of the land and the restoration of the small and large urban property. By
the end of 1996 almost 90 % of the latter is restituted while the land restitution
remains problematic for an extended period of time.

The second half of 1996 marks signs of positive changes in the develop-
ment of privatization. The incomes from the cash privatization increased and
the mass privatization enjoys its accelerated start. During this period through
a cash privatization the biggest Bulgarian company for the production of caus-
tic soda was sold to the Belgium chemical giant Solvey.

The mass privatization uses as instruments the privatization vouchers and
is carried out in two waves: 1) the first one in 1996/1997 and is tied to the reg-
istration of the participants. This is the period of the establishment of the pri-
vatization funds as an institutional investor in the privatization process; 2) the
second starts in the middle of 1997 and is focused on mass privatization ten-
ders.

By the end of 1997 the privatization process in Bulgaria is carried out
against the background of a continuous decline of the GDP (with the excep-
tion of a slight increase in 1994 ~ 1995) and a frequently altering legal frame-
work. By the end of 1998 the Law on Transformation and Privatization of
State-owned and Municipal Enterprises has been amended 15 times since
1992.
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Table 3.1 Growth of GDP

% of 1993 1994 1995 1996 1997 1998 1999 2000*
annual

growth

GDP -L5 1.8 2.1 -10.1 -7 3.5 25 3.5

*Forecast data
Source: National Statistics Institute

The suc:ess in privatization and the level of the direct foreign investments
is the highest in 1997 compared to all previous years. The contracted transac-
tions of the cash privatization in 1997 amount to $608 min. In 1996 they are
only $442 min. This positive development is due mainly to the sales of the
assets of mining and manufacturing industrics and tourism to big foreign
investors.

In 1998 completely or partially are privatized around 1 495 enterprises as
the contracted payments amount to $1 029 min. and the cash revenues are
$638 min.

IMF assesses 1999 as the most successful vear for the privatization in the
history of Bulgaria. A breaking number of transactions is completed — 1 225.
By the end of 1999 the share of the long-term fixed assets is by 19 % higher
than in 1998 when they are at the level of 30 %. The total value of the priva-
tized assets without the infrastructure amounts to 78 %. The biggest transac-
tion are in the industrial sector that include the sale of the oil refinery
Nefiochim, steelworks giant Kremikovtzi. the chemical fertilizers factory
Agropolichim and the national carrier Balkan. In the financial sector is com-
pleted the sale of “Expressbank”.

In 2000 Bulbank was privatised and the privatization of Biochim bank is
expected. In the cash privatization the largest revenues are expected from the
deal of the Bulgarian Telecommunication Company and Bulgartabak Holding
Group. As a result of the on-going restructuring and liquidation of enterprises
in the state sector a substantial part of the labour force continues to be engaged
in industries and services with low or negative level of profitability and with
an uncertain future. The official level of the unemployment reached in 2000 is
18.1 % of the active population that constitutes a growth by 37.3 % compared
to the same period of 1999.
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3.1.3. Liquidation

The liquidation is applied as an instrument of the restructuring of the state-
owned enterprises in cases when they are loss-making or because of lack of
buyers they fail to be privatized. Until 1999 the state put under liquidation pro-
cedure mainly small size enterproses because their close-down did not have
direct social impact. But by the middle of 1999 eleven big companies from the
list for isolation with total assets of around $126 min. were declared in liqui-
dation.

The monitoring of the enterprises from the list for isolation and their
declaring in liquidation in case of an increase of their losses is one of the meas-
ures agreed with the IMF. During the last screening of the 3-years Agreement
with the IMF in March 2000 this was d as successfully com-
pleted.

1t is worth mentioning that the liquidation and monitoring by the state bears
some contradictory impact. Instead of contributing to the overcoming of the
negative tendencies in the state sector it brought to aggravating the situation.
The mining company Gorubso is quite exemplary in this regard. By decision
of the government dated April 1999 the debts amounting to 21 min. levas of
the six enterprises were discarded in an effort to increase their attractiveness
for sale. Opposite to the positive expectations the enterprises of the company
continued to incur losses of about 10.5 min. levas. The branches in the towns
of Kardjali and Luki that were in a liquidation procedure were successfully
sold out. The branch in the town of Madan is facing difficulties in the transac-
tion process while the branches Gorubso-Zlatograd and Gorubso-Rudozem are
still incurring losses and it is envisaged to privatize only certain profitable seg-
ments.

This drives to the conclusion that if the single company Gorubso was not
divided in separate enterpises but privatized as a functioning enterprise then
the state might not have incurred additional losses stemming from the privati-
zation. It comes to confirm the fact that some of the enterprises were closed
without any attempts to scll them out.

By the end of 1999 the Liquidation Department of the Ministry of Industry
(at present Ministry of Economy) is controlling 152 enterprises with total
assets amounting to 161 min. levas. 74 of the enterprises are privatized at the
amount of 15.5 min. levas and 40 of them are deleted from the Commercial

Register.
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According to the agreements reached with the IMF measures are taken to
strengthen the financial discipline in the remaining part of the state-owned
enterprises. The enterprises are obliged to present individual plans for finan-
cial rehabilitation in order to receive state subsidies during the transitional
period. These plans should contain solutions for covering the losses and com-
mencing a profitable business without subsidies by the year 2002. In addition
to these measures the government has elaborated a list of 154 enterprises that
will be financially monitored thus preventing the accumulation of new debts.
It is expected in the near future the emergence of new obstacles in complying
with the plans for financial rehabilitation of the companies.

3.1.4. Foreign Investments

The foreign investments are crucial for Bulgaria not only because of the
direct impact of the foreign capital and business practices on the restructuring
and the institutional changes, but also because of their important role in solv-
ing the problems of the balance of payments and in ensuring the midterm eco-
nomic stability and growth.

The current macro-political situation in Bulgaria and the pace of restruc-
turing will lead to reduction of the internal consumption in the nearest 2 - 3
vears. The growth indicators will much depend on the increase of the expornt
potential and the attraction of foreign investments to ease the tension in the
balance of payments and the deficit in the trade ballance that reached in 1998
the amount of $381 min and in 1999 - $998 min. According to the provision-
al data of the IMF the trade balance in the period 2001 ~ 2004 will fluctuate in
the margin of $800 — 900 min. while the running accounts for the same period
will be around $300 — 400 min.

The privatization is the main source of generating foreign investments and
the attraction of foreign investments will continue to be a real challenge for
Bulgaria. The increase of the level of the direct foreign investments is a prior-
ity objective for the government considering their low level from the start of
the transitional period. The macroeconomic stabilization is regarded as a
favourable factor for an attraction of foreign investments and the figures for
1999 indicate an increase in the investments compared to the previous year
despite the fact the privatization of the Buigarian Communication Company
was postponed and the expected revenues and investments are lower than the
envisaged for 1999. According to the Agency of Foreign Investments the total

of the direct investments i.e. revenues and reinvestments by companies with a
predominant foreign participation, amount to $2 540 min. for 1992 — 1998
period. The portfolio investments are around $50 min. They are considered as
direct investments when more than 10 % of the company’s shares are obtained.
The investments in shares in 1999 are less by 10 % compared to the levels in
1998. The increase of the foreign investments is mainly due to the increase of
the liabilities of the Bulgarian companies towards their foreign owners. The
repatriated net profit by foreign owners in 1999 amounts to $70 min.

Table 3.2. Foreign Investments

Year 1992 1993 1994 1995 1996 1997 1998 1999
Annual level 344 1024 2109 162.6 256.4 636.2 537 600

inUS
Aggregated 34.4 136.8 3477 5103 766.7 14029 | 1939.9 | 2539.9
amount in US
Index, 100 398 1010 1483 2228 4978 5639 7383
1992=100

Source: Agency for Foreign Investments, OECD, IMF

Germany ($315 min.) and Belgiumn ($282 min.) are securing one third of
the total foreign investments. Almost half of the investments are in the indus-
trial sector. 27 % are in the trade sector. and the rest are in the finance and
tourism. The agriculture registers the lowest level of the foreign investments
with only 0.2 %. The main specialization of Bulgaria in the framework of
COMECOM was in the production of CD-ROMs, microelectronics and elec-
tnical devices for the defence industry. Until now the high-tech sector failed to
attract substantial interest on behalf of the foreign investors.

The labour force quality in Bulgaria is considered to be a possible compa-
rable advantage but at this stage the green investments are rather small. It is
necessary fo apply additional efforts to convince the foreign investors to com-
mence more projects involving green investments. Otherwise, the level of the
direct foreign investments might be reduced after the privatization of the most
attractive companies. The estimations of the IMF for 2001 — 2004 do not
exclude such a tendency.

Bulgaria is among the first CEE countries concerning favourable legal
framework for foreign investors ensuing from the Law on Joint Companies
(1980) permitting direct foreign investments in the country. The state-regulat-
cd prices and the limited trade regime combined with a state monopoly over
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the foreign trade during this period restricted to a large extent the activities of
foreign companies. By 1989 there are 39 joint companies in Bulgaria that are
functioning mainly in the area of machine-building and electronics.

Bulgaria is among the first countries to adopt a legal framework for the
attraction of foreign investments at the start of the transitional period. The Law
on Foreign Investments, adopted in 1991, is one of the most liberal in the
region. It grants foreign investors national treatment. the possibility to obtain
100 % of the ownership, it imposes low entry barrier thresholds and relative-
ly simplified registration procedure. In addition. the law provides for unlimit-
ed opportunities for repatriation of profits and an opportunity for tax holidays
for investments in priority areas. Subsequently. the preferential tax treatment
for foreigners were abolished in favour of providing equal opportunitics and
stable environment for both local and foreign investors.

The legal framework of the foreign investments was complemented by the
Law on Privatization that gives equal access of foreign investors to the enter-
pises called for privatization. At last, the Law on Concessions adopted in 1995
aimed at encouraging foreign green investments and investments in infra-
structure. In 1995 the Agency for Foreign Investments was established. never-
theless the Ievel of the foreign investments is very unsatisfactory compared to
the adequate legal and administrative arrangements and commitiments.

According to the assessment of the OECD Bulgana continues to lag sub-
stantially behind the Visegrad 4 regarding the total foreign investments per
capita. For the period 1989 — 1997 they are as follows: in the Czech Republic
— 823; in Hungary — 1667, in Poland - 321 and in Slovakia - 227. Bulgaria is
at the level of 147 that closely relates to Albania — 148 and Rumania — 149.

EBRD has become one of the biggest investor in Bulgaria by means of
establishing of several investments funds in the country and the region. One of
them is the Black Sea Fund established in cooperation with International
Financial Corporation of the World Bank in August 1998. EBRD contributes
30 %, IFC — 16 % and the rest of the capitals is shared between sveral Greek
and US private companies and pension funds. The main objectives of the fund
is to secure shared financing for projects in the Black Sea area. Since 1992
EBRD has approved 28 projects in Bulgaria, 22 of them are in the private sec-
tor. The total amount of investments accounts to 341 min. EURO. According
to the strategy of the Black Sea Fund the food-processing, textile industry,
cloth production, new technologies, comstruction and packaging materials
should be regarded as most promising sectors for foreign investors.
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The Euromerchant fund was established in Bulgaria in 1994 by the EBRD
and the IFC to promote investments on the Balkans. Until now the fund has
invested in 6 projects in Bulgaria including the tailoring and textile industry,
the Goody’s restaurants, aluminum window frames and foodstuffs packagir;g
(Chipita chips). In 1997 the EBRD jointly with the Phare programme estab-
lished a post-privatization fund with an initial 3-years period of functioning.
The main objectives of the strategy of this fund is to participate on an equal
footage with other share-holders in the management of the privatized compa-
nies. to stabilize them and to be engaged in its successful sale.

The most frequently mentioned reasons for the Jow share of the foreign
investments are considered to be the lack of transparency in the business rela-
tions. the corruption. the inefficicnt administration, the bureaucracy, the polit-
ical instability of the region, the inconsistent and contradictory changes in the
legal framework, the customs regime. the unfair competition. the trade smug-
gling and others.

The foreign investors have a negative attitude towards the investment cli-
mate in Bulgaria regarded to be one of the most complicated in Europe. The
most frequent complaints are related to the privatization considering the lack
of transparency of the rules, procedures. laws, the commitments of the gov-
emment and various bureaucratic obstacles accompanying the investment
process. The investors often complain against the discretionary decisions of
some of the competent authorities that unilaterally amend or cancel the agreed
terms with foreign partners.

According to the IMF data. included in its report on Bulgaria published on
April 19 2000. the business environment in Bulgaria has been evaluated on the
basis of four factors:

1) Safety of property and contractual rights. The percentage of uncertainty
of these rights is considered to be around 40 % in Bulgaria, 20 % in Estonia,
22 % in Poland and Slovenia and 25 % in Hungary;

2) “Soft” budget restrictions calculated as a share of the companies with
unpaid taxes. In Bulgaria they are about 20 %, while in Estonia they are 10
%. in Hungary about 15 %. in Poland - 25 % and in Slovenia - 30 %.

3) Investment climate accoring to an ascending scale ~ the lowest 1 (no
obstacles). the highest 4 (enormous obstacles). Bulgaria is placed just below 3,
while Estonia, Hungary. Poland and Slovenia are at 2.

4) Corruption index according to a descending scale — from 10 (extremely
free) to 1 (very corrupted). Slovenia has the “purest” business environment
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with a grade of 6, followed by Estonia and Hungary — between 5 and 6. In the
group of the candidate countries Bulgaria together with Rumania shares the
last place with a grade between 3 and 4. The most corrupted country is con-
sidered to be Azerbaijan with a grade of 2.

Other factors of geographic, demographic and cultural nature exert influ-
ence on the foreign investments as well. Bulgaria has a small and weak domes-
tic market that is culturally and geographically further removed from most of
the European states in comparison with the other competing economies in
transition. The foreign investments are also discouraged by the scarcity of nat-
ural resources, relatively outdated infrastructure and underdeveloped commu-
nications. Since 1991 a number of foreign companies have expressed an inter-
est in the Bulgarian telecommunications. Because of the impediments of the
constantly altering rules and conditions during the last 9 years the investment
climate in the sector almost came to a standstill.

The high and unstable rate of the taxes are also considered to be an obsta-
cle for the foreign investments as well. The forcign investors like their
Bulgarian partners are also facing the problem of fluctuating tax laws. rules.
ordinances and practices. In the current tax environment the success of the
business is associated mainly with an evasion of the tax legislation or of estab-
lishing close relations with “appropriate” civil scrvants. This constitutes an
element of the overall process of avoiding tax and customs duties.

Taking into account the above-mentioned problems as well as the difficult
overall situation in Bulgaria, it is understandable that many foreign investors
prefer not to invest in Bulgaria.

3.1.5. Industrial Policy of the EU and Bulgaria

The EU defines the industrial policy as a policy aimed at encouraging the
industrial development on the basis of the global competitiveness which is a
leading factor in generating employment and growth.

The industrial policy of Bulgaria is developed on the basis of Article 130
of the Treaty on European Union that stipulates the creation of conditions for
the production of competitive industrial goods. Measures are consistently
applied in this direction, such as:

~ White book on “ Growth, Competitiveness and Employment”;

— Resolution of the Council of Ministers of October 10, 1994 for the adop-
tion of an integrated programme for a support of the small and medium enter-
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prises and craftsmen sector;

- Resolution of the Council of Ministers of November 21, 1994 concern-
ing the promotion of the innovation policy in the Community as a prerequisite
for a sustainable economic growth and for the creation of new jobs.

~ Resolution of the Council of Ministers 96/413 which consists of an
Action Programme for the increasement of the competitiveness of the
European industry.

The European Union underlines that the industrial production and the serv-
ices complemented each other due to which the competitiveness of the indus-
trial sector is an irreplaceable factor with a view of the full use of the possi-
bilities for a creation of jobs in the services sector. At the same time the
Internal Market in the energy sector and telecommunications has to be com-
pleted with a view of the rapid strenghtening of the competitiveness in this sec-
tor and in the industrial sector. The competitiveness of the European industry
is linked to the economic and social cohesion and the link is bilateral. On the
one hand. the industry contributes to the economic and social cohesion and on
the other. the cohesion provides to the industry a wider commercial and geo-
graphic framework.

The accelerated industrial progress. the increasing market globalization,
the intensification of the international competition and the increasing role of
the environment protection demand greater efforts and attention to the require-
ments of the markets from the point of view of the research policy and the
establishment of an information society. The EU puts its priorities on avoiding
distortions in the competition, on the opening of the Community market and
the development of the human resources through vocational training. The lat-
ter constitutes a vital aspect of the structural adjustment and are factors for the
increasement of the competitiveness. A strategic role is assigned to the invest-
ments as a mean for the strengthening of the industrial cooperation.

With the opening of the accession negotiations at the European Council in
Helsinki Bulgaria has to demonstrate that the industrial policy carried by it
responds to the basic guidelines for the development of the EU policy in this
sector, The following table compares the objectives in the field of industrial
policy laid out in the EU Programme in the area of an industrial policy and the
National Plan of Bulgaria for Regional Development.
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Table 3.3. Objectives of the Industrial policy

Objectives in the EU Action Programme

Objectives in the National Plan of
Bulgaria for Regional Development

1) Modemization of the industrial role

of the state authorities with the view of

eliminating the useless legal and
AU

1) Efficient utilisation of the local and
regional resources for stabilization and
enhancement of the socio-economic

admini posed on the
enterprises, especially the small and
dinme

devel of the regions and the
country as a whole;

2) Ensuring healthy competition, both
internal and extemnal for the EU;

2) Encouraging the revelation and use of
the potential and the comparative
advantages of specific regions and with
a view of an increasement of their
investment attractiveness and
interregional and intemational
competitiveness:

3) Strenghtening of the industrial
cooperation

3) Accelerated building and
reconstruction of supplementary
hnical infi with a

8
and local significance.

4) Encouraging the intangible
competition factors

4) Opening of the national cconomic
area through implementation of trans-
border cooperation programmes and
through the establishment and
development of trans-border

5) Ensuning conditions for altemative

employment mainly in the regions with

declining industries and undeveloped

rural areas to prevent and discontinue
RINg CTises;

6) Gradual improvement of the quality
of life

The comparison proves that Bulgaria needs to solve basic issues of the
social-economic development and market economy due to which the industri-
al policy will be one of the most sensitive sectors during the accession negoti-

ations.

3.1.6. Concl and Rec d

The macro-economic forecast for 2000 of the European Commission is that
the stable tendencies of the past two years will continue. The GDP is expect-
ed to increase in 2001 by 4.5 % and in 2001 by 4.9 %. The increase of the
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export will be the main generator for the increase of the industrial production.
The deficit of the current account will be reduced to 4 % of the GDP as the
expectations are that negative trade balance to be partially compensated by
revenues from the services sector.

The devaluation of the real currency rate might be achieved only through
deflation in case a substantial future deficit in the balance of payments and the
fixed currency rate are still preserved. In this case some prices and nominal
salaries will not decreasc and may cause potential problems. The balance of
payments can be corrected also by other way - through the reduction of the
import and recesion. At the same time considering the current difficult envi-
ronment for an attraction of foreign investments the current account turns to
be more important restrictive factor for the economic activities in Bulgaria.

The direct foreign investments are expected to increase also as a result of
the privatization process. Additional efforts are needed for an attraction of
green” investments. They might become the only source for generating direct
foreign investments if the forecasts for the completion of the privatization by
2002 prove to be correct.

The budget deficit for 2000 is expected to be slightly higher than in 1999
but still will remain quite balanced. The price increase will lead to an annual
inflation of 8 % as the unemployment rate will remain high because of the
ongoing restructuring of the state-owned and the services sectors.

Recommendations

1. Elaboration of a midterm programme for economic growth, inseparable
part of which to be a programme for the restructuring of the industry;

2. Elaboration of a stable legal framework;

3. Substantial reduction of the licenses and permissions;

4. Improvement of the tax policy encouraging the small and medium busi-
ness:

5. Reduction of bureaucracy;

6. The enhancement of the tax and customs control.

7. Ensuring greater transparency of the privatization process including
through civil control;

8. Substantial improvement of the transport, energy, communication etc.
infrastructure.
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3.2. Competitiveness of the Bulgarian Economy
Mariana Tuhchieva

3.2.1. Criteria, Priorities, Perspectives

The coordination of the production in the framework of the central-plan-
ning economies resulted in a typical high concentration of different types of
industries. In Bulgaria this anti-competitive heritage was very strong. With the
exception ¢f the former Soviet Union, Bulgaria witnessed a higher level of
growth of the industrial enterprises than the average for the rest of the social-
ist countries. Throughout the first years of the transition the problems with the
high industrial concentration were aggravated by the delay in privatization and
the concentration of the economic activities in a small number of business
groups. The transfer pricing, the evasion of taxes, the close relationship
between the state and private enterprises, banks and state authorities impeded
the competition, the efficiency and equal start opportunitics.

A number of distortions associated with the transitional period complicate
the overall of the competitiveness of the Bulgarian industry.

Until 1997 the economic growth of Bulgaria is due mainly to the export
form the state sector. At the same time the relation between the export and the
profitability of the companies is rather insignificant. It means that in fact the
most successful exporters were loss-making enterprises in the economic sense
and they managed to keep up performance due to special trade credits, encrgy
subsidies and accumulation of intra—cc ies dues. On the other hand. the
registered by the basic exporters high profits were frequently inflated by price
subsidies on raw material and energy.

Another important factor influencing the competitiveness of the Bulgarian
industry till 1997 was the high level of macro-economic instability and the cor-
responding low level of credibility in the national currency. The strongly
inflated Bulgarian currency brought to some trade advantages in the short term
but proved to be an unstable factor for the economic recovery. The financial
crises in 1996 reduced the access of the producers to trade credits and encrgy
subsidies which reflected on their liquidity. On their side the problems of lig-
uidity restricted the spectrum of strategics applied on micro level aiming for
an improvement of the competitiveness through large fixed investments.

In a period of transition the evaluation of the aggregated sittuation of the
enterprises is normally very difficult. The restructuring of the sectors might

96

provoke a temporary decline in production and lower efficiency. The invest-
ments and the new technologies require time before they commence to gener-
ate improvements. Moreover, the different models of trade specialization tend
to demonstrate high level of dependence on certain stereotypes. In the initial
years of the reforms it is rather difficult for a cenain country to gain a new role
in the international division of the trade flows.

The dismantling of the COMECOM market caused a deep shift in the trade
model of Bulgaria. The country lost its export share in goods with high value
added such as electronics and machine-building. Nevertheless, the models of
specialization were not significantly altered during the next years. Bulgaria
failed to be flexible in the creation of initiatives which to promote corporate
restructuring and economic effectiveness. As a result the export continues to
be dominated by the traditional and extensive raw materials sectors. The low
level of processed goods in the Bulgarian expont is one of the indicators for the
slow pacc of the economy restructuring.

Bulgaria continues to be specialized in labour-consuming sectors such as
shoe-making and tailoring business which is a direct result from the abundance
of cheap labour force and in some capital-intensive industries such as non-fer-
rous metal. steel and iron, fertilizers that used to be developed with priority in
the past. The mining sector is characterised with the highest average level of
efficiency in the national economy. In 1997 the ferrous and non-ferrous sectors
witnessed the highest indicator of revealed comparative advantages and con-
tributed by one fifth to the total export. Energy products - oil, gas and coal,
dominate the import. The first vears of the transition are marked by a decrease
in the competitiveness of the Bulgarian agriculture. Comparatively advanta-
geous is the tobacco sector. Regardless of that the sector has to cope with the
reorientation of the demand on the traditional for Bulgaria markets.

Bulgania is lagging behind the rest of the economies in transition in the
technology-intensive industrics. While in the first years of the transition
Bulgaria had comparative advantages in the specialized supplies (industrial
machines and equipment) and high-tech goods. till 1998 they were complete-
ly lost. At present Bulgaria is characterised by out-dated technologies and lack
of sufficient financial resources for their modemization.

Bulgaria has a limited success in attracting European companies that look
for a reduction of the expenditures for labour force through transferring of
their operations abroad. They are the so called assembling productions in
which the foreign company supplies its subcontractors with raw materials,
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parts and components, which processed or assembled them and afterwards the
ready production is re-exported. In the beginning of the 90-ies such kind of
production plays a major role in the Bulgarian export. It is mostly developed
in textile and tailoring since there are preferential trade quotas in the EU. At
present Bulgaria is lagging behind in this kind of production not only from
Rumania but also from the rest of the countries from Central and Eastern
Europe which are characterised with much higher expenditures for labour
force.

An additional evidence for the specific difficulties of Bulgaria during the
transition is the low level of the introduction of the standardization in the
Bulgarian companies which has a direct impact on the quality of the produc-
tion and the competitiveness of the Bulgarian goods abroad. According to the
ISO statistics by the end of 1996 only 14 companies in Bulgaria have reccived
license ISO 9000. As a comparison in Hungary they are 423. in Poland — 260.
in Czech Republic ~ 366. in Slovakia — 135, in Rumania - 61.

1SO 9000 comprises standards and guidelines related to the systems of
quality management, additional standards for terminology and specific instru-
ments, for example: the process of verification whether the management sys-
tem is in compliance with the standard. “Quality management” means what the
company has to accomplish in order to ensure the compliance of its product
with the requirements of the client regardless of the fact that 1SO 9000 is not
a standard for goods.

The 1SO 9000 standard is becoming more important for the producers and
exporters since it is indicative for the foreign customers and potential investors
whether the offered goods and services correspond to the strict requirements
for quality imposed by the developed countrics. Non-compliance with this
standard definitely condemns the companies to an unfavourable position since
this reaffirms the doubts of a poor quality that is associated with the products
of economies in transition.

The high level of education and qualification of the human resources in
Bulgaria combined with a level of the salaries lower than the average for
Eastern Europe may be considered as one of the potential prerequisites of com-
petitiveness that can be favourable for the fixed investments. Taking into
account the complicated state of the economy and the financial markets, the
attraction of substantial foreign capital may be achieved through improve-
ments of the investment climate. The human resources and strengthening of
the investment environment may become one of the best chances for stable and
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positive tendencies in increasing the competitiveness in Bulgaria in the near
future.

The improvement of the competitiveness of the service sector in Bulgaria
may be based on several conclusions deriving from the international practices.
They show that the right combination between the alternation in ownership,
liberalization of the market and a better regulation might generate greater effi-
ciency and positive influence on the wellfare. The policy in this area should be
based on a limited in number but crucial principles, such as: 1) separation of
the monopoly elements from the potentially competitive in the sector, 2)
enhancing the transparency and reliability in the economic relations through
changes in the character of the regulation and intervention; 3) ensuring that the
decisions taken are consistent and timely for all branches thus minimizing the
risk of a regulatory arbitrage: 4) introducing a clear system of arbitrage of the
disputes between regulators and contractors. The solution of these problems
and especially the existence of an adequate market structure are of particular
importance for the economy. A delicate balance should be established between
the weak market institutions. the necessity to lessen in such circumstances the
burden from the regulatory agencies and the improved efficiency to encourage
the competitiveness of the branches.

3.2.2. Conclusions and Recommendations

Until 1997 the competitiveness of the exporting companies is due to the
encrgy subsidies, the casy access to credits from commercial banks used for
financing of possible losses and the unpaid dues to the state, the raw material
suppliers ctc.

The restructuring of the production in order to achieve competitiveness
requires substantial investments in an unpredictable and unstable environment.
According to the foreign imvestors one of the comparative advantages of
Bulgania is the labour force that is considered to be well qualified, motivated
and relatively unexpensive compared to the rest of the CEE economies.
Another advantage of Bilgaria is the relatively easy access (0 its domestic mar-
ket and its favourable geographic location bridging Europe and Asia.

The ongoing restructuring of the economy will bring to a reduction of the
production and the consumption in the nearest 2 — 3 years which will reflect
on the pace of the growth of the GDP and it will stay relatively limited.

The strengthening of the competitiveness will require:
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1) the improvement of the overall business climate including the imple-
mentation of the recommendations mentioned in 3.1.6.

2) Establishment and implementation of programmes for priority develop-
ment of high-tech and infrastructural sectors.

3) Substantial investments in science and research programmes and higher
education.

3.3. Business Environment and SME Policy.
Viadimir Paviov

The development of small and medium enterprises is a prerequisite for a
sustainable economic growth. It bears economic and social aspects. The SME
in the developed countries are the main generators of economic growth and
contribute to the creation of new job opportunities. They play an extremely
positive role in combating unemployment.

3.3.1. The SME in EU

The SME in the EU countries play a substantial economic and social role.
They face a number of specific problems which in the 90-ies arc increasingly
debated and solved on an all-European level - in the EC and other EU institu-
tions. Two Action programmes, an Integrated SME programme and financial
schemes for support under the Structural funds and the European Investment
Bank are among the arrangements that have to coop with the issue . The ex-
Commissioner for SME Christos Papoutis underlines that the SME are the
backbone of the European economy.

The debate whether the enlargement of free trade and the establishment of
a single market facilitates or impedes the development of SME continues to
unfold. On one side the opening of the EU countries markets enables the inter-
nationalization of the SME and permits to go beyond the national markets. On
the other, the creation of new EU regulations is an expensive endeavour espe-
cially for the SME which leads to an increasing number of cases where differ-
ent rules are applied to large and small companies.

The extension of the common policy of the EU countries in various areas
— finance, trade, transport, agriculture, competition and others influences the
development of the SME especially through financing different projects. The
last years witnessed the elaboration of a common policy in the area of the
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SME.

At present there are over 16 min. companies in the EU, 99 % of them are
regarded as small and medium. The manpower in the EU accounts for 80min.,
70 % of them are engaged in the SME sector. 70 % of the turn-over in the EU
belongs to the SME. The standard EU company comprises of 9 people per-
sonnel. More that a half the EU companies have only one person. In the EU
the average ratio is 45 companies per 1000 inhabitants. In Germany,
Netherlands and Denmark it is 30 per 1000, in Greece and Portugal - 60 per
1000. The differences are reflection of the varving average size of a company
— in the Mediterranean countries — 4 persons in a company, in Northern Europe
- 9 people.

The middle of the 80-ies witness a more systematic approach towards the
SME issue. A special task force on SME was established in 1986 with the
main objective to harmonize the SME policies on a national level and in the
framework of the EU.

By the end of the 80-ies EU demonstrates a better understanding of the
necessity to extend the joint activities on the SME since they accelerate the
economic growth, combat unemployment and contribute to the development
of a civil society. The swift development of the new technologies more clear-
Iv defines their fundamental role in the innovation process. This brings on the
agenda the issue of the necessity of an initial support of the SME.

In 1989 a EU Council resolution stipulates the crucial importance of the
measures taken to support the SME on a national and European level.

The budget of the 1993 - 1996 Action SME Programme accounts for 112
min. ECU and it is included in the Integrated SME programme, adopted in
1994. The total financial package to support the SME amounts to more than 2
bin. ECU in 1994 - 1996.

The White Book of the EU stipulates in 1993 that the success of the SME
is detrimental for the economic growth of the EU countries.

In 1993 the EU Courcil resolution underlines the necessity of specific
measures by the EC to enhance the SME in the following areas:

- promotion of favourable for the SME environment;

- acceleration of business information exchange:

—~ promotion of investment support by the Furopean financial institutions
for the SME.

There is a necessity of additional measures such as:

— Establishment of a common business environment supporting the SME;
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— Support of the financial institutions in the transfer of the European
financing to the SME;

- Dismantling the barriers to cooperation between the SME;

~ Promotion of he participation of the SME in public tenders;

- Simplification of the administrative procedures for the SME;

- Conducting regular consultations on the SME issues on a national level;

~ Supporting the education and training of the SME entreprencurs.

The issues of the SME were at the heart of the EU Summit meeting in
Corfu in 1994. The Summit took a decision to allocate additional 1 bin. ECU
on an initiative to support the adaptation of the SME to the requirements of the
Single market and to facilitate credits by the EIB to small companies provid-
ing new job opportunitites.

The EU applies great efforts in its legislative framework to streamline the
activities of the SME — harmonization of national legisiation in different
aspects, protection of consumers, social welfare, protection of the environ-
ment, regional development. competition etc.

Additional are impl d such as: simplification of adminis-
trative services. assistance in transfers of the business from one owner 10
another, target promotion of craftsmen, cooperative and individual entrepre-
neurs, securing timely payment of services and goods, support of the SME par-
ticipation in public tenders etc.

The specifics of the programmes for support of the SME growth at a
national and European level consist in creating conditions (no direct financial
support) such as information, advice, partnership ctc., aimed at promoting and
enhancing SME activities.

The EU establishes a wide framework for financing the SME - to promote
economic growth, research, constant education, investments in other countries.
The Structural funds of the EU facilitate the development of various regions in
Europe. A separate fund supports the infrastructure of less developed countries
- Greece, Ireland, Spain, Portugal. The EIB and the European Investment
Fund play an increasing role in securing preferential credits for the SME. The
initial start of small companies is supported by specially designed funds. The
results are very encouraging — in 5 years the SME sector has contributed with
10 thousand new patents and has produced 5 thousand new articles in the EU.

The SME sector has a dominant role in the EU cconomy. It has a leading
role in creating new jobs and a substantial contribution in the development of
new technologies and fostering the economic growth. The SME sector bears
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strategic impornance and it will enjoy a special treatment in the beginning of
the new century. The new admitted countries are envisaged to benefit from the
SME programmes of the EU.

The Maastricht Treaty underlines the importance of the SME and the
necessity of intensifying the activities and the programmes for their support
and promotion. The common EU policy have an increasing influence on the
SME activities through ensuring a comprehensive and substantial financial
suppont. especially in less developed regions. The EU SME business is
expanding on an international scale and gradually encompasses the European
continent.

At present the main objective of the EU member states policy towards the
SME is 1o ensure competitiveness through:

- Common economic policy — aimed at creating favorable business cli-
mate. This policy is focused on deregulation, limitation of the administrative
barriers. achieving flexibility and regulation of the labour market. reduction of
social insurances and taxes. amelioration of the financial environment,
improvement of the infrastructure etc.

- Specific economic policy - aimed at supporting the SME to overcome
the economic growth barriers. This is a complementary policy to the common
policy. It is achieved through different types of financial support, granting of
free consultancy and information services etc. The specific policy has an
objective to promote newly established enterprises, scientific and research
activitics. strengthening of management skills, market innovation, supporting
the access to external financing etc.

The debate and experience of the EU countries clearly outline the main
issues of the policy concerning the SME:

~ Reduction and discarding of the administrative barriers of the develop-
ment of the SME:

— Ensuring easy access to new technologies:

— Increasing the funding and the risk capitals to commence SME activities,
especially those related to microcompanies;

— Extending the investment opportunities:

— Promoting the small companies export;

- Establishing the adequate SME legislative framework.

All those measures have an extremely valuable effect on the structural
reform of the Bulgarian economy and the efforts for Furopean integration.
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3.3.2. Development of Small and Medium Enterprises in Bulgaria

The latest research in Bulgaria proves that 98.8 % of all companies are
considered to be small and medium in size. Microfirms (less than 10 employ-
ee) represent 94 %. SME in Buigaria engage 45 % of the labour force. SME
sector is predominant in the hotel business, food-catering and trade. The SME
sector contributes for 25 ~ 26 % to the total value added (up to 35 - 36 % con-
sidering the shadow economy).

At present the share of the SME sector in the export of Bulgaria is below
20 % and in the import around 30 % of the total. The number of high-tech
companies is below 0.5 % of the total. The information technologies are still
underdeveloped in the Bulgarian SME sector. Around 40 % of the small and
medium enterprises lack the necessary information about the opportunities of
the EU integration. Only 15 % have applied efforts to enter the EU market.

In recent years a progress was achieved in the institutional support of the
SME sector in Bulgaria. An Agency for SME was created. A Promotion Bank
for financial support of these enterprises was established. The implementation
of the National Strategy for support of the development commenced. The
National Assembly adopted a Law on SME. Some of the registration and
licensing regimes were canceled.

The 1999 Law on SME provides grounds for the state policy in this regard.
The implementation of the Law however caused no significant positive effect
until now. A number of laws and other secondary lcgislation have to be
amended to facilitate the development of the SME.

The National strategy for promotion of thc SME elaborated in the end of
1998 identified specific measures to improve the SME environment. A special
Working plan was elaborated to achieve the goals of the Strategy. The short
and medium-term initiatives are implemented in compliance with action plan.

The SME Agency is established in 1997 as a structure within the Ministry
of Industry and since the end of 1999 the Agency is directly subordinated to
the Council of Ministers. It already conducts some activities for the devclop-
ment of SME but still its role of a national coordinator has to be further
strengthened.

Within the Agency exists a Consultative Council as a governmental and
public authority which according to the Law has to play a more active role than

at present.

The Agency prepared a Draft Plan for the development of the SME sector
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as an element of the National Plan for Economic Development in the time-
frame 2000 — 2006. A number of measures for promotion of SME develop-
ment are envisaged in view of the pre-accession strategy and the participation
in the Structural funds:

- expanding the potential of the existing information centers and creation
of new regional centers for supporting SME through facilitating the informa-
tion networking with global commercial and other systems;

— establishing a network of specialized incubators dependant on the com-
petence and the services in view of developing high-tech innovative SME
based on its own achievements and intellectual property rights:

- establishing permanently functioning centers for education of SME man-
agers and entrepreneurs and professional vocation of unemployed to encour-
age their initiative to start own business.

The business environment in Bulgaria is casily assessed through identifi-
cation of the problems in front of SME.

The most substantial problemns are closely linked with the insufficiency of
financial resources at the start of the business and as well at a later stage when
an additional support is required to finance the main activities and to invest in
raising company 's competitivencss. The lack of financing for SME activities
is due to the specifics of the capital sources. The main source for financing for
SME in the last 10 years were the individual savings of smail entreprencurs
and loans from rclatives and friends. Less than 10 % of the firms have an
access to banking credits. This is due the traditional caution of the commercial
banks to small enterpriscs and the reduction of their credit potential after the
banking crises in 1996. However despite of the severe shortage of financing
only a small number of companies is applying for credits. The demand for
credits is limited by the complicated bank conditions (on guarantees, deadlines
ctc.) which are considered heavy and the credit price calculated on the basis of
the level of interest which for Bulgaria is rather high.

Two other problems related to the start of business are the unstable and
unreliable legislative framework and the heavy bureaucracy. The problem of
burcaucracy is related to the numerous permits and licenses that have to be
issued and in most cases they really are necessary and is linked also to the cor-
ruption. The bureaucracy issue is important to the overall economic perform-
ance and is not solely related to the development of SME. The reduction of
bureaucratic formalities improves the economic conditions through reduction
of transaction costs and facilitates the increase of foreign investments.
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Other problems that hamper the develop of the busi lop
are the high tax levels and the absence of a solvent demand.

3.3.3. SME and the Integration of Bulgaria in the EU

One of the main conditions for membership in the EU is the ability to coop
with competitive pressure of the European market. This requires favourable
economic environment. flexible national economy and high quality of the
manpower and infrastructure.

The potential of the Bulgarian SME to achieve economic growth is under-
developed because of the shortages of the market and the obstacles in front of
their functioning and development. SME are facing various challenges and
more than half of them cease to exist in the first five years of their establish-
ment. Their economic, legislative and financial environment is becoming morc
complicated. They do not enjoy easy access to science and research activities
and find themselves in difficulty to apply new innovations. Quite often they
are confronted with management difficulties but only few programmes offer
adequate training. The SME are not enjoying an impeded access to credits and
the entry of markets of goods and services is rather difficult.

The European Agreement. its implications and the perspectives for the
Bulgarian business in the EU are still quite unexplored by the SME. The sharc
of the SME that have taken specific steps to align with requirements of the
entry in the European market is still rather insignificant. In most cases the
efforts are mainly applied to identify intermediaries or partners or establishing
relations with potential customers. At the same time the SME scctor is posi-
tively inclined to the EU integration while the percentage of the SME that lack
the necessary information and are unable to assess the situation is very high.

The trade liberalization with the EU and the increase of the importance of
the non-tariff barriers is a real test for the internationalization of the SME. That
impose new requirements towards the quality, packaging and marketing of
goods. The need for information strategy, marketing programimes and cduca-
tion offered by the state and some NGO’s to improve the companies perform-
ance is constantly growing.

The EU Summit decisions in 1997 in Luxemburg and in 1999 in Helsinki
to open accession negotiations with the CEE candidate countries imposc high
standards conditional to the membership.

The Copenhagen criteria require overall restructuring of the national econ-
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omy, modernization of the infrastructure, introduction of the principles of
transparent competition and active social policy.

Inthe 1999 Regular Report and in the Accession Partnership the EU under-
lined that no major problems are expected in the process of harmonization of
the SME area and that the results whatsoever are encouraging. This chapter is
among the first six chapters submitted for negotiations and is already provi-
sionally closed.

3.3.4. Participation of Bulgaria in the EU programmes
Integrated SME Programme

The Integrated EU programme on SME launched in 1994 aims at estab-
lishing a comprehensive framework of all EU actions to support the SME sec-
tor in the margins of the common policy. The better cooperation in the EU
framework assists achieving greater efficiency and compatibility of the meas-
ures applied by different member-states.

Three are the main directions of the SME policy within the EU: establish-
ment of a favourable economic environment, strengthening of the competi-
tiveness, assistance of the SME efforts to join the world market.

The adapted 1996 Integrated programme includes new initiatives: facilitat-
ing the SME access to the information society, establishment of a Forum for
entrepreneurship and trade, a Forum for craftsmanship and small enterprises.

Third Multiannual SME Programme

The Third Multiannual SME Programme of the European Council adopted
in on 9 December 1996 aims at establishing favourable conditions for
strengthening of the SME. It comprises of specific activities that are not envis-
aged in other EU policies. Among some of the tasks to be cooped with are -
the amelioration of the SME organization and the cooperation between them
which is extremely important for their survival within the Common market,
support for their internationalization and the creation of new job opportunities.

The SME have to enjoy more favourable access to credits and risk capital
and to be supported by system of compensations of losses in casc of failure of
timely commercial transactions. The access to new financing may be improved
through the establishment of specialized financial institutions and through a
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proper stimulation of the capital markets.

Bulgaria joined the Third Multiannual Programme in December 1998. The
SME Agerxy is the national coordinator of the Programme.

The development of the Programme demanded a partial renewal of the net-
work of the European Information Centers and their opening towards the CEE
countries. These new centers are established under the aegis of the EU in 1997.
Today the network comprises of 275 members who disseminate information
and assist the SME in the cities of Sofia. Plovdiv. Rousse. Stara Zagora.
Yanbol. Vratza. Dobritch and Sandanski. They are the main architects of the
creation of a network of Euro-Infocenters in Bulgaria.

Two international events called “Europartnership™ are held annually in the
framework of the Third Multiannual Programme. The objective is to intensify
the economic and trade relations. to attract foreign investors. to stimulate the
production and to strengthen the competitiveness. The programme assists
annually the participation of 84 Bulgarian SME in the “Europartnership”.

The Third Multiannual Programine envisages in 2000 as a main priority the
promotion of cntreprencurship and the improvement of the business climate
This is expected to be achicved through the BEST Action Plan and through an
exchange of best practices in the framework of a coordinated programme.

The second priority aims at ensuring the active panticipation of the associ-
ated to the Programme countries. including the convening of the Fourth able
of bankers to discuss the access of the SME in the candidate countries to prop-
er financing.

The third priority is the development of a common strategy on Europcan
networks, for examplc European Information Centers. which provide informa-
tion. assistance and advice to the SME. Extremely important is the dissemina-
tion of the best experience and results in the arca of craftsmanship. small busi-
ness and microfirms. The implementation of the Action plan of the White
Book on Commerce is expected to encourage additional efforts in this regard.

The measures included in plan 2000 of the Third Multiannual Programme
are aiming at:

- Simplification and improvement of the administrative and legal business
environment .

- Strengthening of the financial climate,

— Internationalization of the SME activities:

- Promotion of the entreprencurship.

108

PHARE Programme

Phare programme is supporting the SME in Bulgaria. Under the institu-
tional building aspect of the Phare programme was conducted a research in
Bulgaria on the implications of the national legislation on the SME and on the
schemes of financing. The business centers in the cities of Vama, Dupnitza,
Sliven, Haskovo and Shoumen enjoved technical assistance. In the framework
of the project was conducted a research on the SME sector.

In 2000 through a new project “Expanding the opportunities for accelerat-
ed growth of the Bulgarian SME” will be granted an institutional support in
the arca of SME policy and legislation. Under construction is the expansion of
the network of the agencies and business centers for regional and economic
development. Further assistance will be granted to the existing agencies and
centers through proliferation of advice. information services and education for
the SME and their participation in international events. The number of bul-
letins. catalogues and other publishing materiats will be increased.

EU Fifth Framework Programme.

The EU Fifth Framework Programme on research, technology and demon-
stration activities include a horizontal programme called * Promotion of inno-
vations and participation of SME". It envisages financing in the framework of
research awards for SME and for CRAFT projects on joint scientific research-
cs. Bulgaria is an active participant in these projects. But still more than half
of the entrepreneurs have no information about the potential of this pro-
gramme.

EU Structural Policy

The EU structural policy directly influences the development of SME in
{hree directions: infrastructure. human resources and investments in the pro-
duction. Around 40 % of the potential of the structural funds is directed to
assist the creation of a dynamic business climate and supporting investment
schemes for the industry and the sector of services especially concerning the
SME. The preparation for the structural funds at the stage of a candidate coun-
try is of a great importance as they are the main vehicles to achieve economic
and social cohesion.
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In view of the enlargement, the EU introduced financial schemes for assist-
ing the process of accession and alignment of the candidate countries to the
standards of the EU member-states. The Phare programme is a source of a con-
stant methodological and technical assistance and is a catalyst of joint actions
between the EIB, EBRD and the World Bank. The EC prepared a package of
directives for management of the pre-accession funds, the “Approximation”
fund, ISPA and SAPARD, for 2000 - 2006. Bulgaria started in 2000 benefit-
ing from the three financial funds - Phare, ISPA and SAPARD.

3.5.5 Recommendations

In view of aligning with tendencies of development of SME the Bulgarian
executive and legislative policy should be based on several principles:

« Constant improvement of the legislative framework and amelioration of
the legislative environment and cancellation of restrictive secondary legisla-
tion;

« Ensuring easy access to credits for existing and new SME by means of
credit guarantees, microcrediting and capital risk funds;

« Substantial simplification of the administrative procedures for entrepre-
peurs including swift and decisive reduction of regulatory and licensing
regimes;

« Constant assistance to ensure better access to new technologies, markets
and investments;

« Support strengthening of the companies capacity and their associations to
better participate in the EU structural funds;

« Applying efforts to raise the competitiveness;

« Informational. consultancy and educational support to respond adequate-
Iy to the new challenges

- Ensuring wider informational background about different international
and European programmes supporting SME,

« Elaboration of special programmes for promotion of entrepreneurship
and self-employment.

To this end constant organizational, administrative, legislative and finan-
cial activities should be carried out by the executive and legislative branch in
cooperation with the NGO's and especially with different business associa-
tions.
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CHAPTER 4. Agriculture

Antoaneta Simova
4.1. Role and Structure of the Bulgarian Agriculture

Bulgaria is considered to be an industrial country though the agriculture
has always played a significant role in its economy. In the 90-ies the share of
the agricultural sector in the GDP varies between 11 and 26%. After the crises
in 1996/97 the agriculture was the only sector in which the value added
increased with about 30% compared to 1996.

The agricultural sector is important not only for its contribution in the GDP
but also for the employment of the labour force (between 19 and 24% in 1991
- 1999), for the export (between 14 and 22 %) and for the food supply and
social security. The revival of the Bulgarian agriculture is considered as one of
the priorities in Programme 2001 of the Bulgarian government.

The structural reform affected deeply all sectors of the economy, but the
agricultural sector suffered most severely. If in 1990 — 1996 the volume of the
national production decreased by 21 %, those in the agricultural sector fell
down by 30 %. There are a few reasons for the substantial reduction of the
agricultural production among which are the following:

~ decrease of the demand on the traditional markets for the Bulgarian agri-
cultural products (the ex-COMECOM countries),

~ the structural reform in the economy and the subsequent reduction in the
domestic consumption and shortage of financial resources for the agriculture
(shortage of capitals, bank credits and possibilities for subsidies);

- irrational, slow and ineffective system of restitution of the land;

~ hesitant and contradictory customs policy resulting in substamlal diver-
sion of the local from the domestic prices aimed at the ensuring of more inex-
pensive foodstuffs for the urban population,

— crises in the processing industry disturbing the normal functioning of the
system producer—end user and disrupting the process production-processing.

In 1997 the tendency to the reduction or stagnation of the agricultural pro-
duction was interrupted: the volume of the production increased with about

20% in comparison with the previous year. The substantial growth of the pro-
duction in that year was due to the increase of the cropped area and the high-
er yields of cereals as a result of the declared by the government high mini-
mum purchase prices. The waiver of this price policy led again to stagnation
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in the following years.
Structure of the Agricultural Production

By the middle of the 90-ies there was a balance between plant-growing and
stock-breeding with a view of their shares in the agricultural production vol-
ume. In 1996 the stock-breeding production accounted for 54 % of the total
production compared to 46 % for the plant-growing. while in 1997 the plant-
growing production already prevailed over the stock-breeding production
(respectively 66 % and 34 %).

The plant-growing production is vulnerable to deep fluctuations. In a situ-
ation of limited financial resources and incomplete structural reform the vields
fluctuate very much depending on the climatic conditions.

The stock-breeding sector was subject to deeper structural changes and
fragmentation in comparison to the plant-growing. The substantial cut in the
stock-breeding products was caused also by the change in the proportion of the
prices between the stock-breeding and the plant-growing product as the pro-
ducers were pressed by the constantly increasing cxpenditures of the raw
materials and the weak purchasing power of the population.

At present the private sector produces more than 90% of the total produc-
tion in the country. The individual farms are specialised in the production of
vegetables. fruits, potatoes. maize and tobacco. while the co-operative farms
produce mainly cereals and sunflower. Almost 99% of cows. miore than 94.5%
of swine. 99 % of sheep and 98 % of poultry arc concentrated in private farms.

Comparison of the Values of Some Indicators for Bulgaria and EU

Table 4.1 shows the values of some important indicators for Bulgaria. the
other associated countrics and the EU. The agricultural land in Bulgaria is
around 55% of the total, which is about 12 points higher than in the EU. but is
slightly less than the average values for the five Central European countries
(CEC). The agricultural sector in Bulgaria creates 11 - 26% of the GDP (inthe
last years the most often values are 12 —13%), while in the EU this value is sig-
nificantly lower — only 2.5 %. This data confirms the conclusion that the agri-
cultural sector plays much greater role in Bulgaria in comparison not only with
the countries EU but also with the majority of the associated countries. In fact.
only the Rumanian agriculturc has a greater contribution to the GDP.
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Table 4.1 The importance of the agriculture in Bulgaria, the other asso-
ciated countries and the EU*

Agr. Agr. Empl i
3 E;
land Product oyed Xr‘:ﬂ::l;res
ion in
Agr.
Min, %o of MinS | %eof | 000 % from %o of family
ha territory GbP the budget
employed
Poland 18.6 59 4648 6.3 3661 25.6 30
Hungary | 6.1 66 2048 | 64 | 32 10.1 31
Czech 4.3 54 0.871 33 271 5.6 32
Slovakia 24 49 0.512 58 178 8.4 38
Slovenia 09 42 0.250 49 90 10.7 28
§ Central 323 58 8349 5.5 4592 221
European i

Countries

Balkan 209 60 5.631 18.0 4231 329

states

Lithuania s 54 0.259 1n 39 224 58
Latvia 2.5 39 0.232 10.6 229 184 45
Estonia 14 31 0.266 10.4 89 82 39
Baltic 74 43 0.757 10.7 ni 194

*The data for Buigaria are for 1993 — 1998, for the rest of the countries —
for 1995. Source - European Agricultural Policy, CEPS, Working Party
Report 1 17; Statistical Survey, 1999 National Statistics Institute, Bulgaria.

The share of the employed in the Bulgarian agriculture is much higher than
the all employed in comparison with the EU (between 19 - 24% for Bulgaria.
compared to only 5.7 % in EU). In this regard Bulgaria ranks among countries
like Poland and Lithuania where the agricultural sector employs substantial
human resources and differs from the majority of the associated countries
(with the exception of Rumania) where the agriculture does not have such an
important role from an employment point of view.

The agriculture is the main means of living in the rural areas in the
Bulgarian villages: 29% are employed in the sector, but in fact around 90% are
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somehow involved in the production of agricultural goods (mainly for self-
sustaining). The percentage of the population employed in agriculture in the
rural areas of the EU countries is nearly the same (27%), but the rest of the
inhabitants of those areas have no direct relations with the agricultural sector.
In spite of the relatively significant role of the Bulgaria agriculture in the
national economy it has low productivity compared with the European stan-
dards. In table 4.2 are indicated the average production output of some basic
agricultural products in the EU, the 10-th associated countries and Bulgaria.

Table 4.2 The level of the average output in Bulgaria, in the associated
countries and the EU*

Agriculture

number of problems which did not exist till 1989 (for example, the incapabil-
ity of so many small farmers in the stock-breeding sector to meet the neces-
sary veterinary and hy gienic requirements). In table 4.3 contains the data about
the size of the of the production structures in Bulgaria and in Poland.

Table 4.3 Size of the individual farms in Bulgaria and in Poland (as %
of the total number of farms)

Size of farms

Grain tha Oleaginous Sugar tha Milk
tha kilo/cow
CEE -10 3.0 15 34
4.9 20 76

* The statistics for Bulgaria are for 1998, for the rest of the countries -
1995.

The production in Bulgaria is around 60% of the average output in the EU
both in plant-growing and stock-breeding. Bulgaria is performing a lite bit
better than Rumania and the Baltic states (whose production is about 40- 50 %
of the EU) in plant-growing, but at the same time Bulgaria lags far behind by
the Central European States (whose production is around 80 - 90 % of the EU).
In the stock-breeding sector the productivity per animal in Bulgaria is slightly
higher than the average values of the associated countries.

Structure of the Agricultural Farms

There are a number of factors in the 90-ies which impeded the develop-
ment of a modern farming in Bulgaria and its alignment with the standards of
the developed countries.

The agricultural sector, like all other sectors of the economy, was deeply
affected by the structural reforms accompanying the transition from a cen-
tralised planned economy to a market economy. The amangements set in place
for the restoration of the ownership led to a substantial fragmentation of the
production capacities in stock-breeding and plant-growing and imposed 2
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More than 10 ha

Total farms

The statistics proves that more than 90 % of the size of the farms in
Bulgaria is less than one (1) ha and more than half of the total farms (51.5%)
are smalicr than 0.2 ha. Only 0.8% of the farms are of medium size from the
point of view of the size of the European farms and only 0.2 % are considered
to be large. At the same time in Poland there is much more proportionate divi-
sion between middle and large farms and the small farms represent only 13.9%
of the total. In case someday the EU direct payments start to be applied to the
newly admitted members, less than 10 % of the farmers existing at present
should use them provided that the structure of the production units remains
almost unchanged.

The distribution of the cultivated land between farms of different sizes is
an indicator applied in the analysis on agriculture. In table 4.4 are shown com-
parative data for this indicator for Bulgaria, Poland and the EU.
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Table 4.4 Distribution of cultivated land between large and small
farms in Bulgaria, Poland and the EU (as % of the all cultivated land).

Size of farms Bulgaria Poland EU
Under 10 ha 33 72 66
More than 10 ha 67 28 34
Total 100 100 100

Considering this indicator Bulgaria differs substantially from the EU which
is not the case with Poland. The major part of the agricultural land — nearly 70
%. is in possession of large farms. They are cither the former co-operative
farms or leascholders in some of the regions of the country.

The statistics shown above prove that the Bulgarian agriculture has quite
more different structure from the European. The family farms which represent
the backbone of the European agriculture in Bulgaria are too small and finan-
cially weak. Their small size is the reason for their ineffectiveness since they
can not do some savings from the size neither in the production nor in the mar-
keting.

The lack of the necessary agricultural machines and the low profitability of
the agricultural activities forces the majority of the landowners to lend their
land (in case there is a demand) or to lend it to the co-operatives on symbolic
prices. The management of these co-operatives as a rule is an ineffective.
There is quite often a collision in interests of the management staff. the co-
operative and the landowners. Therefore, the existing structure of the agricul-
tural farms will be one of the main obstacles for the improvement of the effi-
ciency of the agricultural production thus impeding the preparation of the
agricultural sector for EU membership. In case there are no rapid and positive
changes in the production structures, the Bulgarian agriculture will not be able
to cope with the competitive pressure of the West European with a view of its
future EU membership.

4.2 Human Resources and the Development of the Rural Areas

It is a fact that the development of the agricultural production requires the
existence of different factors — labour, capital, land. The land is a static factor
from the point of view of its quantity and quality. In this respect Bulgaria has
comparative advantages in the production of a number of agricultural prod-
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The availability of capitals at present is very insufficient in the national
economy as a whole. The agriculture is the sector experiencing the greatest
lack of investments because of its low profitability. Nevertheless in case of an
EU membership the Bulgarian agriculture may attract substantial investments
due to different reasons (which are not subject of analysis in this chapter).

The third key factor for the development of a modern agriculture are the
human resources. They are not so mobile as the capital and as a rule it remains
within the national frontiers.

The agriculture all over the world is a traditional sector with not very high
remuneration. the work is not very attractive and the working hours are not
fixed. Due to this rcason in almost all developed countries exists the problem
of ageing of the labour force and the state is trying to apply various measures
to attract young people to the sector.

If in the EU. the USA and some other countries the problem with the
human resources in the agriculture exists, in Bulgaria this problem has became
a catastrophe.

The labour force in the agriculture comes mainly from the villages. After
1989 the quality of life of the Bulgarian population sharply decreased but the
rural areas were most affected.

According to the National Statistics Institute the unemployment in the vil-
lages for 1998 is 20.1 % while in the urban areas it is around 14.6 %. However,
the methodology for the calculation of the unempioyment percentage does not
give a full picture of the situation because it works on the assumption of the
registered unemploved people.

If the official statistics of the active population in the rural areas is com-
pared with the total number of the employed it turns out that 45% of the active
population in the rural areas do not work. The percentage of the unemploved
remains impressive even if the students, soldiers and other categories of the
population which are temporarily prevented to work are subtracted. The over-
whelming majority of these unemployed individuals has organised its own
farming which aims at self-sufficiency but does not generate any income.

Almost all demographic factors in the rural areas are below those in the
urban areas. The average age of the population in the rural area is 43.8 years
compared to 37.3 years in the rural areas. The death rate is almost twice high-
er than in the urban areas. The birth rate (6.7 per 1000) is by 2 points lower.
About 35 % of the rural population is above active against 20 % in the urban
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areas.

The aggravated conditions of life prevent the children in the rural areas to
acquire the same knowledge and qualification as the children in the urban
areas. The demographic crises imposed the closure of many schools in the
rural area. The admittance and number of graduates from specialised in agri-
culture schools decreased only for the last 3 years 10 times and left behind all
other sectors of the economy with these values (Table 4.5).

Such values of the indicators which determine the conditions of life in the
rural areas and especially those related to education do not contribute to the
creation of optimistic expectations regarding the increase of productivity and
efficiency in the agricultural farms.

Table 4.5 Graduates of specialised professional schools and classes by
areas of knowledge

Technical 349 291 307 170
Production 373 403 332 329
technologies

i 129 159

In spite of the decreasing role of the agriculture in the development of the
EU rural areas there is a close link between the agriculture and the overall
development of the regions. This link is even stronger in Bulgaria since the
agriculture continues to be the major source of means of living for the rural
population.

At present the EU is restructuring its Common Agricultural Policy which
leads to the decrease of the subsidies for the agricultural production and the
increase of the support for the regional development. Gradually a new mean-
ing is given to the role of the farmer. He is supposed not only to produce but
also to preserve the rural landscape and the natural resources and to protect the
environment.

The comparison between this tendencies and the situation in the Bulgarian
agriculture outlines the existence of several types of agriculture:

118

— market-oriented, competitive and highly profitable agriculture organised
on the best agricultural lands;

— socially-oriented agriculture aiming at employing part of the discharged
labour force in a specific area or region;

— self-sustained agriculture, developed mainly on a small pieces of land;

— agriculture in specific areas using unique natural resources which can
not be used for other purposes (for example tobacco production);

-~ extensive agriculture developed in areas with lower quality of land;

— agriculture for protection of the landscape and the environment.

Some of the listed types may overlap — for example the specific type of
agriculture based on unique resources might perform social functions as well.

It is impossible to develop an adequate policy on a macroeconomic level
without such a differcntiation of the types of agriculture since the interests of
the farmers engaged in them are quite different.

4.3 Competitiveness of the Bulgarian Agricultural Products

Until 1989 Bulgaria was one of the biggest suppliers of agricultural prod-
ucts for the COMECOM countries and mainly for the ex-Soviet republics
(more than 80% of the total export). The developing countries were an impor-
tant market for the Bulgarian export as well. The developed countries with the
exception of some agricultural products (tobacco, wines, fruits and vegetables
and live stock) did not have a big share in the Bulgarian export. The main
export products were tobacco, meat, wines, fresh and processed fruits and veg-
etables.

In 1989 the export of agricultural products amounted to $2.1 bln and was
16 % of the total export. The balance was positive and amounted to $794.4
min.

After 1989 the trade with agricultural products agriculture was exposed to
numerous negative factors as the most important of them are:

— the collapse of COMECOM;

_ the elimination of the state monopoly over the foreign trade;

_ the removal of the state credits and guarantees;

_ the restitution of the land and privatisation of the food-processing indus-
try;

— the fragmentation of the production and trade with foodstuffs;

— the sharp decrease of the consumption at the domestic market;
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—the moral and physical ageing of the industrial infrastructure and lack of
modem facilities adequate to those in the developed countries (not only in
transport and communications but in the financial and banking sectors as
well),

The above-mentioned factors dramatically affected the export and the trade
balance. The volume of the export was reduced in 1998 3-folds compared to
the level in 1989 and the positive trade balance fell down twice reaching the
level of only $309.2 min. In spite of the negative developments in the foreign
trade the balance remained positive throughout the transitional period. This
fact proves that still exist some potential advantages in the Bulgarian agricul-
tural sector.

The trade with the EU (Table 4.6) both import and export remained almost
unchanged in the 90-ies. Since 1992 up to now, the sale of the Bulgarian agri-
cultural products on the EU market amounts annually around $200 min,
regardless of the Europe Agreement.

Table 4.6 Bulgaria - EU trade in agriculture in mln USD*

Year Export Import Balance
1989 1456 178.8 -332
1990 1705 1106 59.9
1991 1203 55.3 65.0
1992 2215 204.1 174
1993 165.7 180.6 -149
1994 1852 200 -148
1995 2426 1277 1149
1996 2039 66.1 126.8
1997 1956 129.1 66.5
1998 2298 146.3 83.5
*Eurostat

The import from the EU is subject to more substantial fluctuations and in
the last years is in the margin of 100 and 200 min USD annually. The
increase of the relative share of the agricultural export to the EU is not a sign
of a higher competitiveness but is due to the substantial decrease in the total
agricultural export and especially the export to the ex-members of COME-
COM and in particular to Russia.
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The tendencies related to the structure of the exported gods are extremely
unfavourable (Table 4.7). The export of processed goods continues to decrease
in favour to the increase of exports of raw matenals.

Table 4.7 Export of agricultural raw materials and processed goods (in
min US)*.

Raw fobacco 60 36.7 513 64
Foodstuffs 3097 2796 235.1 1919
Beverages i73.1 1413 1418 919
Processed tobacco 1949 1215 572 378
products

Source: Bulgarian National Bank, published on Internet.

The trends in the 90-ies in the export of the majority of the agricultural
products are much dependant on the tendencies of the so-called immature
markets — Russia, the ex-Soviet republics, the neighbouring Balkan states. The
exports of all competitors including even the less competitive is possible in
case of a favourable development of the solvent demand on these markets. The
immature markets though representing an attractive area in the long-term are
very unstable and in case of aggravation of the situation might close com-
pletely down.

The mature markets in the developed countries, on the contrary, are solvent
and reliable but the Bulgarian foodstuff products have limited chances to enter
these markets. In these countries the increase of the market share of a specific
producer is possible only at the expenses of a reduction of the share of the
competition. Therefore, an extremely aggressive marketing efforts are
required to provoke the so-called initial demand in a specific segment of the
consumers. As the Bulgarian producers and exporters have no financial poten-
tial to provoke such a demand they are compelied to enforce another strategy
— the push strategy, to exert pressure on the local distributors to accept their
product. It is naturally, that such a strategy does not normally generate high
prices as the bulk of the marketing expenses and especially those related to
advertising have to be covered by the next link in the chain of the trade.
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There are few examples of a successful implementation of the other — pull
strategy, i.e. the producer provokes the initial demand among the consumers,
but they mainly relate to products (for example the wines) which markets were
developed before 1989 by the big Bulgarian state-owned foreign trade compa-
nies. As a result of the fragmentation of the industrial and commercial enter-
prises throughout the transitional period and their limited financial potential.
even these limited successful examples are on the way to disappear. The mar-
ket share of the Bulgarian wines in UK was reduced during the last years from
6 to 4 % and the volume of the sales decreased by 30 %.

Two are the main market segments in the developed countries which still
provide market opportunities for the majority of the Bulgarian producers:

— Ethnic shops which meet the demands of ex-citizens of neighbouring
Balkan and ex-Soviet states. It is an interesting segment but regretfully limit-
ed in potential as the competition in it is severe:

- Industrial markets where the buyers are food-processing factories. These
markets arc with a large potential but they bear all the deficiencies of trade
with raw materials and semi-processed goods. The suppliers do not have an
influence on the price, they are just price-takers, and at any time they might be
replaced on the market by a new, cheaper competitor.

The Bulgarian agriculture is in a very unfavourable situation since it is
under pressure to:

1. the necessity of restructuring because of the transition from centralised
planned economy to a market economy, and;

2. constantly raise of the hygienic, veterinary and phyto-sanitary require-
ments to the suppliers of the markets in the developed countries. Due fo the
impossibility for the compliance with the high hygienic standards the list of the
products which can not be exported to EU is constantly expanding (sheep and
goats, pork, diary products, fish). The state should not raise unbearable
demands to the Bulgarian producers because some of the measures taken to
align the legislation with the European acquis might rather exterminate the
local producers than improve their competitiveness. The process of transposi-
tion of the European acquis should not be an end in itself but implemented
only if it really improves the access to the EU market.
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4.4 Conclusions and Recommendations

1. By the end of the 90-ies the Bulgarian agricultural sector is substantial-
ly lagging behind the requirements of the EU and the developed countries.
According to expert estimations the revival of the agricultural sector alone
(without the food-processing industry) and its modernisation will cost around
$10 bln. It is rather unrealistic to expect to generate such investments inter-
nally before the accession to the EU due to which positive developments in the
sector can not be envisaged before the full EU membership.

2. The process of accession to the EU imposes two requirements on the
agriculture: 1) formal (alignment and transposition of legislation) 2) structur-
al transformation (including the establishment of an institutional framework
which will guarantee the implementation of the legislation). The progress
achieved in the structural transformation is essential since it secures the suc-
cessful transition to the market economy regardless of the EU membership.
Even if the accession is regarded as a political decision the lack of progress in
the transformation of the agriculture and the food-processing industry will
impede the process of integration of the Bulgarian agricultural sector into the
European economy and will prevent the creation of a competitive industrial
infrastructure which to benefit from the expanded market. Therefore, the main
efforts in the next years should be focused on the structural transformation of
the agricultural sector.

3. The trade with the EU in the 90-ies could not substantially grow regard-
Iess of the conclusion of the Europe Agreement. This Agreement provided for
the establishment of a free trade area in the industrial sector but not in the agri-
culture - a sector where the two sides agreed on mutual concessions in grad-
ual reduction of the customs duties. The liberalisation of the world commodi-
ty exchange as a result of the arrangements in the framework of the WTO com-
pelled the EU to reduce the tariff barriers to third countries (not only to the
associated countries). In the second half of the 90-ies it turned out that the
main obstacle for the increase of the sale of the Bulgarian agrarian products in
the EU are not the customs duties but the non-tariff (hygienic and veterinary
requirements).

4. The process of approximation of the Bulgaria legislation with the EU
acquis should not be an end in itself but it have to provide better market access
opportunities for the Bulgaria producers. Similar to the other associated coun-
tries, it is recommendable Bulgaria to introduce for an extended period of time
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different legal basis related to the hygienic requirements in the enterprises
which are entitled to export to the EU and for the rest of the production struc-
tures.

5. Bulgaria is a minor player in the world trade and is not in a position to
influence the supply and demand process and the price levels. Due to this the
structure of the export will depend on the decision of every single enterprise.
The state, however, may concentrate the limited external financial resources
(such as SAPARD and PHARE) mainly in industries and structures which pro-
duce and offer products with higher level of processing. This will not only pro-
vide conditions for creating new jobs opportunities but will diminish the risks
of further deepening the specialisation in production of raw materials which
the developing countries can not avoid at this stage.

6. The modernisation of the agricultural sector is deeply affected by the
current fragmentation of the land and the predominance of small farms. The
consolidation of the ownership is the basic task of the agriculural policy. It
can be achieved through a focused system of measures based on the advice and
recommendations of experts and lawyers and not on political prejudices. The
Bulgarian farmers will not benefit from the integration into the European
Union even when Bulgaria becomes a full member without the consolidation
and stabilisation of the production structures.

7. In the next 10 — 15 years the dual structure of the farming will probably
be preserved. The small farms will continue to be targeted at self-sufficiency
only and will not be very sensitive to the changes in the markets of the respec-
tive products. to the financial markets and to the competition. The market-ori-
ented farms which represent so far a small share of the total number of the
farms will continue to be closely linked with the Bulgarian and European mar-
kets. They are the main potential beneficiaries of the CAP if some of the
instruments of the EU policy are applied to the newly admitted member states.
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CHAPTER 5. Internal Market
Pavlina Popova, Veselin Minchev

5.1. Introduction

The European Council in Copenhagen included among other criteria for
accession “the ability to take on the obligations of membership, including
adherence 1o the aims of political, economic and monetary union”. In applying
for membership on the basis of the Treaty, Bulgaria has accepted without
reserve the basic aims of the Union, including its policies and instruments and
upon accession Bulgaria will become part of the Internal Market.

The Internal Market is one of the main achievement of the European
Union. Article 7a of the Treaty defines the Union’s Internal Market as s space
without inner frontiers. in which the freedom of movement of goods, people,
services and capital is ensured. The basic characteristics of the Internal Market
is the guarantee of a free and active competition within its boundary.

The Internal Market is not an end in itself but rather an instrument. By
improving the economic performance of the participating economies, it allows
for the achicvement of a whole series of objectives: balanced and sustainable
growth that respects environmental standards, high levels of employment and
social protection, improved standards of living

Therefore. the key element of Bulgaria’s strategy of attaining membership
is its preparation for integration into the Internal Market of the Union and the
need for the adaptation of the Bulgarian economy to a higher degree of open-
ing up to competitive pressures. The preparation strategy must take into
account that Bulgaria's participation in the Internal Market on one hand will
present opportunities for the operation of Bulgarian enterprises in the wider
European market. On the other, Bulgaria’s economy shall be subjected to
increased competition.

Due to the extremely large volume of the mechanisms and the rules regu-
lating the Internal Market. as well as the set by this first study aims, we con-
sidered necessary to outline the framework of the problems. It will serve in
further studies, examining the preparedness of Bulgaria to become a part of the
Internal Market and the manners and roads through which it will be carried
out.
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5.2. Free Movement of Goods

Free movement of goods is the fundamental principle of the functioning of
the Single Market of the EU. It means not only establishment of a customs
union by the abolition of all customs duties and quantitative restrictions in
trade between Member States, and adoption of a common customs tariff and
common commercial policy vis-a-vis third partners, but also elimination of all
non tariff barriers. By joining the EU, Bulgaria will be obliged to eliminate all
barriers preventing free movement of goods in the enlarged EU and to align its
trade policy to that of the EU. Furthermore free movement of goods is also
conditional on the harmonisation of legal provisions such as technical norms,
rules govemning granting of subsidies. competition rules, indirect taxation. etc.

In spite of the evaluation of the EC in its Opinion and the Regular Reports
on the implementation of its commitments on free movement of goods under
the Europe Agreement is generally good, a considerable effort remains need-
ed before the acquis in this area will be fully and effectively implemented by
Bulgaria.

The abolition of customs duties for industrial goods is regulated by the
Europe Agreement while the agricultural products remain outside the scope of
the liberalisation. At the time of Bulgaria’s accession, trade in agricultural
products will be liberalised as well. In general, liberalisation of the movement
of goods may affect the trade balance, in particular as a result of an additional
increase of imports.

In this direction the tendencies, which have been observed during the
recent years may be could be outlined. In 1997 and 1998 the Bulgarian export
for the EU remains unchanged - $2130 min although its relative weight
increases from 43,2% to 49,5% and during the first quarter of 1999 and 2000
it is equal to respectively 57,7%and 56,2. However, the Bulgarian import from
the EU increases both in absolute and relative figures. In 1998 it reaches
$2260,2 min or 44.9% towards $1860,6 min and 37,7% in 1997 while during
the first quarter of 1999 and 2000 the impon from the EU is respectively
46,7% and 41,1% of the total import.

Also, the production structure of the Bulgarian trade with the EU countries
undergoes significant changes. The share of the chemical and similar products
as well as of machinery, equipment and means of transport is declining. In
1998 the export of chemical products amounted to $184,6 min and 8,6% out
of the total export while 2 years ago, in 1996, it was $280,0 min and 14,6%.
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Machinery and equipment export has fallen from $223,1 min in 199 to
$199,8 mln in 1998. The export of processed goods (including metallurgy) as
well as of other processed goods (including ready-made clothes) is growing.
The export of processed goods has increased from $ 604,7 min, respectively
31.6%, of the total export to the EU in 1996 to $766,1 min and 35,95% in
1998. The export of other processed goods has jumped from $407 min and
21.32to $584,7 and 27,4%.

There are also changes in the production structure of the Bulgarian trade
with the EU regarding import. The import of industrial goods is increasing. In
1998 the highest relative share was held by the import of machinery and
equipment — $698 min. respectively 30,8% of the Bulgarian import from EU,
processed goods - $631.2 miIn and 27,9%. Together both groups represent
about 60% out of the total import.

The preliminary data for the first quarter of 1999 and 2000 confirms the
tendency of concentration of the Bulgarian export on processed goods (most-
ly in the export of metals) and other processed goods (mainly ready-made
clothes) while the Bulgarian demand is focused on machinery and equipment
which includes an import of all type cars, including second hand.

127



Internal Market

Table 5.1, Export and import by EU countries for 1997 and 1998

Intermal Market

Export - FOB Import - CIF
1997 1998 1997 1998
Min§ % Min § % Min$ % Min § Y

EU 21359 | 100 121308} 100 1860,6 | 100 | 2260,2 | 100
Austria 542 2.5 709 33 1198 64 1413 6,2
Belgium 763 35 152,8 7.1 619 33 88,7 39
United

Kingdom 131,0 6,1 107,7 5.0 1287 6.9 122,3 5.4
Germany 469.0 219 448.1 210 580.0 31.1 690.9 30.5
Greece 407,0 190 376,3 176 2076 111 2954 130
Denmark 190 0.8 22,2 1,0 396 2.1 45,1 19
Ircland 4.4 0,2 8,4 03 56 0,3 8.5 03
Spain 129,2 6.0 1216 5.7 25.7 1.3 549 2.4
Ttaly 5778 27.0 551,7 258 3539 190 | 38356 170
Luxembou 1.7 0,07 14 0,06 22 0.1 1.7 0,07
Netherlands 5.7 3,5 79.5 37 9.7 4.9 103,0 4.5
Portugal 19,9 0.9 18.1 0,8 11,8 0.6 121 0,5
Finland 8.3 0.3 9.3 0.4 323 17 399 17
France 133.4 6.2 143,6 6.7 158,1 8.4 2239 9.9
Sweden 283 3 18.8 0.8 41,0 22 46.2 2.0

Source: Foreign Trade of the Republic of Bulgaria. NSI1. 1999, c. 15.
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Table 5.2. Export and import by EU countries for the first quarter of

1999 and 2000 *

Export - FOB Import - CIF
1999 2000 1999 2000

Min§ % Min § % Min § % MnS | %
EU 503,5 100 | 6107 | 100 | 5549 { 100 | 6295 | 100
Austria 15,6 3,0 15,6 25 352 6.3 37,6 59
Belgium 49.0 9.7 88,0 144 17,8 3.2 19,9 3.1
United
Kingdom 17,0 33 248 4.0 29,5 53 30,3 4,8
Germany 96,6 19,1 | 1079 | 17,6 { 161,5 | 29.1 1886 | 29,9
Greece 79.8 15,8 87.2 14,2 739 13,3 774 122
Denmark 59 1,1 4,7 0,7 9.5 1.7 114 1,8
Ireland 1.9 03 0.8 0.1 30 0.5 5.1 0.8
Spain 19.1 37 249 4.0 163 29 19.3 3.0
Italy 1404 1278 | 1694 | 277 922 16,6 1149 | 182
Luxembourg 0.5 0,09 0.0 0,0 1.1 0,1 0.3 0.04
Netherlands 18.0 35 26.5 43 244 4.3 23.5 3.7
Portugal 4.7 09 20 03 18 03 32 0.5
Finland 15 0.2 5,0 08 11,1 2,0 12,8 2,0
France 49.0 9.7 483 79 594 10,7 714 11,3
Sweden 44 0.8 56 0.9 182 32 13,9 2,2

* Preliminary data
Source: National Statistical Institute, June 2000, www.nsi. bg
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Table 5.3. Export and Import from EU, according to STIC, rev. 3 Table 5.4. for first quarter of 1999 and 2000, according to STIC, rev. 3
Export (5 min.) Tmport (5 min) 958 Export (S min.) Import (5 min)
1996 | 1997 1998 | 1996 197 1996 2000 1999 2000
Total Total 8720 1086,0 1187.5
2260,2 2 A f 15294
—— 1912.4 | 21359 21309 1780,3 1860.,6 0 | Foodstuffs and
Foodsts . 3
’ live slodcs i 104.8 882 118.2 66,1 103,9 114,7 5 IIV? stock 73.1 513 68,6 62,1
1 | Drinks and 95,4 75,5 734 21,9 12,1 88 1| Drinks and
Drinks tobacco 36,2 36.7 i24 12,6
2 | Rawnon
2 | Rawnon
foodotafls ; foodstutfs
materials B materials
excluding fuels 1256 169,6 148,7 68.2 77,1 77.2 excluding fuels 39,0 62.7 64.8 77,7
3 | Minerai fuels, 3 | Mineral fuels,
lubricant lubricant
materials and s 183 s0.8 materials and
si@lr products 60,9 90,8 46,3 13. ‘ - similar products 519 127.9 2617 4446
4 Anm::;"f{l 4| Animal and
;;Eamd :«‘:xi’s 0,6 1.9 0,9 7.7 9,7 139 H vegetable oils,
5 | Chemical and . fats and waxes 6.0 1.9 6,1 43
similar products 3 | Chemical and
unclassified similar products
elsewhere 280.0 2873 184,6 3187 279.7 3537 unclassified
6 | Processed elsewhere 105.1 140,9 1235 1494
products 6 | Processed
classified by the products
type of the classified by the
materia 6047 | 7374 | 7661 | 5358 | 5850 | €312 i typoof the
7 M“':hlmr{‘md material 2378 2378 205,5 2438
juipmen! 3
waniportmeans | 2234 | 1872 | 1998 | sie1 | sme | 6980 7 | Machinery, |
equipment an
ed
B gum procss 4079 | a3 | sea7 | 2203 | 2508 | 3087 transport means 101.0 1160 3110 3377
9 | Goods and deals 8 | Other processed
not included in _products 1923 2388 106,7 106.0
the other 9 | Goods and deals
sections 9.4 87 8.2 20 14 3.2 not included in
. . ic of Bulgaria, NSI. 1999, p. 16. the 9ther
Source: Foreign Trade of the Republic of Bulgaria, P sections 26 142 212 912

* Preliminary data
Source: National Statistics Institute, June 2000, www.nsi.bg
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Specific problems could arise in the area of the approximation of technical
legislation due to the following reasons: its big volume, lack of strong co-ordi-
nation between line ministries and the State Agency for Standardisation and
Metrology and setting up the priorities. The accomplished up to now in the
area of standardisation, accreditation and metrology, in particular concerning
the institutions, is a good start, but further efforts will be required for the estab-
lishment of such an infrastructure which will ensure the alignment and the
implementation of the adopted legislation in this field.

Although some progress has been achieved by Bulgaria in specific sectors
a substantial effort will be needed for the alignment of the Bulgarian legisla-
tion in the field of free movement of goods with the acquis. Therefore,
Bulgaria should:

_ continue to adapt its customs tariffs to those in force in the Union so as
to allow at the time of accession, the adoption of a common external customs
tariffs and common rules of trade policy. It will require a preparation of a pro-
gramme allowing for the alignment of the level of tariffs to that of the EU:

~ solve the problem of mutual recognition and conformity assessment cer-
tificates which will require far-reaching har ion of dards and adap-
tation of technical norms to those currently in force in the Union. In this regard
it is recommended to draw up and implement a programme for hanmonisation
of technical standards:

_ the improvement and strengthening of administrative structures and
capacity will be of crucial importance for the effcctive implementation of the
new legislation;

- a gradual adaptation of the Bulgarian Jegislation and the institutional
framework with respect to Value Added Tax and excises to those in force in
the Union is also necessary. In this regard, a programme of harmonisation of
indirect taxes.

Based on the above-mentioned the transition periods will concern the
implementation of the technical norms, in particular those which are costly,
and the liberalisation of the movement of other sensitive goods.

5.3. Free Movement of Services

Another very big part of the secondary legislation refers to the conditions
for the supply of services and it means 0 open markets which have tradition-

ally been dominated by national monopoties like telecommunications, certain
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transport sectors, energy, etc. and to open markets traditionally closed to per-
sons or companies established abroad, such as financial services or the liberal
professions.

Following Bulgaria’s accession to the EU, the freedom to provide services
will also include those sectors of the economy which previously have never
experienced foreign competition. According to the Europe Agreement, the lib-
eralisation of these services will take place at the end of the transition period.
This applies, in particular, to the banking and financial sectors, as well as some
sectors treated under specific terms such as air transport and telecommunica-
tions.

Liberalisation of the access to the financial market is a condition of the free
movement of capital. It is necessary to find such a liberalisation path which
will allow the domestic financial sector to provide services effectively while
withstanding the competition of foreign institutions with greater experience,
knowledge and capital base.

Coping successfully with the competition of the financial services on the
Bulgarian market depends on a radical improvement in efficiency and capital
strengthening of the financial institutions:

— Banking sector needs changes leading to more efficient involvement of
the banks in crediting of the economy.

- Bulgaria should make further efforts to develop the security market
through the improvement of the organisation and regulation of the market as
well as ensuring transparency in the financial market.

_ Insurance sector needs further development aimed at introduction of a
stable and transparent insurance system providing security for companies and
citizens.

As far as the telecommunication sector is concemned it will be necessary to
continue the rapid development of the infrastructure, to start restructuring and
demonopolisation of the market and the creation of competition. The failed
privatisation of Bulgarian Telecommunication Company indicates a poor sec-
tor policy. the absence of clear priorities and aims, as well as for a lack of
transparency.

As far as the transport services are concerned, the most urgent tasks should
be to undertake investment leading to the elimination of bottlenecks in the sys-
tem and the improvement of transport services for the public. Projects should
be designed to improve the competitiveness of Bulgarian transport services by
way of modernisation and restructuring such as the restructuring of Bulgarian
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Railways as well as to look for ways of overcoming the problems in Batkan
Airlines after its privatisation. The effective and transparent use of the ISPA
funds should assist in this direction.

The improvement of the effectiveness of the financial sector and its prepa-
ration to meet challenges posed by market competition must take place before
accession to the EU. Programmes supporting restructuring and privatisation of
the service sector enterprises and, in particular, the enterprises currently occu-
pying a privileged position — market demonopolisation must be drawn up and
implemented. Sector programmes concerning specific types of services and
designed to adapt them to the standards of service provision used in the EU
should also be developed.

Following Bulgaria’s accession to the EU, the service sector should fully
enjoy the benefits of the inclusion in the Internal Market without d
and transition periods limiting those opportunities. However, it may turn out
that some service sectors will require different transition periods necessary for
the complete adaptation of Bulgarian systems and legal provisions to those
existing in the EU. Therefore, the above mentioned issues must be defined in
a detailed adaptation programme beginning with the defining of the priorities
for the implementation of the respective measures and the development of
respective policies for their implementation.

5.4. Free Movement of Capital

This freedom is a, late” achievement of the Community and is a basic con-
dition of EU membership. Bulgaria needs to take advantage of this in order to
achieve an acceleration of economic growth. This freedom means the right of
companies and persons from the EU to invest in Bulgaria without constraints
and the right (o free transfer of profits as well as the right for Bulgarians to
invest abroad.

According to the information of the Bulgarian Agency for Foreign
Investments the country has acc lated foreign i amounting to $
2,778 bln by December 31, 1999. The investments through privatisation deals
are $ 1,141 binor over 41 per cent. The capital market has attracted only about
$ 147 min or 5,3 per cent. The combined accounting of the joint companies,
investor’s credit and “green” investments under item “Other” placed them on
the top — $ 1,489 bln or above 54 per cent of the total investments.

Free movement of capital also means the right to unlimited purchasing of
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property and financial assets in Bulgaria by foreigners from the EU.

Bulgaria introduced currency convertibility for most current account trans-
actions but limited liberalisation of capital movement. However, full liberali-
sation of capital movement may pose a risk to the balance of payments. An
appropriate monetary, exchange rate and state reserve policy under the curren-
cy board arrangement should prevent this.

In accordance with their respective responsibilities, the Government and
the National Bank, should improve the systems of monitoring capital move-
ments and should pursue a policy guaranteeing stability in the balance of pay-
ments.

5.5. Free Movement of Persons and Companies

The Community legislation based on the principle of free movement and
the right to choose a residence is divided into two parts. To the first part refer
acts of the Community which liberalise the labour market and provide the right
of establishment for persons and companies, and to the second - acts which
define the conditions of access of citizens from one Member State to another.
The second part regulates such questions as residents’ permits and permanent
stay, entry rights, conditions and restrictions of extradition, family allowances
and assistance, etc. Part of the acts of the Community which refer to the free
movement of people are closely connected with the freedom of supply of serv-
ices.

Free movement of labour may mean different results for Bulgaria and the
Member States of the EU. EU Member States may fear a significant influx of
job seekers from Bulgaria. For the Bulgarians the possibility of finding
employment in the EU will be seen as an undoubted attraction. As far as the
Bulgarian labour market is concerned, the outflow of highly skilled profes-
sionals, which is already noticeable, could be a problem. Another conse-
quences could be the upward pressure on the wages and salaries, outstripping
increases in productivity, problems in the social insurance system, etc.

Important problems in the process of adjustment in this area is the reform
of the system of social and health insurance, the cost of the gradual adoption
of certain standards in the area of labour and social policy, the mutual recog-
nition of diplomas and qualifications and the right to practice a profession. The
unsuccessful start of the health reform demonstrates how the mechanical trans-
position of foreign experience and practice, without taking into account the
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specifics of Bulgaria, may lead to chaos and to the collapse of the whole sys-
tem without replacing it with something which works. The lack of administra-
tive capacity for the adequate implementation of the developed policies and
measures is also obvious.

In the field of free movement of workers the most important task for
Bulgaria will be to increase access for Bulgarian workers to the EU labour
markets. The few signed agreements, for example with Germany and Greece,
do not give the expected results. Further efforts should be made for the speed-
ing up the mutual recognition of diplomas and qualifications and of the right
to practice a profession.

An assessment of the current state of the legislation concerning labour law
and conditions, as well as social policy should be carried out. It must be the
basis for the creation of a programme for gradual unification of these regula-
tions with those in force in the EU and must also take into account budgetary
costs and costs which would have to be bome by the Bulgarian enterprises.

The fastest possible implementation of the free movement of labour. and of
employees in particular, is in Bulgaria’s interest. This means eliminating. or
keeping short, transitional periods in achieving full access to the labour mar-
kets of the Union. The only area, where Bulgaria may be interested in interim
solutions, is certain costly social regulations currently in force in the Union.

The free movement of persons within the meaning of 7a of the EC Treaty.
i.e. the abolition of checks on all persons. whatever their nationality. at the
internal frontiers has not yet been fully implemented in the Union. However.
that objective has been achieved by most of the Member States in accordance
with the Schengen Convention. The Treaty of Amsterdam incorporated the
Schengen acquis into the EU. Bulgaria already has stated its desire and readi-
ness to fulfil the provisions of the Schengen acquis and must further continues
its efforts for preparation to this end. in particular to the strengthening of bor-
der control. These issues also touch upon the Third Pillar issues which need
specific study but which are not dealt with in the present paper.

136

5.6. Competition Policy
Pavlina Popova

5.6.1. Introduction

The provisions on competition policy in the EC Treaty and their applica-
tion are an essential element of the Internal Market. Article 3g of the EC
Treaty provides for “a system ensuring that competition in the Internal Market
is not distorted” as one of the main activities to be followed by the
Community. In view of the important role that these provisions play, the
Europe Agreements oblige the associated countries to apply comparable pro-
visions on their teritory. It should be underlined that the EU and its Member
States are extremely interested that these obligations are scrupulously
observed in the free trade area established by the Europe Agreement to the
extent that introducing a competition policy and effectively enforcing it is con-
sidered a precondition for the opening of the wider Internal Market or ulti-
mately of accession to the Union.

The Accession Partnership for Bulgaria emphasises this by including the
alignment of Bulgarian legislation and its application under both the short-
term (..legislative framework for state aid, first state aid inventory and adop-
tion of a new competition law*) and the medium-term priorities (,including
alignment of competition policy. state aid...).

There are notable differences between the competition policy concerning
enterprises and the control of state aid. The provisions of the former provide
rules for enterprises, the provisions on state aid provide rules for the state itself
and concem enterprises only indirectly (as recipients of state aid). The nation-
al laws to be developed and the institutions (and their powers) to be set up to
administer these laws will have to take these differences into account.
Therefore, it is advisable to have two distinct laws, one on competition and the
other on state aid (for details, see below).

For both areas one has to keep in mind that the legal situations in the pre-
accession period and the time after accession are quite different.

5.6.2. Rules Applying to Undertakings

After accession, when the EC Treaty has become directly applicable in
Bulgaria the EU Commission will be the competent authority to administer
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Art. 81-83 of EC Treaty and the Merger Regulation (Council Regulation
4064/89 — competition rules for enterprises) as well as Art. 87-89 of EC Treaty
on state aid. There is no obligation for Member States under the EC Treaty
either to have certain national competition rules for enterprises, or to have state
aid controlled nationally. Member States just have to ensure that they can ful-
fil the secondary obligations deriving from these Treaty provisions - i.e. to
provide the support which the Commission needs in executing Art. 81 - 83 and
to notify all state aid according to Ant. 88, not to grant it before the aid has
been authorised and to provide all the relevant information.

On the other hand, during the pre-accession period the EC Treaty is not yet
applicable in the associated countries. The EU Commission. therefore, cannot
exercise any control in the area of competition or state aid in Bulgaria. This is
why the Implementing rules on undertakings were enforced in 1998, in accor-
dance with Article 64 of EA. They establish a good basis for co-operation
between Commission for the Protection of Competition and the EC. These
national provisions, in principle, will become obsolete at the time of accession
and will be replaced by the relevant articles of the EC Treaty.

Apart from the legal acts necessary, appropriate institutions (including
courts) will have to be set up which can administer the law and exent an effi-
cient control over (potentially) restrictive practices by business.

The Bulgarian Law on Protection of Competition (the “Competition
Law”), entered into force in May 1998, regulates the Commission for the
Protection of Competition (the “CPC™) and confers upon it the powers to
establish violations of the Competition Law; to issue permits provided for in
the law; to bring actions for repeal by the competent courts of administrative
acts; to order the cessation of violations of the Competition Law and the
restoration of the original status; and to declare agreements and decisions void.

The Competition Law has attempted to incorporate the main competition
provisions of EU legislation. First of all the scope of the Competition Law is
similar to the scope of EU competition legislation. It applies to all undertak-
ings regardless of whether they are established within or without the territory
of Bulgaria as long as they expressly or tacitly prevent, restrict, or distort com-
petition or might do so within the Bulgarian market.

The Competition Law provides for both individual exemptions and block
exemptions. Here again the regulation is quite similar to that of EU legislation.
The main difference is that the Competition Law provides for compulsory
notification of any agreements or practices, and any such agreement or prac-
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tice, if not covered by a block exemption, would be prohibited even if they
would comply with the substantial provisions for exemption.

Article 18 of the Competition Law which covers abuse of a dominant posi-
tion is similar to Article 82 of the EC Treaty as the main difference is that
1.\nicle 18 does not apply to undertakings holding a collective dominant posi-
tion.

The Competition Law regulates concentrations in a manner similar to EC
Council Regulation 4064/89 but does not seem 10 take into account the amend-
ments introduced with Regulation 1310/97. The main differences concern joint
ventures — the Competition Law does not seem to make a clear distinction
between concentrative and co-operative joint ventures.

As a whole the Competition Law serves to bring Bulgarian substantive and
procedural law on rules applicable to undertakings much closer to EU legisla-
tion. although there still remain some differences. However, the fact that there
is no provision for issuing secondary legistation to implement the provisions
of the Competition Law (other than the rules on the structure and the activities
of the CPC and the enacting of block exemptions) will mean that the law
leaves a lot of discretionary power in the hands of the CPC and the courts. The
rules on the structure and the activities of the CPC could regulate in general
certain procedural issues, but nevertheless there should be detailed secondary
legislation on the procedures to be followed in each type of case. The powers
of the CPC to actually implement the Competition Law have been strength-
ened. although not to the extent of the powers of the European Commission.

5.6.3. State Aid

The provisions on state aid should cover all direct and indirect financial aid
extended by the state or any other public body (for example: communities,
regional authorities etc.). As against the rules on competition, in the case of
state aid it is the state itself which has to control its own actions (or those of
related public authorities). As pointed out before: with the EC Member States,
this problem does not arise. Within the EC system it is the EU Commission
which controls the Member States’ actions.

A law on state aid should provide for complete information on all direct
and indirect financial aid, i.e. both on existing aid schemes and prior informa-
tion on all new aid/aid schemes, as well as a system of monitoring of all state
aid, including an assessment of its compatibility with the rules of the EC-
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Treaty prior to its disbursement

The applicable Competition Law includes an Article on state aids. Its
wording is similar to that of Article 92 and 93 of the EC Treaty.

The Competition Law for the first time provides a definition of state aids
which is very similar to that of the EC Treaty. The Article introduces a
requirement for prior notification of any new aid but does not require that the
aid be temporarily suspended pending the ruling of the CPC. Also, the
Competition Law does not provide for notification of aid schemes or pro-
grammes.

One of the main difficulties, which is true for all arcas of approximation
but seems to present particular problems in the sphere of competition, is
obtaining a detailed and precise knowledge of the acquis by Bulgarian civil
servants, judges. lawyers, and economic operators.

State aids pose a particular difficulty. In their purest form - state subsidies
- state aids are distributed pursuant to the Law on the Structure of the State
Budget and the Law on the State Budget for the respective vear.

A huge amount of state aid was granted and is still being granted through
the writing off of bad debt through ZUNK bonds. pursuant to a law enacted by
Parliament. The Law on Foreign Investment, for example. introduced a tax
concessions scheme for investments in areas with high unemployment, which
is also a form of state aid (although in this case the aid would seem to conform
a priori with one of the exceptions). The question arises — can a state agency
have the power to control granting state aids? Does the CPC have the power
to stop legislation enacted by Parliament? Should Parliament consult the CPC
before passing a law? Could the CPC. for example, block a restructuring of a
specific industry sector which will be done by means of a law adopted by
Parliament and will involve state aids?

It seems evident that the answer to all of the above questions is negative.
Therefore. the powers of the CPC in the sphere of state aids seem to exist only
on paper. This is due to the fact that state aids should have been regulated in
more detail in a scparate instrument, taking into account both the specific
nature of a situation where a state has to control itself and the arrangements
reached with the EU Commission.

The Bulgarian Government and the EU Commission adopted the imple-
menting rules on state aids. The monitoring authority at the Ministry of
Finance, which was established (in 1996) in accordance with them and has
already started to work is a positive step in this direction. The passage of the
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Competition Law section giving the CPC powers in the field of state aids
seems to create confusion with respect to the implementing rules on state aids
and the role of the monitoring authority rather than to provide the much need-
ed regulation of this sphere.

5.6.4. Advantages for Bulgaria from Adopting the EU Competition
System

The advantages to Bulgaria from introducing a EU compatible competition
system are first of all of a general nature, related to the overall Bulgarian aspi-
ration to attain full membership of the Union and all the benefits, economic
and other, which would ensue from such membership.

On another plane, if Bulgaria is to develop an effective and properly func-
tioning market economy, it would need to introduce an effective system for the
protection of competition anyway. even without the goal of EU membership in
mind. As in many other areas, the prospect of EU membership is simply the
catalyst to effecting much needed market reforms.

In the area of state aid a monitoring system prevents public money from
being wasted and would concentrate such aid on the economically most effi-
cient tasks.

The benefits from a fully-functional EU-compatible system will be best felt
at the moment of accession, when the EU system will become fully operable
in Bulgaria all at once. The closer the Bulgarian competition system is to the
EU one at that moment the smoother the transition will be.

5.6.5. Public Procurement

Public procurement has grown substantially in recent decades and in most
EU Member States it accounts for a relatively large share of GNP. Therefore,
the associated countries must establish and maintain procurement systems that
meet the standards of transparency, and of open, and fair competition. As in
the sphere of competition, the state of public procurement legislation and prac-
tice will be one of the factors against which the readiness of each associated
for EU membership will be judged. And it will also assist the public authori-
ties in getting the economically and financially most beneficent contracts.

The first Bulgarian Law on Public Procurement was passed in January
1997 and in June 1999 it was replaced by a new Law on Public Procurement.
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Although it seems prima facie to be similar to EU legislation there are some
differences which need to be overcome in order to make the system EU-com-
patible, and also to improve the practical application of the Law on Public
Procurement.

The main inadequacies of the Law on Public Procurement seem to be as
follows:

Lack of differentiation of the different types of procurement. At present the
Law on Public Procurement applies equally to all three areas as defined by the
EU Directives.

The need for providing equal access and treatment to tenderers or candi-
dates.

Determining the criteria and system for qualifications and licensing of ten-
derers or candidates.

Significant decrease of the thresholds for applying the Public Procurement
Law and an introduction of such thresholds which do not provide opportuni-
ties for law circumvention through splitting the tender into several lower in
value contracts.

5.6.6. Conclusions and Policy Recommendations

Priorities in a horizontal sphere such as competition must be elaborated on
the basis of the proposals by line ministries and government agencies for the
specific vertical sectors. Specific short and mid-term priorities for competition
per se should include:

- Clarifying the respective state-aids roles of the CPC (which is defined in
the Competition Law) and of the monitoring authority with the Ministry of
Finance.

— Strengthening the CPC organisationally. financially and with personnel.

— Broadening the education of lawyers in EC legislation: training of
Jjudges.

~ The adoption of the acquis. and in particular the Internal Market acquis,
is essential for Bulgaria, which must commit itself permanently to the obliga-
tions of membership. The capacity and determination of Bulgaria to adopt and
implement the acquis will be crucial, since the coats and benefits of doing so
may be unevenly spread across time, industries and social groups.
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CHAPTER 6. Approximation of Legislation
Paviina Popova

6.1. Introduction

The approximation of the Bulgarian legislation with the EU legislation is
not only a contractual obligation but also an economic imperative. In short
term aspect the compatibility of the Bulgarian law with the EU law is an sub-
stantial factor for introduction and implementation of market economy princi-
ples. attracting investments from EU, mean for improving the access to EU
market, etc. In long term aspect the approximation of Bulgarian legislation is
a required precondition for Bulgaria’s full membership in EU. Obviously, it
will be a long and complicated process which should cover not only the effec-
tive EU legislation but also its future development. The approximation of the
Buigarian law with the EU law is dictated by the need Bulgaria to be capable
of taking on the economic obligations of membership, in such a way that the
Internal Market functions smoothly and fairly and to benefit fully from its
competitive environment.

Certainly. the approximation of legislation itself is not sufficient for the
successful integration of Bulgaria into EU Internal Market. The European
Council in Essen underlined that the reasonable macroeconomic policy is of
decisive importance for the success of the economic reforms and for the
implementation of the accession strategy. Such policy aimed at the gradual
alignment with the requirements of EU Internal Market shall improve the com-
petitiveness of the Bulgarian economy and shall shorten the transition period
and therefore shall assist for the achievement of macroeconomic stability.
However, the immediate requirement for the carrying out of this process is the
finding of an appropriate sequence and an appropriate speed for the approxi-
mation of the Bulgarian law with the EU law so that this process to assist for
the speeding up of the economic reform.

Already started negotiations for Bulgaria’s membership to EU pose serious
challenges before us and they will require enormous efforts of our side. The
EU Commission pointed out in its Opinion on Bulgaria’s application for mem-
bership that major efforts are required especially in relation to:

— the economic criteria;

- the capacity to take on the obligations of membership; and

~ the administrative and legal capacity.
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The work to be done refers to different levels:

— orientation of economic policy;

- development of certain policies which would match EU policies in the
same areas (agricultural policy, regional policy, social policy etc.);

harmonisation of law;

— development of an appropriate administrative and judicial structure.

It is clear that the approximation of legislation is one of the basic criteria
for Bulgaria's accession to the EU and one of the fundamental tasks of the
strategy for Bulgaria’s preparation to join the European Union. The successful
adoption and implementation of the EU legal and institutional framework will
improve and strengthen Bulgaria’s capacity to assume the obligations of mem-
bership.

6.2. Framework of the Approximation Process

The roads towards accession for Bulgaria are marked by:

~ the Copenhagen criteria

— the Europe Agreement between the EU and Bulgaria

— the Commission’s White Paper of May 1995 and respective Road Maps
for each of the applicant countries

- the EU Commission’s Opinion concerning Bulgaria’s application for
membership in the EU

~ the Accession Partnership

— Bulgaria’s National Program for the Adoption of the Acquis

— the annual reports submitted by the EU Commission on Bulgana’s
progress

Based on this framework, which gives both the general and the specific for
Bulgaria guidelines, the further road towards membership can be subdivided
into two phases:

- the distance to be covered until negotiations can be opened, including the
screening process (pre-negotiation phase)

— the final phase in the preparation for accession, with negotiations being
conducted paraliel to this process

The intention of Bulgaria to join the EU found its legal and institutional
confirmation in the Europe Agreement entered into force on February 1, 1995.
The approximation of legislation is one of the basic obligations under the EA.
According to Articles 69 and 70 of EA Bulgaria has committed to endeavour
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to ensure that its legislation will be gradually made compatible with the cur-
rent and future EU legislation as an important precondition for economic inte-
gration. In Article 70 of EA are listed the specific area where the approxima-
tion should extend; among them are competition law, customs law, trade law,
banking law. protection of workers at the workplace, protection of environ-
ment, protection of inteHectual property. consumer protection, alignment of
technical rules and standards.

1t should be stressed that EA provide to a large extent freedom for Bulgaria
to define the pace of the approximation of its legislation. Only in certain areas
there are deadlines for full adoption.

The adoption of the acquis has to be seen under a number of different, if
related aspects:

Obligation under the Association Agreement will have to be fulfilled,
notably concerning the Single Market, but also concerning competition law
and the control of state aid etc.

Early adoption of the acquis brings Bulgaria closer to the EU even before
accession.

Bulgaria will have to adopt the acquis in any case upon accession (notwith-
standing transitional periods); in order to achieve this, legislative decisions
will have to be taken before accession.

Areas in which the acquis were adopted prior to, or during the negotiations
do not need to be discussed further in the negotiations.

Adoption of the acquis allows Bulgaria to familiarise itself with EU law
and EU procedures.

On the other hand, the full acguis will not have to be adopted prior to
accession. The programming, therefore, can be extended over a number of
years, especially in areas where there might be serious difficulties in accepting
the acquis at an early stage and where even transitional periods after accession
might become necessary. In a number of areas the full adoption of the acquis
will not be possible unless supplementary decisions are taken or additional
agreements signed within the framework of the Association Agreement (mutu-
al recognition of centifications or authorisations, freedom of establishment and
services including the recognition of diplomas etc.). In areas of interest to
Bulgaria, Bulgaria should urge the EU to put such additional measures/agree-
ments into force (v. b) supra).
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6. 3. The Bulgarian Constitution and the Europe Agreement

The approximation of legislation should be based on the Community leg-
islation. i. €. on the three basic treaties merged into the Single European Act.
Maastricht and Amsterdam Treaties, accession treaties of the Member States
and other international agreements to which European Community is a party.
It is so called “primary legislation” of EU. However. the approximation
includes also the legal instruments of the bodies of the Community. regula-
tions, directives and decisions.

This approaches is accepted as a basis for the approximation of the
Bulgarian legislation with that of the EU. In principle the Bulgarian
Constitution does not present an obstacle for the implementation of EA. On the
contrary, according to Article 5, paragraph 4 of the Constitution “Intermational
treaties which are ratified pursuant to a Constitutional procedure. are published
and have entered into force for the Republic of Bulgaria shall be part of
domestic legisiation. They shall take precedence over the norms of domestic
law which contravene them”. Definitely. before accession amendments of the
Constitution will be necessary due to the specific legal nature of Community’s
legislation which on the one hand contain features of international treaties but
on the other hand they create norms with domestic nature. But for the per-
formance of Bulgaria’s commitments taken under the EA and in particular the
approximation of legislation, the Bulgarian Constitution does not create obsta-
cles.

The only exception affects the Association Council Decisions which pub-
lishing and entering into force still have not found satisfactory solution. As it
was mentioned above the Bulgarian Constitution lists exhaustively the instru-
ments which may be considered “normative acts”. Furthermore the
Constitution states that a normative act must be officially published.

There is only one category of law-making instruments into which the deci-
sions of the Association Council could ostensibly fall — treaties. If. on the basis
of the said Anicle 5, para. 4 of the Constitution, the decisions of the
Association Council could be considered “international treaties” (or simply an
amendment to the Europe Agreement which itself is an “international treaty™)
all would have been solved. Unfortunately this is not the case.

Prior to the approval by the Bulgarian Council of Ministers of the
Association Council decision to amend Protocol 4 of the Europe Agreement
there was considerable discussion conceming the nature of the Association
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Council decisions. The view was advanced that they should be considered
amendments to the Europe Agreement based on the provision of Article 85,
paragraph 2, of the Constitution that a treaty may be amended pursuant to a
procedure included in the treaty itself and on a similar clause in the Vienna
Convention on the Law on Treaties. Unfortunately such a view does not seem
to conform with the wording of the Europe Agreement.

First of all the Europe Agreement does not provide for its amendment
through decisions of the Association Council. The wording of Article 107:
“shall ... have the power to take decisions in the cases provided for therein. The
decisions taken shall be binding on the Parties which shall take the measures
necessary to implement the decisions taken.” Article 32 of Protocol 4 seems to
be a bit more specific: “The Association Council shall examine ... with a view
to making any necessary amendments or adaptations”. The Association
Council decisions are binding upon the states and require the states to adopt
the necessary measures in their own domestic law to implement them, but they
are not a source of international law and are not directly enforceable as .a
“treaty

Furthermore. to become a part of domestic Bulgarian legisiation a treaty
must be published in the State Gazette. At present there is no procedure for
publishing Association Council decisions in the State Gazette — the Law on the
State Gazette exhaustively lists the instruments which may be published. Also,
the Association Council decisions are signed by the President of the
Association Council only. and in accordance with its procedural rules the
Bulgarian and the EU representative rotate. There has been no precedent in
Bulgarian Constitutional practice where an instrument signed unilaterally by
the representative of a foreign state or organisation could be published in the
State Gazette and become a law in Bulgaria. The found temporarily solution,
the decisions of the Association Council to be adopted by a Decree of the
Council of Ministers, does not correspond neither to the spirit nor to the letter
of the EA. as the Association Council decisions do not presume additional
endorsement by other body.

The reason for dealing so wide with this problem is that the duration of the
negotiations is difficulty to be defined at present but it seems likely the EA to
be in force still a number of years. It mean that the Association Council will
continue to take decisions which should be implemented during not so short
period. Due to this it is necessary other appropriate solutions for the removing
of this problem to be looked for.

£
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Upon the accession Bulgaria has to introduce some amendments in its
Constitution regarding specifically the possibility the enforcement on the ter-
ritory of Bulgaria the laws adopted by the bodies of the Community.

Laws and Secondary Legislation

As it was already mentioned the Constitution lists exhaustively the legal
instruments adopted by the National Assembly, Council of Ministers and the
respective ministers. Typical for the Bulgarian legislation is the huge amount
of secondary legislation regulating the economic relations. The laws adopted
by the National Assembly usually contain the basic rules for a specific area
and assign to the Council of Ministers to adopt a respective secondary legisla-
tion which to regulate in detail the respective matters. It is undoubtedly that the
new adopted legislation. both laws and secondary legislation, should be com-
patible with the respective Community acts as far as it is possible at the spe-
cific stage.

6.4. Accession Partnership and the National Programme for the
Adoption of the Acquis

Both documents which are updated regularly on an annual basis. are the
basis on which the approximation process should be developed. Accession
Partnership is a concrete EU programme outlining short-term and medium-
term priorities. The Bulgarian Government responded to this with its National
Program on the Adoption of the Acquis. The Europe Agreement. however, will
remain of considerable importance as a legal framework for the development
of relations between the EU and Bulgaria.

The NPAA is envisaged as a basic instrument for the implementation of the
Accession Partnership. It should indicate the precisc commitments undentaken
by Bulgaria to deal with the priorities identified in the Opinion of the EC and
its obligations under the Europe Agreement together with a timetable for their
implementation. Therefore, the NPAA should reflect precisely the prioritics set
up in the Accession Partnership and the Road Map for alignment of Bulgaria
with specific sectors of the Internal Market. The Road Maps was elaborated by
the European Commission with regard to the individual approach underiaken
by the EU to each of the applicant countries. Each of them contain concrete
actions and timetables for a mimber of specific Internal Market sectors as well
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as for issues of horizontal nature or linked to a direct application of EC pri-
mary law.

The analysis of the approach used, the set up objectives (short and mid-
term) and the instruments for their realisation allow the identification of some
potential problems for Bulgaria regarding the overall process of approximation
of legislation and, in particular, to the implementation of these documents:

- sufficient administrative capacity to monitor the process of the imple-
mentation of the National Strategy and NPAA. Having in mind Bulgaria’s
wish to accelerate the process of adapting its legislation the updates of the
NPAA. respectively the Harmonogram, should be done quite often, which
means very regular examination of their implementation and will require the
involvement of each line ministry or government agency (some steps already
undertaken are discussed under the next item).

~ planning of the financial aid.

- the lack of impact studies on different arcas which are of primary impor-
tance for Bulgaria

— insufficient knowledge of the Bulgarian administration of the EU mech-
anisms and in particular the aquis.

6.5. Mechanisms, Programming and Ensuring of Compatibility of the
New Adopted Legislation

As it was pointed above the approximation of Bulgarian legislation with
that of the EU goes further from the carrying out of the reforms necessary for
the establishment and functioning of a market economy. The aim of the
approximation process is to facilitate the integration of the Bulgarian econo-
my in the developed industrial economies of the EU Member States. Due to
this it is necessary not only the adoption of legal norms but also the establish-
ment of institutions and mechanism for their enforcement. Therefore, the
process of approximation covers the establishment of the appropriate struc-
tures and mech for the impl ion of the EU law. The successful
implementation of the legal and judiciary reform is also part of this process.
Without the adequate institutional changes the adoption of the Internal Market
law may remain a process of formal reproduction of legal texts which defi-
nitely will not lead to the achievement of the required economic effect.

In this respect Bulgaria has the task first of all to introduce a working co-
ordination mechanism in which clearly the functions and the tasks of all actors
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in the approximation process to be clearly outlined.

In 1995, after the EA entered into force, with Decree 67/95 was set up a
mechanism for co-ordi of the European integration process. It estab-
lished a Government Committee chaired by the Prime Minister and containing
12 ministers, Secretariat on European Integration at the Council of Ministers
and Co-ordination Commission on European Integration at the level of deputy

i rs. This mechanism was repealed in 1997 and the overall process of the
European integration was entrusted to the Ministry of Foreign Affairs. It
reflects negative to a large extent on the process of the approximation of leg-
islation because in practice the Council of Ministers was excluded from the
direct management of the process. In a number of ministries the European
Integration directorates was closed down which contributed for the slowing
down of the pace of the approximation process and. which is more important.
to the change to worse of the quality of the adopted acts, many of which was
directly contradictory of European legal norms.

The adopted with the Decree No 3 of 20 January 2000 mechanism for co-
ordination of the activities on the preparation of Republic of Bulgaria for
accession to the EU and for the carrying out the negotiations for accession to
a large extent rep the 1995 mech and is a basis for the beginning of
the efforts for solving the tasks faced by Bulgaria during its preparation for
accession and in particular to the approximation process. The Decree No 3
defines the tasks and the functions of the line ministries and of the Ministry of
Foreign Affairs as an operational co-ordinator of the overall process, estab-
lishes a Council on European Integration, chaired by a Deputy Minister of
Foreign Affairs and Directorate on European Integration with the Courncil of
Ministers. Although it detailed contain it should be mentioned that in our view
the newly created mechanism is relatively clumsy concerning the interrela-
tions between the different structures which will hamper the day-to-day busi-
ness. In addition, although a number of the texts of the Decree contain provi-
sions which concerned directly the approximation process, there is no clearly
introduced mechanism about how in practice will be checked the compatibili-
ty of the newly adopted legisiation with that of the EU and how its compati-
bility will be ensured at all levels ~ from the line ministry to the Parliament.
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6.6. Priorities and Recommendations

In conclusion might be outlined the directions for the improvement of the
process of approximation of legislation, which will contribute during the nego-
tiation period to accelerate the pace of the approximation and to improve sig-
nificantly the effectiveness of the implementation of the EU legislation. At the
end some conclusion might be done

First, Bulgaria has to choose a methodology of adopting EU legal acts. The
manner of transposition of the EU nonms should be very carefully selected
keeping in mind the nature of Bulgarian legislative acts. Obviously, mechanic
transposition of whole regulations and directives is not possible due to the dif-
ferent hierarchy of Bulgarian and EU acts.

Second. Bulgaria has to develop further the system for checking compati-
bility of the newly adopted legislation and, having in mind the huge volume of
the Bulgarian secondary legislation, to apply the system to it as well.

Third. taking into account that Bulgaria is in the negotiation phase and has
in its disposal the whole EU legislation. the Government should make efforts
in the following directions in order to improve the quality of the newly adopt-
ed legislation:

- a rcal assessment of the degree of compatibility at the moment to be done
for each negotiation chapter (although it is done by the NPAA some of its
parts seem quite unrealistic);

— an integrated approach to be applicd towards the new legislation still at
the drafting stage. It means that for the respective area of the aquis there
should be a prior clarification which part will be adopted by law. which by
decree. regulation, etc.. which pant of the existing legislation should be
repealed. amended or supplemented.

~ a correspondence to be achieved between the priorities of the
Government legislative programme and those set up by the NPAA:

— avoiding acts which contradict each other when in force at the same time.

Fourth, elaboration on impact studies which should try to identify the gen-
eral implication in different areas including most sensitive sectors for Bulgaria
— agriculture, steel. etc. — as well as to estimate the potential cost and bene-
fits. Unfc ly. these studies were going to be carried out before the
screening of the aquis which was going to facilitate the process of formulating
Bulgarian negotiating positions.

Fifth, Bulgaria has to continue its efforts to create a very strong mechanism
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for monitoring of the integration process, respectively the process of approxi-
mation of legislation, which to allow the smooth preparation of each progress
report and to give a realistic assessment of the implementation of the NPAA.
The good monitoring will allow good programming of the draft legislation and
the successful policy planning. In this respect the administrative capacity
should be strengthened and further developed.

Sixth, special attention should be paid to the increasing knowledge of the
administration - both general and specific — about the way EU works. its inter-
nal mechanisms of policy-making and decision-making system, about the
necessity of internal co-ordination of the Bulgarian institutions.
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CHAPTER 7. The Social Policy Reform: Opportunities and Barriers
Before the Social Change
Goran Bankov, Katia Viadimirova

7. 1. The Social Dimension of the Integration and Possible Assessment
Criteria
Goran Bankov

The invitation for the starting of the negotiations for EU membership has
posed a great challenge for Bulgaria. The country and the Bulgarian citizens
must take their dignified place among the European peoples, which have been
developing in normal market relations, internal and international competition.
In their growth these countries have intertwined the eternal values of civilisa-
tion - liberty, justice and solidarity. Realistically, Bulgaria has 7-10 years to
achieve what the EU countries have started building almost since the end of
World War 11. Aside from the economic and social aspects, where we have to
change rapidly, we must adopt a new way of thinking. However, this has
always depended and will depend on the people and the country’s capabilities
and resources.

In the ten year transitional period Bulgaria has been swaying between two
extreme ideas, which practically pushed the economy and population’s living
standard towards another bottom. Even the macroeconomic stability reached
with the introduction of the currency board after July 1 1997 did not lead to an
actual growth of the GDP and the population’s income. Internal consumption
is cnitically low for both population and business. The commercial balance is
permanently negative. The reforms turned into pure elimination of the indus-
try and the social systems. No viable economic participants and resource guar-
anteed social structures took their place to ensure the safety of the population
at acceptable standards. Almost the entire economic and social life in the coun-
try was caught in the webs of the corruption and confrontation.

At the same time the starting of the negotiations for EU membership vir-
tually caught the country without one clear achievable target or programme in
the basic policies - economic and social, with all their elements and correla-
tion. In these areas the EU will carry outa p and comprehensive mon-
itoring based on a broad range of criteria, indications and standards. This will
especially apply to the social criteria, as they reflect a nation’s development.
The final assessment of the country’s ability to cope with the acting forces in
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the strong economic and social conglomerate, which the EU is, will depend on
the speed of improvement of the living standard. '

The acquis in the social area is quite extensive and multitargeted. The most
common areas in which the respective social criteria and standards exist. can
be grouped as follows:

- right of minimum income for existence:

— poverty and social support; social security:

— physically challenged people;

— labour legislation and working conditions:

— health and safety working conditions;

~ equal opportunities for men and women:

- social security:

— employment and unemployment;

~ labour market:

— healthcare

- education (an educated, qualified and adaptive labour force).

— free movement of people (labour force).

~ other. specific.

The economic and social policy strengthen one another. The social protec-
tion systems in the EU are also being moderised all the time aimed at
strengthening of their activities. so that competitiveness, employment and
growth can be achieved and become a solid base for social unity. This
approach. together with stable policy ensures the cconomic basis. founded on
the principals of:

— common participation:

— solidanty:

— justice;

sustained environment and an economy which offers benefits to all cit-
zens.

These principals are established in fund I EU doci and their
implementation requires great efforts from the candidate countries. If the first
wave of countries - Poland, the Czech Republic and Hungary have achieved
significant economic and social growth, Bulgaria’s position is quite unenvi-
able. If we accept that part of the social legislation is in some ways compati-
ble to European standards, the practical decisions, concerning the criteria and
standards for the population’s living standard arc in an extremely critical state
and are worsening for now. Bulgaria still does not have a concept for the strate-
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gies in the social area. This will most likely lead to a continuing postponement
of the final EU decisions for our full membership. Of course, we can be admit-
ted sufficiently poor, but the catching up will be prolonged.

In order to outline the framework for analysis and assessments of the com-
pliance with the EU in this situation. it is advisable to begin with indicators for
the living standard. then to expand gradually to the compliance with the EU
legislation. In this case the changes in the indicators for the living standard
must also be compared to the trends of important macroeconomic indicators
during the transition period. as correlation exist between them. Comparisons
with similar indicators of the Central and East European countries will be help-
ful.

The following of the GDP changes for the whole 10 year transition period
indicates that:

—the 1999 GDP in US Dollars is 56.9 % of the 1989 GDP;

-~ the gross added value created in material production has dropped to 42.3
% in the period:

~ the 1989 $2.454 GDP per capita has dropped to $1.486 in 1999, or 60%.
At the same time the gross added value of $1.888 per capita has fallen to $872
for 1999, or has reached 46.2 % of its value in 1989 material production;

- if we exclude trade, the actual gross added value in material production
in 1999 is 38.3 % of that in 1989, i.e. after ten vears a little over one third of
our €conomy remains.

These figures prove that due to various reasons Bulgaria has been deeply
affected by large scale processes of crisis and recession. A few years will not
be enough for them to be overcome so that the phase of recovery and upsurge
can begin. In this case the explanation can not be sought only in the overdue-
ness or acceleration of the reforms. It is rather in the fact that from the begin-
ning of the transition until now there are no nationally accepted aims and pri-
orities of the cconomic policy which to be followed determinedly, in spite of
the political pendulum. The international comparisons also indicate that due to
the large scale loss of its economic potential, Buigania is last among the can-
didate countries:

~ by speed of economic recovery. In 2000 Bulgaria will produce only
62.9 % of its 1989 GDP. In the Czech Republic it will be 97.3 %, in Hungary
- 104 %. in Poland - 125 %, in Slovenia - 111 %, in Slovakia - 108 %.

~ by remuneration levels. The hourly wage in Bulgaria for 1999 is around
1,16 DM, while in Germany it is 47,96 DM, in Norway - 43,49 DM, in
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Belgium - 40,65 DM, in the USA - 33,37 DM, in Spain - 25,59 DM, in Greece
- 15,43 DM, in Portugal - 11,57 DM, in England - 31,09 DM etc. This shows
a tens of times difference;

~ by level of the guaranteed minimum for existence. In Bulgaria it is.

$34; the average for the EU is $120; in the USA - $300;

- by level of minimum monthly salary. In Bulgaria it is around $50, the
EU average is $550-$600;

- by level of average income per capita. In Bulgaria it is around $50, it
is 15-20 times higher in the EU;

- by level and scope of impoverishment. In Bulgaria around 85% of the
population is poor and very poor. 40-45 % of the households live in utter mis-
ery. The social systems in the EU countries do not allow life in misery. In 1999
every fourth Bulgarian has turned to the social support services.

— by level of demographic indicators. Bulgania is leader in negative
demographic growth and ranks third by high death rate. compared to 28 aver-
agely developed countries;

- by unemployment level. Bulgaria can not be compared to any other
country. The registered unemployed are already over 726 thousand people or
around 19%. The hidden unemployment is around 255 thousand people, there-
fore the actual is around 28,74% and 30,5%. Such an unemployment level is
not only critical, but is very dangerous. In the EU this indicator is around
9 4%. in Rumania - around 8%. in the Czech Republic - 6,5%, in Hungary -
7.8%.

The above data indicates whether there was a consensual national eco-
nomic and social policy in the country, or whether this policy was determined
only by the doctrincs of the ruling political parties and their interests. The
national economic and social interests have been pointlessly sacrificed during
the transition to market economy and democracy, because everything is tragi-
cally politicised in this period.

The main brief conclusions from the data for the economic and social
development in Bulgaria during the 10-year transition can be classified in the
following order:

First of all, the link between the economic and social policy has been
entirely severed. It appears only at the end of the system in the explanations
for the extreme decline of the actual income and living standard of the popu-
lation.

Second, the degree of inadequacy in social policy rises incessantly since
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1991. We have all the reasons to state that without an active social policy in
the area of employment, income and consumption, the economic policy of
actual growth is not possible. The overcoming of this absurd process in the
conditions of a currency board is either very hard or is very hard to achieve
through the current policies and instruments, or will require a basic change in
financial, monetary and credit policies.

Third, the system for social security and safeguarding of the population
has been destroyed. Its elements - guaranteed minimum income, minimum
salary, minimum and average pension, children allowances, permi unem-
ployment level and others, are at extremely low and abnormal levels. There are
practically no ties between them and they do not guarantee any of the mini-
mum existence standards. There is no officially acknowledged top and bottom

poverty level, which to become a foundation for the establish of the sys-
tem for the social security of the population and for a new income and employ-
ment policy.

Fourth, unlike in most of the countries in transition, a very restrictive
incomes policy was applied in Bulgaria, which eventually lead to a double
impoverishment of the population and an erormous decline in consumption. It
is now a strong factor for the hold-up of the economic growth. Consumption
is critically low and the products and service demand is shrinking continuous-
ly. The way out should be sought in a different income policy, which even if
risky in a year or two will lead to a jump in consumer demand and thus to an
increase in production and growth.

Fifth, the reforms launched in the areas of social security and healthcare
must start practically. For now there are serious reasons for worry in relation
to their financial backing, the organisational technologies for their perform-
ance, the scope of the income to be taxed, the size of the security payments,
their tie with the taxation of personal income etc. In this case the practical
problems, as well as the problems in the security and tax legislation may cre-
ate insurmountable problems for these reforms if their models and mecha-
nisms are not tuned and balanced carefully according to the capabilities of the
state and the population.

Sixth, the possible criteria for the assessment of the social policy dimen-
sions in the initial phase of the monitoring can be examined in two aspects:

a) levels of very important living standard criteria and their relation to the
national economic policy;

b) social legislation and its compliance with the European legal norms,
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social standards and infrastructures.

In conclusion, the social dimensions of the integration are especially
important, complicated and difficult to achieve. All this is related to the his-
torical and cultural differences, the nature of the economic relations and poli-
cies, the accumulated or not national wealth, the existence of democratic insti-
tutions etc. Having in mind that Bulgaria is crucially late with the reforms in
almost all areas and that their implementation is becoming increasingly painful
for the population, the solving of the social policy probiems is also becoming
increasingly harder. It is obvious that new reform solutions must be sought in
this situation and that above all it should be closely tied with new decisions in
the economic, fiscal and monetary policy.

7.2. The Social Differentiation and the Change in the Structure of the
Bulgarian Society
Goran Bankov

The economic reform launched in the beginning of 1991 involving only
price liberalisation was not tied to the respective compensation in the popula-
tion’s income and savings and it gradually began to lose its purchasing capac-
ity. Until the beginning of 1997 the continuous inflation explosions drastical-
ly devalued incomes and the population was critically impoverished. The
introduction of the currency board from July 1. 1997 found incomes at an
extremely low level and the population began to shrink its consumption. focus-
ing on a miserly existence and the natural economy. The update of the incomes
only with the 1997 inflation, not counting the dropping of the Lev towards the
US Dollar, very slowly restored their actual purchasing capacity. At the same
time the use of privatisation as the only structural reform instrument lead to a
rapid and critical increase of unemployment. For 3-4 years nearly the whole
population was impoverished. However. in that time a very small part of it
managed to become rich through corruption, hidden privatisation and open
plundering. The party-state top crust took the country’s economic power. All
these processes in the recent years pushed Bulgaria to one of the lowest living
standard rankings in Europe. No middle class was established, the existing pri-
vate business is weighed down by the tax and social security burden. It is aiso
important to note that the government is starting to deal with the social policy,
incomes, poverty and unemployment problems now, after three years of
unconcern as to the population’s social state. The people will pay dearly for
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this detachment of the economic and structural policy from the social policy
and the overcoming of the heavy consequences will be long-lasting.

The changes in the population’s actual income and per household member
indicate that during the 10-year transition period the trend has been worsening
continuously. At the beginning of 2000 we can sce one of the most
unfavourable social differentiation in the last 70-80 years of Bulgarian history
with no equal in the other European states. The poor and very poor are around
85 % of the population, around 10-15 % are satisfving their vital needs in
restricted frames and around 3-5 % are rich and very rich. From a sociological
point of view the class structure in its pure form has reproduced in Bulgaria -
a handful of rich. everyone else poor. Such a social differentiation is not only
very dangerous but may reflect in many ways on the process of Bulgaria's inte-
gration to the EU. Almost all of the economic and especially the social systems
are still latent in the aspect of market relations and their ability to compete with
the similar European systems. Many and serious changes in the structure of the
Bulgarian society have occurred in ten years. This is mainly due to the
extremelv restrictive social policy, which destroyed the established standards
of life. work and the professional realisation of the Bulgarian citizens. One of
the heaviest consequences of the social differentiation is that the misery is
reproducing in the new generations. The youth unemployment is extremely
high (31-35 %). its standing still and there are almost no near-future prospects
for the solving of the employment problem of this group.

Permanent long-term groups of unemploved were formed in the Bulgarian
society and such. which for years are inciuded in the social security system,
regardless of whether they are Bulgarians or belong to ethnic or minority
groups. Due to its serious troubles the state can not guarantee their support and
therefore they are th d by permanent marginalisation. The misery many
times leads to a rise in crimes. It will be difficult to solve this problem in the
near 7-10 vears, since its aspects affect almost all of the social systems - edu-
cation, healthcare, labour market, low remuneration, pensions and child
allowances etc.

From the point of view of the market economic participants it is very hard
to differentiate the group of owners and entrepreneurs (as representatives of
the so called middle class) from the rest of the population. This refers to real
owrers in the production sphere, which are very little and are unevenly dis-
persed in the different sectors. Those that exist are concentrated mainly in
trade - wholesale and retail. The above mentioned 3-5% of rich and very rich
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can not be included in the big capitalist group yet. The so called national cap-
ital has still not been identified in Bulgaria neither as an investor, nor as a pro-
ducer. All this indicates that the small and middle business practically has lim-
ited reproduction functions and is aimed mainly at the survival and existence
of the employed in it people. And in this relation the problems of the econom-
ic policy. the function of which is to create expansion space for the private sec-
tor, are yet to be solved. It must be noted that the people who obtained restitu-
tion rights over real estate mainly in the cities have for the greater part turned
into landlords, but their share in the social structure is very small.

The structural modifications aside from the purely class division of rich-
poor have most considerably affected the educated and highly qualified part of
the population - the industrial workers, technical staff and all the other higher
education specialists, the scientific intelligentsia, the employed in culture and
ant.

As it is well-known, the problem is that in the developed countries the
highly qualified workers and the intelligentsia are the greater share of the mid-
dle class, regardless of whether they are in the owners or entrepreneurs group.
The situation in Bulgaria shows that the reforms were detached from the prob-
lems of the people.

Four criteria must be observed in view of the future monitoring of the
social stratification in Bulgaria:

a) number of people living below the social minimum:

b) number of people living below the social minimum but over the bottom
poverty line;

¢) number of people living below the bottom poverty line;

d) unemployment level and structure.

For these observations and assessments it is necessary for the respective
legislation to determine official top and bottom poverty lines. the factors to be
taken into account when they are calculated, their relation to other quantities
in the income and employment policy.

In conclusion, the observations of the processes of social differentiation in
Bulgarian society cary significant information about the policy of the state -
economic and social. The methods currently used by various institutions for
the social and existential minimum are first of ail not officially acknowledged,
and second are not consistent with the situation and the abilities of the coun-
try. Therefore, the need for legal regulation of these problems is very pressing.
This will make the necessary comparisons with other countries more objective.
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7. 3. Priorities and Rec dations on I
Goran Bankov

and Social Insurance

Taking into account the parameters of the present impoverishment, unem-
ployment and neediness no other conclusion may be made except ﬂlal the
social policy needs on the one hand, a full reform and on the other it must
become a priority of the state policy together with a new economic policy. In
this respect the social policy should be aimed at three main targets:

First. short-term (anti-crisis) - the setting up of a System for Social
Security of the population by the end of 2001. It should guarantee the possi-
ble minimum standards in the field of remuneration, social assistance,
pensions and children allowances as well as in the area of employment.

It will be of primary importance that the setting up of the system is in
accordance to the criteria and the requirements of the EU social legislation.
This will allow a permanent monitoring on the levels and the trends of the
development of the system’s clements and their compatibility with the
European standards.

Second. mid-term target. A stabilisation of the system for social security
of the population and the decreasing of the scale and deepness of the poverty
to be achieved by the end of 2003; a decreasing of the unemployment rate up
to 7-8% annual average and a sustainable increasing of the incomes and the
consumption.

Third, long-tcrm target. Stabilisation and increasing of the employment to
be achieved after 2003 and on this basis - increasing of the standard of living
and approaching of the average standards of Central European countries, and
later of those of the EU.

The State must become an active factor for the carrying out of the social
policy priorities through development of a National Employment Programme
and decreasing of the ployment to 7-8% by 2003; starting of a pro-
gramme with active measures for a large-scale qualification and pre-qualifica-
tion of unemployed persons in accordance with the forecast needs for qualified
employees in the different directions of the separate priorities and pro-
grammes. At the same time programmes for employment of the minorities,
youths and handicaps should be developed urgently, as well as laws and pro-
gramines creating conditions for a realisation of the EU principle ,,Education
and Qualification - AH life”.

In respect of the new incomes policy our specific proposals are:
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First, minimum hourly wage: to become 1 lev/per hour for employed with-
out a labour contract and for those employed under labour or official relation-
ship to increase from 0,45 levs to 0,65 levs. The minimum monthly remuner-
ation to jump from 75 levs to 110 levs.

Second, the guaranteed minimum income for social support must rise from
37,3 levs to 63 levs.

Third, the minimum pension for length of service and old age - from 40
levs to 66 levs.

Fourth. an increase of the average pension from 77 levs to 90 levs.

Fifth, the child allowance to rise from 8,55 levs to 27 levs.

Sixth. a decrease of the tax and social security burden on the labour
incomes - gradually until 2003, including: income tax to 15 %, the total size
of the security payments - to 30 %.

We consider that the reform started in healthcare and demographic poli-
cy must go further, however a qualitative change in the means of its perform-
ance and funding is necessary. Therefore, law amendments must be made in
order to guarantee normal access to quality health services to the population.
to improve the system’s funding, to improve the organisation and technology
of the health insurance system, to create conditions for private investor partic-
ipation in the building, development and operating of the health establishments
and services. Some changes are aiso necessary in the social insurance system.
For the stopping of the extremely negative population trends, an adoption of
strategies and laws in the demographic policy area is definitely necessary
in order to: increase the marriage and birth rate; decrease the death rate;
improve the conditions for the raising and education of the coming gencra-
tions. :

The investments in human capital are becoming a state priority in the
developed countries more and more. The XX1 century is a century of infor-
mation technologies and highly intellectual productions and services. This
requires serious changes in the volume and quality of the knowledge to be
acquired by the coming and young generations. Bulgaria’s workforce -
industrial workers, engineer-technological staff, experts in different areas of
social life are widely losing their work and in most cases their qualification
will become inapplicable. This requires not only personal efforts, but also
involvement of the state for the pre-qualification of these hundreds of thou-
sands of workers and experts so they can actively participate in public pro-
duction. This necessity of a quality work force will as early as in the next years
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require significant investments in the development of human capital. This
means tha_t we l?mst rapidly introduce quality education and qualification stan-
dards, which will make us part of the European and global trends.

7. 4. Restructuring of the Labour Force
Katia Viadimirova

7.4.1. Employment, Unemployment and EU Labour Market Policies

The employment level of the productive work population is extremely
important factor for the social progress, the quality of the population’s life, the
security and successful participation in the rapidly flowing processes of glob-
alisation and European integration. The increasing of employment with the
development of the economy is the most important factor for the elimination
of poverty, the social disintegration and insecurity, for the success of the inte-
gration. for the term and social price of the EU membership.

In the recent years the issues related to employment are at the core of the
of the debates for the building of the European integration. At the Lisbon
European Council in March 2000 the need for a Community policy in support
of employment was underlined as one of the main conditions for the estab-
lishment of the information society for all. Thus, the Community, following
the policy of economic and social cohesion is also interested in employment.
The economic development policies and the performed economic reforms
must be seen through the prism of employment and social cohesion.

At the Amsterdam meeting in June 1997 the European Council, in accor-
dance with the adopted in Essen ,,Employment Activities: Pact for Trust“ and
the Dublin Declaration for Employment (1996) adopted a “Resolution of the
European Council for Growth and Employment”. 1t emplt that the pri-
ority target is the setting up of a qualified, educated and adaptive workforce
and the formation of a labour market corresponding to the Community’s eco-
nomic changes.

At the end of 1997 at the meeting of the European Council the state and
government leaders reached an agr for the begi of joint actions at
European level in favour of employment. This includes: a co-ordinated
employment strategy, national action plans in favour of employment, associat-
ing of the social partners at all levels in the employment area. Every year the
EU Member States submit to the Commission and the Council their plans for
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national actions in favour of employment and a report for their performance.

The aims of the employment policy, determined with the national action
plans are mainly in the area of: creating new additional opportunities for eam-
ing incomes; lowering the unemployment level; promoting equal opportunities
for men and women; adjusting the training and the employment system to the
work demand; promoting entrepreneurship, self-employment.

The 1999 Directives of the European Commission are in four major direc-
tions:

1. Improving the adaptability as a necessary prerequisite for dealing with
youth unemployment and overcoming of long-lasting unemployment. The
specific aims in this area are: offering uncmployed youths a new start in the
form of qualification. internships, work and others: professional orientation
and qualification of the old unemployed.

2. Development of entreprencurship through facilitating the start and
expansion of business; development of the opportunities for creating new jobs:
facilitating the tax system in order to promote employment.

3. Encourag of the b adaptability and the employed in it
through modemnisation of the work organisation and supporting of the enter-
prises’ adaptability.

4. Strengthening of the equal opportunities policy. For this purpose is rec-
ommended that the Member States: adopt the gender approach while imple-
menting the employment directives: attempt to lessen the big differences in the
unemployment levels between men and women: develop. implement and pro-
mote policies, allowing the co-ordination of the work and family life of the

two genders: facilitate the reintegration in the labour market of men and
women.

The European states expect to achieve a significant decrease of unemploy-
ment on this basis. For example, in its National Action Plan Austnia has aimed
to improve employment permanently and specifically to increase the number
of employed with around 100 thousand in five years and the unemployment to
reach about 3.5 %.

7.4.2. Change of the Employment Model and Restructuring of the
Labour Force in Bulgaria

Major changes in employment have taken place in the last ten years of tran-
sition to market economy. The employment model has changed - from a poli-
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cy of complete employment of the population capable to work, notwithstand-
ing the economic price, there was a shift to an employment level determined
mainly by the nature of the economic development, i.e. for a very short period
of time there was a transition from complete employment and workforce defi-
ciency to a high, large-scale and durable unemployment. The employment
drop is accompanied by many significant changes in the workforce structure.
The institutions and policies related to the establishing of labour market in the
country were formed.

The employment of the population is falling and is beginning to reach
those limits which are dangerous for the country’s social peace and the sur-
vival of large population groups. The number of employed is falling and the
number of the so called working poor is continuing to grow. During the last 10
years the employed in the branches of our national economy have decreased
with over 1 million. which is over 1/4. This is due to many reasons — politi-
cal, economic and demographic. Above all the significant fall of employment
is related to the extreme shrinking of production, to the restructuring and the
cconomic and social reforms. to the ageing of the population and the emigra-
tion of a considerable part of the active population. The population’s econom-
ic activity has dropped. but its employment has dropped more. This processes
is continuing and will not stop in the near years due to the need to raise the
production effectiveness and employment, the competitiveness of national
production.

The unemployment has reached a very high level and scale. The number of
officially registered unemployed reached its peak in the beginning of May this
vear. The unemployment level reached 19% of the active population, i.c.
almost every fifth who can and wishes to does not have work and therefore
does not have work income or has no income at all. The share of the continu-
ously unemployed in the total number of unemployed (around 730 thousand
officially registered by the end of April, 2000) is high (over 1/3) and rising.
They are those who have been registered as unemployed for over a year and
are unsuccessfully secking emplovment. Less than 1/3 of the unemployed
receive compensations. Over 30 % of the total number of unemployed are
youths up to 29 years of age and over 52% are women. The largest part (over
2/3) are people with low education and no profession. However, around 6 %
of the unemployed have high education (around 42 thousand).

The price of labour for a number of entities is high from the positions of
the significant disparity between the work demand and the offering, due to the
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high and considerably increased in the last years share of security payments
and state interference. It can also be said that it is high from the aspect of the
work productivity. Together with this the labour price for the working persons
is very low, for a considerable share of them — around the officially deter-
mined minimum work salary (under $40). The social aids are very close to this
salary, and for a great part of the unemployed the monthly compensations are
higher. This situation has been destroying the work motivation for years now,
it has not been stimulating towards economic activity and active behaviour on
the work market.

The remuneration differentiation between the various sectors is deepening.
And it is not a direct consequence of the higher productivity or more qualified
labour, but mainly of monopoly position, heavy budget limits and partly labour
conditions. Due to this the differentiation in the remuneration for qualified and
unqualified work in favour of the latter, which is characteristic for sociatism.
was kept. The average annual salary is lowest in the healthcare, education. sci-
ence and scientific services sectors and is highest in production of energy. gas
and water and the extraction industry.

Due to the continuous unfavourable labour market situation, which has
deepened in the recent two years, the conditions and the discrimination in hir-
ing, remuneration, working conditions, dismissal have worsened. The employ-
ment insecurity and instability is rising. The greater part of the working con-
tracts arc short-term and are being prolonged all the time without becoming
contracts for an indefinite term. Most of the so called civil contracts are prac-
tically labour, but their form deprives the working of basic rights: adequate
remuneration and security, limited working hours, breaks and vacations, safe-
ty and health working conditions, indemnification for firing. protection in
work etc. A great part of these contracts are oral and without security.

The employment in the unofficial sector, in the informal economy is high,
although this can be assessed only indirectly as there is a lack of official data
and trustworthy studies.

Summary

The dropping economic activity of the population and the even greater fall
in its employment, the high and continuous unemployment, the mass impov-
erishing and domestic market shrinking, the existing genuine threat to social
safety (even only in relation to social insurance funds) are a seriously enough

166

Restructuring of the Labour Force

danger for the process and terms of Bulgaria’s EU integration.

The restructuring of the labour force and the employment changes in the
population are extreme, large-scale and in many directions. They can general-
ly be divided in two big groups: 1) such, which are aimed at the establishing
of the market economy in the country and which expand its integration oppor-
tunities and 2) such, which cause difficulties, obstacles for the successful inte-
gration and development through market economy and democracy. The latter
require the implementation of an adequate policy for the increase of employ-
ment and the decrease of unemployment in the context of the co-ordinated pol-
icy, strategies and plans of the EU Member States.

The first group of changes in employment, creating a good base and
opportunities for the EU integration and the country’s development through
market economy and democracy are:

~ the change of the employment model, from administrative allocation of
the employed and their mobility towards market allocation; from full employ-
ment on a social basis — towards employment determined from the labour
demand, from passive to active behaviour and competitiveness of the labour
market;

— the abolition of the administrative restrictions for the movement of the
labour force in and outside the country, creating conditions, although limited
for now. for greater mobility of the labour force;

- a transition from administrative to contractual relations in the paid
employment area. mutual determining of the labour price and the other hiring
conditions by the direct participants in the labour process (employees and
employers).

- radical amendments in the existing in the country labour and social leg-
istation in the context of the development of the market economy and the dem-
ocratic processes and in accordance with international conventions, EU law
and others:

— the building and development of social partnership at all levels and
development of the collective labour contract system;

— the establishment and development of the labour market and its institu-
tions and policies through the setting up of a network of employment offices
throughout the teritory of the country, their equipping and training of their
employees;

— the establishment and development of a policy regulating the labour mar-
ket, of an active policy for stimulating the unemployed to return to employ-
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ment and the employers for hiring particular groups of unemployed;

— restructuring of the branch and sector employment, a rapid increase of the
employed in the area of services and decrease of the employed in industry;

— increasing the number of employed in the private sector, of entrepreneurs
and self-employed

— a rapid increase of the employed in non-government organisations as a
guarantee for the development of the civil society in the country.

The second group of changes in employment, which create problems and
obstacles in the course of the integration, economic growth and the social
cohesion include the following:

1) Decreasing the population’s participation in the sphere of paid labour.
in employment and the development of the economy. The economic burden-
ing of the working (social security payments, taxes, salary increase limits and
others) is growing. At the end of 1999 only 57.4% of the population at an
active age is working. In the total employment decrease the drastic fall in the
employment of young people, ethnic groups, women, agricultural population
stands out. As a result the number of impoverished and becoming impover-
ished and of the excluded from the labour sphere are increasing. The number
of economically active people, which count on and need social aid are grow-
ing. One part of them find it difficult to return to work, for others it becomes
impossible to ensure their children’s’ education. Many leave school prema-
turely for this reason.

2) In spite of the significant fall in employment (around 40 % compared to
1989) the hidden unemployment and the ineffective use of the employed remain
high. In recent years production dropped rapidly, the wasting of working hours
due to various reasons, work conflicts and others was increased. The increas-
ing of effectiveness, competitiveness of the greater part of national production
requires a diminishing of the production costs, including labour. This requires
the further dismissal of employees. Even at comparatively high economic
growth it is possible that the expectations for an employment rise will not be
fulfilled.

3) A drastic ris¢ of employment in agriculture (from 19 % in the beginning
of the 90s to 26 % of the total employed in 1999) and reaching a level abnor-
mal for developed countries and even more for the EU states (5,7 %). The
scales of the hidden unemployment and of the natural economy have enlarged.
The employed in the sector have the lowest educational level compared to the
employed in the other branches and sectors of Bulgarian economy.
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4) The processes of deindustralisation and restructuring of the economy
naturally led to the considerable fall of employment in industry. However, the
fz.ﬂl in production is greater. The employment and production in branches, con-
sxd‘ered to be prospective and traditional for our country and in sectors, in
wmch it has_invesled a lot in the last decades, have been destroyed. The first
fnclude the light and the food industry, and the second - electronics, comput-
ing machinery, electromechanical industry, appliance production, specialised
equipment and others. This caused our economy to loose not only foreign mar-
kets and opportunities for 2 more rapid growth and employment, including for
higher qualification labour, but also short-term opportunities for the technical
and technological production Jevel to change. to keep in the country and effec-
tively use professionally trained and qualified experts.

5) With long-term consequences for the economic development and
restructuring and employment a significant decrease of the employment in sci-
ence and scientific applied research has been reached. The expected institu-
tional restructuring of the scientific research from the institutes to the univer-
sities was not achieved. Production was deprived of scientific research and
innovations, which are very important for increasing the effectiveness and
competitiveness of the national production. The quite shrunk in size and scat-
tered in many directions potential is practically ineffective also because of the
insignificant funding, which the budget can afford for scientific research and
equipment.

6) Among the small number of branches, which have increased the num-
ber and share of employed is the state administration. This processes is very
troubling having in mind the total employment drop and the very reduced state
participation in the running of the economy. Only for one year the number of
employed in this area has increased with 11 000. This jump is accompanied by
a rise in bureaucracy and corruption and the ineffective economic develop-
ment.

7) The share of the employed in the public and especially in the private sec-
tor, who receive labour remuneration around the minimum salary is high. The
greater part of the employed in the private sector are not ensured against social
risks (from nearly 2 million officially employed the ensured are less than 900
thousand). This leads to a rise in the number and share of the so called work-
ing poor, increases the insecurity and social differentiation. Part of them pre-
fer the official unemployment to employment (the compensations are higher
than the minimum wage) or continue their unemployment as an alternative to
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low remuneration and insecurity.

8) The very high, large-scale and continuous unemployment is a very con-
cerning problem. The officially registered unemployed are almost as much as
the employed in industry or agriculture. In reality the offering of labour is
much higher due to the fact that many graduates do not register in the labour
bureaus or many leave them prematurely, desperate unemployed. who have
lost faith and abandoned their official registration. pensioners and students
secking work and others. The great number of the released from the army due
to its reform should be added here.

The unemployment level in many municipalities is over 30%, and in many
is over 40%, even 50%. Many of these areas have mixed or compact roma pop-
ulation. Only around 1/4 of the unemployed receive compensations and around
550 000 of the unemployed have no incomes. Only a relatively small part of
them can hope to receive social aids or to be included in the subsidised
employment programmes.

Most of the employed have low education, no professional training and/or
no working experience. Most of them are romas. youths and women. Around
60% of the unemployed are with low education and no profession, which
means that even with favourable economic growth, increase of the foreign
investments, greater labour force demand the chance for them to find paid
employment is very small. For many of them the paid labour sphere becomes
inaccessible and the entering in it - accidental, short-lasting and uncertain. At
the same time this leads to social insecurity and in the best case - employment
in the unofficial economy, migration and others.

9) The countrv’s financial servicing of unemployment is in a crisis. The
Professional qualification and unemployment fund (PQU) is exhausted as a
result of the short-sighted policy carried out in the recent years and of the ill-
founded reallocation of the security payments among the different types of
security risks. The monthly payments of the compensations to the relatively
small share of the unemployed, who have the right to receive them are diffi-
cult. That leaves no possibility for the financing of other labour market activ-
ities.

10) The active employment policy is practically threatened to cease to exist
due to the lack of financial sources. Until now it was aimed mainly at the
unemployed, at financing the very limited activities for professional orienta-
tion and qualification, encouragement and stimulation of the unemployed to
start work and the employers to hire specific groups of unemployed.
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7. 4. 3. Bulgarian Labour Market Policy

During the past transition years the necessary institutions were set up in the
country and the respective legislation was adopted for the creation and devel-
opment of the labour market. For this purpose Bulgaria received significant
outside aid, mainly from the EU Member States. Essentially the necessary
institutional and legal conditions for the functioning of the labour market were
established, including those for the implementation of an active employment
policy.

The main problem of the Bulgarian labour market during the transition
years and especially in the last two is the low, quite insufficient aggregate
labour force demand. The lack of a favourable economic environment and
conditions for business growth, especially for small and medium enterprises,
as well as the ongoing shrinking of the domestic market demand make the
labour demand very limited. The high social security payments and the taxes,
the extremely weak application of various forms of flexible employment and
the low mobility of the labour force also contribute to this.

The labour offering is much larger than the officially registered in the sec-
tions of the National Employment Office. Apart from the registered there per-
sons in economically active age without work and work incomes and actively
seeking employment, the labour offering of other groups practically remains
uncovered. These groups are pensioners, students, unemployed who have
failed to register, employed (by a second and additional labour or other work
contract). The low level of pensions and salaries, the respectively high price of
education and others make the labour offering much higher than the officially
registered. The unemployment growth is related to the conducted reforms (pri-
vatisation, elimination of ineffective productions, reforms in the army and
social security and others) and the continuous economic crisis and stagnation,
the loss of markets and others. A great impact also have the high social secu-
rity contributions the employers must pay, the ineffective policy for the regu-
lation of the disbalance on the labour market, the passive behaviour of most of
the unemployed and the labour agents, the lack of a practice for flexible
employment forms. The respectively high unemployment compensations
(between 80% and 150% of the minimum monthly salary) compared to the
salaries received by the employed on a full day basis (around the minimum) is
also not a stimulation for active job seeking.

The high unemployment level, the large-scale disparity between labour
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demand and offering in general and particularly in a number of private labour
markets, the growing discrimination in the labour sphere and others require the
implementation of an active policy in favour of employment, for diminishing
the unemployment and its socio-economic and political price, the quicker
return of the unemployed to labour, the setting up of conditions for the reali-
sation of the constitutional right of labour of the country’s economically active
population. There are formally established preconditions for unemployment
protection and employment promotion. This is the specific law which entered
into force on January 1, 1998, as well as the adopted since the beginning of the
transition many legal acts and programmes. the building and development of
the respective institutions on the labour market, including on a tripartite basis,
the establishing of a specialised fund (Professional Qualification and
Unemployment) and others. All this was achieved with the technical assistance
of a number of Furopean countries (Germany, Belgium. UK, France) and
international organisations.

The timely establishing of the PQU fund as separate and independent from
the highly deficient state budget, practically on the basis of the social security
payments of the commercial sector employers and. in the recent years, of the
personal contributions of the employees, was supposed to create stability and
safety in the system, an opportunity the implemented labour market regulation
policy to be easily financed. It was thus until the Jast two years. In spite of the
high number of unemployed and the 1 d to stimulat
unemployment diminishing and employment growth the PQU fund had a con-
siderable surplus, which was repeatedly used for interest free loans to social
security, mainly for the payment of the monthly pensions.

Until now most of the measures of the implemented policy were the ones
forming the so called passive policy (paying of unemployment compensations
and aids, development of labour market institutions) and the measures and pro-
grams of the so called active policy held a much smaller share. The active pol-
icy is aimed at returning the unemployed to work, stimulating the employers
to hire specific groups of unemployed and to open jobs, at encouraging self-
employment and entrepreneurship, an active behaviour on the labour market.
At the end of 1996 only 17 % of the PQU means were used for the imple-
meritation of active policy measures. In the last two years and especially in
2000 due to the sharply reduced means of the PQU fund the carrying out of the
active policy was practically suspended, even qualification. Less than 0.5% of
the spent funds are for professional qualification. The most (over 12%) were
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spent for the setting up of temporary jobs for the unemployed mainly as part
f’f the temporary employment programs. The results of the various active pol-
icy measures are more or less symbolic than effective, with impact on the dis-
balance of the respective private labour markets. A number of widely adver-
tised active policy measures could practically not be started and/or have an
actual effect - the youth employment programme, alternative employment pro-
grammes in relation to large-scale employee reductions and/or closing down
of enterprises in the small cities and towns, the measures for promoting entre-
preneurship and self-employment among the dismissed from the closed down
enterprises and others. The registering and financial support of part of the
unemployed is the main activity of the labour market institutions. Also, there
is a complete lack of analysis and assessment of the actual labour demand and
offering, i.c. not only their registers. The assessments of the anticipated labour
demand changes are insufficient in the aspect of professional training and
qualification. Most of the funds (over 3/4) are allocated for unemployment
compensations and aids, which are received practically by only 1/3 of the total
registered unemployed. There is no social protection. policies and measures
aimed at returning to employment and employment incomes for most of the
unemployed.

The considerable unemployment rise and the adopted reduction of the
unemployment security payment and the very littie number of people with
social insurance practically led the once rich PQU fund to exhaustion and are
now a real threat to the capability of the fund to pay the necessary unemploy-
ment compensations monthly. The active employment growth policy carried
out in the last years mainly at the expense of the PQU fund is on the verge of
collapse due 1o lack of financial means. The budget resources in this direction
are also very low. With this Bulgaria returns to the initial transition years when
the state employment offices carried out only the registration of the unem-
ployed and the paying of their compensations and aids. The active employ-
ment policy, although limited in scale and share of PQU fund expenses, has
practically been eliminated, while in the EU states it is dominating and the
aims set out in the recent years are for its expansion.

In spite of the unemployment in Bulgaria, the need to reduce the econom-
ic and social pressure which it triggers has not yet been realised. There is
somewhat of an engrossment in passive policy - for constant amendments in
the legal basis, for a formal increase of the number of proposed measures and
programmes (very often modified existing, unfunctional or ineffective).
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7. 4. 4. Equal Opportunities for Men and Women

The EU policy has undergone a number of changes in the recent years, in
relation to the greater access and opportunities for women on the labour mar-
ket. According to the Rome Treaty (article 119) each Member State is obligat-
ed to: ,ensure that the principle of equal pay for male and female workers for
equal work or work of equal value is applied”. In the later adopted basic direc-
tives for the rights of women, the Member States take upon themselves the
duty:

- to review their laws so as to exclude any discrimination on the grounds
of gender and in particular in the professional qualification systems;

- to ensure equal treatment in view of the working conditions and work
access, as well as professional qualification and promotion opportunity;

—to consider unlawful any discrimination, affecting the legally established
social security programmes, covering the risks related to sicknesses, unem-
ployment, family support;

— to abolish the discrimination related to the professional pension schemes:

~ 1o abolish the direct or indirect discrimination of women who independ-
ently support themselves;

The directives also contain other provisions concerning motherhood and
social security.

The European social fund encourages through various projects and plans
the providing of equal opportunities in the areas of employment and profes-
sional training.

The European Commission embarked on a number of initiatives for the
promotion of gender equality through development of education and voca-
tional training as there is an opinion that the roots of gender discrimination can
be found in the educational level and qualification.

The main directions of the employment strategies, programmes, and meas-
ures adopted by the European Union at the end of 1997 include the enhance-
ment of the equal opportunities, reaching of a fair partnership and equal
responsibilities through: modemnisation of society so that men and women can
work in equal conditions for the fuller development of the economic possibil~
ities; development of new balances between the professional and family life of
men and women, abolishment of the barriers for more considerable woman
participation through the means of the social policy.

In the 1999 European Commission Employment directive one of the four
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pillars is dedicated to the strengthening of the equal opportunities policy. It
aims to diminish the great disparities in the employment level, labour access
and professional career of men and women. The need to adopt and implement
policies, oriented towards the family and combining the care for it with the
professional employment and career of men and women is taken into account
for the achievement of actual labour equality.

During the accession negotiations with the new countries the equality of
men and women will be taken into account in every separate area. The
European Commission opinion for membership preparedness of the candidate
countries will to a large extent be based on the created opportunities for gen-
der equality - legal, as well as government measures and its joint actions with
the social partners (syndicates and employers) against labour discrimination:
in relation with the hiring and dismissal, remuneration and professional career.

In the last years of transition towards market economy the labour world has
also undergone many changes for men and women. The level and scale of the
economic activity, the employment and unemployment have strongly differen-
tiated according to gender. The different employment and career opportunities
stand out more and more. The labour market discrimination according to gen-
der, age and other characteristics has grown considerably in spite of the leg-
islative guarantees. The Bulgarian Constitution, the Labour Code and the Law
for unemployment protection and employment promotion and other spe-
cialised laws proclaim gender equality in the labour sphere. A specialised law
for equal opportunities for men and women is under preparation.

The main source of the discrimination is the imposed in society women sta-
tus - of mothers, housewives and labour force.

In the last decade labour took great scales in the employed women’s’ time.
This is indicated by the data for: distribution of the employed persons accord-
ing to the usual weekly working hours (over 88.6% of the employed women at
the end of 1999 work over 40 hours a week); the increased share of the pro-
duction related to household agriculture (where mainly work women); the
observations of the dominating participation of women in the raising of chil-
dren and especially in houschold work.

Labour in the unofficial sector has grown, were mostly women are
employed and where working hours and week by far exceed the law-estab-
lished limits. This also contributes to the overworking of a great share of
women. Also, many women work in unfavourable and unhealthy conditions,
with no security and adequate remuneration.
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The strongly unbalanced labour market, the much higher offering of labour
than the demand, as well as the insufficient state and trade unions control deep-
ens the inequality of men and women in the labour sphere. Above all the dis-
crimination is obvious in the work advertisements, where the age and gender
discrimination is proclaimed freely and unpunished. Most of them explicitly
require the work candidate to be a man or a woman (although not very often)
and at a certain age without this being necessary for the position or according
to the law. The National professions classification adopted a few years ago,
which is uszd officially by the statistics and labour authorities contains many
prerequisites for gender discrimination. In can be said that in Bulgaria, includ-
ing Government, legislative bodies and trade unions, the necessary under-
standing and attitude for change do not exist yet.

The most often dismissed persons due to reduction of staff or activities.
structural or other changes are women. As it is indicated by the official statis-
tical data they have a ,,priority™. Usually the reason is that they are not family
.heads“. Very often the motives are related to the incapability of women. due
to their other family obligations, to be ,available™ for work exceeding the
usual duration of the working day and week, or due to upcoming motherhood.
the existence of small children, caring for ill family members.

The greatest legislative opportunity for equal opportunities for men and
women is established by education and professional qualification. It is these
two factors that allowed women in Bulgaria to enter paid employment com-
paratively fast and to achieve specific ¢ in their professional realisa-
tion. The high education of a significant part of women in an economically
active age allows them to successfully penetrate entrepreneurship, to work
independently (sclf-employment, free lancing). However, we can not say that
men and women have equal opportunities for paid labour and professional pro-
motion - before and after 1989, i.e. in the years of the democratisation process-
es in all areas. There are many reasons for this, many of them disputable, but
the problem practically is not publicly discussed, there is a lack of under-
standing and maybe this is one of the most considerable impediments. It is fol-
lowed by the social practice and the traditions in division of labour outside of
the paid employment, i.e. in family and society, the understanding of the main
function of each gender and others.
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7.4.5. Conclusions and Recommendations

Up to now the Government employment policy was aimed only at the
unemployed persons, i.e. at the ~curing” of the consequences, but not at the
creation of employment, the preserving of jobs, the establishment of condi-
tions for a natural employment growth — through economic development.
Macroeconomic, social and financial policies are not still tied to the employ-
ment policy. The latter is still not accepted as a priority, although the already
reached extremely high level of unemployment and impoverishment and mar-
ginalisation of large groups of the population practically impose such an atti-
tude.

The adoption of a policy on the employment, oriented towards the creation
of an economic environment motivating the employers to create jobs and to
hire unemployed persons, to stabilise the employment in their enterprises, to
use flexible employment policies and to establish more favourable conditions
for work, becomes more than necessary. This means giving up of the existing
approach for ,,curing” the consequences of the unfavourable economic envi-
ronment and adopting a policy for the prevention of unemployment, for pro-
duction development and on this basis a growth in income and budget pro-
ceeds. This would create greater opportunities for the success of the measures
aimed at supporting the risk groups on the labour market.

The economic situation in Bulgaria still remains complex and difficult, but
the capabilities of the macroeconomic and regional policy, of the policy of
education investments for unemployment reduction, for growth in employ-
ment and opportunities for professional achievement and a better life for the
different population groups should not be underestimated. It is necessary for
the efforts of the State, in particular of the executive power, and the social part-
nership institutions to be aimed at:

- a closer tie up of macroeconomic and regional policy with the employ-
ment policy:

- promotion of the setting up and development of new productions, sectors
and activities;

— creation of a favourable environment for the development of the entre-
prenuership, of small and medium enterprises, of family business, as incuba-
tors of jobs;

- a more immediate tie up of the education and qualification of all ages
with the demand of the employers, with the present and the expected situation
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on the labour markets for different professions;

- stimulation of the employers to invest into human resources, to stabilise
the employment, to create incentives for more productive labour,

- creation of conditions for equal employment opportunities for different
groups of the population, for decreasing of high unemployment among the
young people, women, disability persons, romas, etc.;

— broadening the participation and involvement in the employment policy
of more State and non-governmental institutions, local authorities and citi-
zens’ associations.

For the activities of the institutions at the labour market and mainly of
those included in the structure of the National Employment Office to be suc-
cessful and more effective, it is necessary

— that the implemented labour market policy be restructured in favour of
the active policy, i.c. to the preparation and inclusion of the unemployed per-
sons in the employment;

- to improve the role, scale and quatity of the information and intermedi-
ary services of the labour offices;

— to broaden the activities for the improvement of the adaptability of the
unemployed persons to the situation of the labour market and the requirements
of the present and future organisations in the country. This can be achieved
through the inclusion of all newly regi d ployed p in short-
term courses for adaptation and motivation for active behaviour on the labour
market and professional orientation in the new situation in which they are;

- to achieve a quality change in the concept for professional training and
adaptability of the unemployed persons, especially regarding the huge number
of unemployed persons with low education and without profession as well as
of long unemployed persons;

- a development of activities for real achievement of equal opportunities at
the labour market;

- an application of the gender approach in the development, realisation and
assessment of the legal basis, policies and programmes for social and eco-
nomic development, for employment and investments in human resources.
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7.5. Health and Safety Working Conditions
Katia Viadimirova

The World Health Organisation upholds the principle of good health, deter-
mining it as a ,,state of complete physical, mental and social well being, not
just the lack of illnesses and infirmities. The people living in a state of transi-
tion towards market economy aim to ensure at least their economic capabili-
ties for treatment.

The total crisis has reflected directly on the work conditions. Constitutional
and other rights concerning healthy and favourable conditions of work are
being violated. The prices of treatments and prophylactics are most dynamic
among the prices of consumer goods. Gradually regulated and non-regulated
paid healthcare and treatment is being implemented. And the state is with-
drawing from investments and more significant participation in this area.

The people’s economic and socio-psychological difficulties in their adap-
tation to a principally new social model as well as the large-scale inq)o_vefisl_l-
ing have increased the illnesses among the population. One of the main indi-

179



Restructuring of the Labour Force

cators for this is the decrease of the average life duration, especially among
men. While in most EU countries the average life duration is increasing and
reaching high limits (80 and over), in Bulgaria it has been falling in the recent
years and is 70,5 years for the population generally, 67,6 for men and 74,3 for
women. The disparity with the European countries, which existed up to the
beginning of the transition has grown. The infant and mother montality is also
higher, as well as the death rate according to age, especially for men. Among
the 30 more developed European countries, Japan, the US and Australia
Bulgaria has: the lowest birth rate (7,7 per thousand compared to 14,6 for the
USA, 12,4 for France, 12,3 for England in 1997) and the lowest levels of nat-
ural population growth (- 7 per thousand in 1997 compared to 8.1 for New
Zealand, 5,9 for the US, 4.8 for Canada, 3,5 for the Netherlands and Norway,
3,3 for France); one of the highest levels of infant mortality (17.5 per thousand
for 1997) and it is higher only in Rumania - 22 per thousand for the same peri-
od while in the developed countries this level is between 3.6 (Sweden) and 6.2
(Ireland. Belgium) and for the Central European countries between 10 per
thousand (Hungary) and 5.9 per thousand (Czech Republic) and of gencral
mortality (14,7 per thousand for 1997) compared to around 7 per thousand in
Japan and Australia, around 9 per thousand in France, Switzerland, Finland,
Austria. The comparison of the levels and especially of the development of
these levels illustrates the directions of the changes in relation to the quality of
life. For Bulgaria, as well as for the other East European countries the data
indicates its worsening. There are many factors, but the main are the impover-
ishment, undernourishment, the lack of prophylactics, the considerable rise in
the prices of drugs and medical services, the eating and life habits.

The improvement of the living and working conditions is one of the main
issues in the EU social policy. It is also one of the basic requirements from the
countrics which are in process of accession to the EU. A foundation for the
improvement of the living and working conditions was established in Dublin
in 1976. A permanent employment commitiee has been set up, which creates
the opportunity for direct dialogue between employers, trade unions, labour
ministry and the Commission. In the Treaty for the establishment of the
European Community the prevention of labour accidents, professional illness-
es and professional hygiene are among the main issues.

A Law for health and safety working conditions was adopted in 1997. On
its basis a number of other secondary legistation (mainly regulations of the of
the Ministry of Labour and Social Policy - Chief Labour Inspection), regulat-
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ed mainly the obligations and responsibilities of the employers for the estab-
lishing of safety and health working conditions. For example according to
Regulation N 5 of MLSP from 1999, the assessment of the risk for the health
and safety of the workers and employees must be carried out in every enter-
prise, place and activity on the basis of a previously developed program. The
law provides that the control for the working conditions and the observance of
the labour and social legislation, as well as the development of a policy in this
area is carried out by the MLSP and specifically by its structural unit - CLI
with its central office and local divisions. CLI carries out integrated control in
relation to the ensuring of health and safety working conditions and a general
control for the observance of the labour legislation. It is provided that the
activities for safe and healthy working conditions is to be carried out in accor-
dance with the principal of the tripartite co-operation at all government levels.
In this relation the National Working Conditions Council was set up at a
national level. Other institutions are being established in accordance with the
adopted law. Such are for example the committees, which must be set up joint-
ly with the social partners (the trade unions) for control over the working con-
ditions.

Also. in accordance with the law the Working Conditions Fund was set up,
which should finance the activities concerning the ensuring the health and
safety working conditions.

A law on labour inspection is being prepared and will probably be adopt-
ed soon_ It is expected to create a legal base for increasing of the effectiveness
of the control over the working conditions and the observance of the labour
legislation.

Regulation No. 7, adopted in 1999, for the minimum requirements for safe-
ty and health working conditions at the place of work and in relation to the
usage of equipment concemns the obligations of the employers which are spec-
ified in unison with the European legislature and are determined as minimum.

The working conditions in the Bulgarian enterprises are getting worse
instead of better. This is due to many reasons, the more significant being:
intensive ageing of the machinery and equipment; lack of financial possibili-
ties for investments in the improvement of the working conditions; lack of pol-
icy for creation of health and safety working conditions due to the restructur-
ing, change of ownership, insecurity in the development; non-observance of
the law due to weak control, poor sanctions, etc. As a result of all this the num-
ber and the share of workplace accidents, including those with lethal conse-
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quences, invalidation, occupational diseases and especially absences from
work due to iliness are high. For example only for the first nine months of
1999 the workplace accidents are 4974.

The working conditions and the state of the equipment determine the level
of the general illness rate and the occupational disease, the losses of working
hours. For example, in 1998, 17 778 807 working days have been lost due to
general illness and enormous indemnification sums have been paid.

The control over the obscrvance of the health and safety working condi-
tions are insufficient and the sanctions - practically ineffective. The checks
carried out by the CLI and its regional units cover a minor part of the com-
mercial enterprises (for example 1/20).

These checks usually find violations of the rules and norms for the ensur-

ing of health and safety working conditions. The most often established viola-
tions are related to overtime work exceeding the maximum length provided by
the law; duration of the working day and week far beyond the law-provided,
compensation of the overtime work with days off, lack of labour readjustment
jobs (including pregnant women and women with small children). etc. Out of
the control remains the large-scale usage of children labour, lack of appropri-
ate working conditions for pregnant women, women with small children and
young women.

7. 6. Education
Katia Viadimirova

By educational level, population structure and labour force Bulgania is still
in good positions. Bulgaria has human potential with higher educational level
compared to the average in the countries from both organisations in which the
most developed industrial countries are members (OECD and EU) and higher
than the levels in the separate countries from Western and Eastern Europe.
Along with this it should be mentioned that Bulgaria lags behind from some
of the most developed industrial European countries mainly in the relatively
high share of the population with primary and lower education and compara-
tively low share of those with secondary education.

In 1995, according to share of the population and labour force with high
(university) education - respectively 13 and 15% Bulgaria is at the level of
Germany, at the average level of these indicators for the OECD and at a little
higher level than the average for the EU Member States (respectively 12 and
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14%). The share of the population and labour force with higher education in
Bulgaria is also higher than the similar indicators for Austria (respectively 6
and 7 %), Portugal ( 7 and 9 %), the Czech Republic, Poland. Our country is
also at a considerably high level according to the other important indicator -
share of students in the higher education schools from the total population.
According to number of students per ten thousand people for the scholar year
1995/96 - at 294 our country is at the level of Austria (293), close to Sweden
(281), Russia (300), the UK and Italy (313), Japan (314) and surpasses the
indicators of countries such as (263), Greece (285), Switzerland (281), Poland
(196), Turkey (196), Hungary (152) and others. However, it is behind coun-
tries such as Canada (698), the US (540), Finland (403), Norway (401), Spain
(386), France (362), the Netherlands (348). From this point of view, the wide-
ly spread theory in Bulgaria that too many people study in the universities and
that they increase the unemployment and the structural unemployment can not
be supported. Part of the indicated countries with a high number and share of
university students also have comparatively high unemployment (Spain,
France, Italy).

The standings of the country are the same by the share of the population
and labour force with high school education (respectively 46 and 52 %). The
OECD average for 1995 is respectively 40 & 42 % and 36 and 39 % for the EU
countries. However, in comparison with a number of countries the share of the
population and labour force with high school education is low. For exampie in
the Czech Republic this share is respectively 73 and 76 %, i.e. 3/4 of the pop-
ulation and labour force in this country has high school education or 84 and
respectively 88 % - total with high school and high education, while in
Bulgaria this share is 64 and 73% (including with college education). In coun-
tries such as Austria, Germany and Poland the people with high school educa-
tion are a little over 60% of the population and labour force.

The main problem of the educational level and the structure of the popula-
tion in Bulgaria is the comparatively high share of the population and labour
force with primary and lower education. In 1997 this share is respectively 35
and 26% (38 and 29% in 1995), while for Germany and the Czech Republic
these indicators are around 16 and 12% in 1995, i.c. a minor part of the popu-
lation and labour force in these countries has an education level below high
school and as a principal no professional training. This is extremely important
for the level, structure and duration of the unemployment. This share is a little
higher in Poland (26 and 31%), Austria 31 and 24%). It is true though, that in
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average for the OECD countries ( 40 and 35 %) and for the EU (46 and 39 %)
and especially Portugal (80 and 76%) the share of the population with low edu-
cation is greater than in Bulgaria.

The keeping even of the reached level and education structure of the pop-
ulation and especially of the economically active population is already a seri-
ous problem due to two reasons:

First, the trend of rapid ,,ageing™ of the population, i.e. the decreasing of
the share of young generations, which are the future labour force and are cur-
rently and in the next years in the educational system. The share of the popu-
lation at the so called scholar age, i.e. between 5 and 24 from the total popu-
lation is falling contimuously and especially fast after 1990: it is 27, 4% in
1995, 26,8% in 1998 and is expected to reach respectively 22,8% and 20,3%
in 2005 and 2010. The share of the population between 5 and 14 years of age
is decreasing very rapidly (from 12,8% in 1995 to 8,2% in 2010 3). The num-
ber of students in all schools is diminishing mainly due to this reason and the
fall is most significant at the lower educational levels.

Second, the rise in the number and share of students leaving the educa-
tional system prematurely, i.e. without finishing the respective educational
level (a few years ago they were about 55,000, for the last year they are about
110,000). This is due to various reasons, but mainly to the economic and social
crisis, the drastic impoverishment of many households and especially of those
which have more than two children.

Third, the undergoing reallocation of the investments in the education
between the State and the population. The state is transferring some the obli-
gations it had until now to the population and not many can afford to make
these investments, although children’s education is of top value for Bulganians.

Another reason is the impact of the emigration, which is very high.

The widening of the scope of the educational systems and the lengthening
of the education in the recent years can not compensate the impact of the
demographic factors and partly of the socio-economic. The generations exit-
ing the labour sphere due to the age limits of economic activity are nearly
twice as much from the people entering the educational system and the ones in
an economically active age. The fact that a considerably large share of young
people have low education and no profession deserves attention. This makes
the labour sphere inaccessible and/or uncertain for them.

Of great importance are also the other aspects of the investments in the
human resources: the contents of the training and its compatibility with the
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demands of the organisations; “the labour price” in view of the training level,
its quality and others. The opinions in this direction are different. Principally,
the syllabuses in Bulgaria are “overloaded” with general or specific knowl-
edge, but are not well adjusted to the practical needs. The people being trained
do not acquire sufficient creative skills, individual thinking, initiatives and
drive for practical steps which does not make them very suitable to the
employers’ demands

The future in relation to the quality characteristics of the population and
labour force are concerning, in respect of the needs of the economic develop-
ment and participation in the integration processes as well as in view of the
growing unemployment, which is very high and continuous among the popu-
lation with low education and no professional training and leads to impover-
ishment and social isolation of large population groups. What is very alarming
is that this to a large extent concerns the young people in Bulgaria. By the end
of 1999 over half of the officially registered unemployed have primary and
lower education and those with no profession are much more. According to a
study of the labour market camied out in November 1999, the employment
level of the economically active population is differentiated in relation to the
educational level: the employment level for the people with high education is
85,1%, with high professional school education - 69,8 %, high school - 54,4
%, with primary - 38,5 %, elementary and lower - 21,3 %.

The high level of youth unemployment practically indicated the lack of
accordance between the economic and educational policy, between the devel-
opment of the education and the economy. For example, the country’s devel-
opment in the next years in communications, infrastructure, tourism, high
technologies would lower unemployment significantly. At the same time the
development of these sectors assumes the existence of such specialists in the
educational system, as well as among the economically active population.

Recommendations

The investments in education and professional training of young people
and adults (employed or unemployed) should be an important priority in
national employment as they are in the policies of the EU countries in recent
years. Among the main guidelines of the EU empioyment strategies, policies
and measures is the transition from passive to active policy and from social
dependence to employment through increasing the chances of the seeking
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employment to successfully meet the new employment requirements and per-
spectives, enhancement of the capabilities for professional employment.
Therefore, the EU considers education, prequalification, acquiring of practical
experience as important for diminishing youth and continuous unemployment.
In Bulgaria this could be p d through: widening of the training of the
unemployed; refinement of the educational system in order to decrease the
number of people leaving it prematurely; the development of the work place
training, craftsmanship and production internships (following the example of
Germany, Austria, France and other countries).

Today the investments in education are considered a significant strategic
part of the modern policy of the enterprises and the employment policy at a
national level. This should relate to Bulgaria in an even wider extent. This pri-
ority should be regarded as a consequence and conditions for the achievement
of the other top priority - the Bulgarian integration with the EU. Education is
also called upon to ensure the implementation of one of the main EU princi-
ples - “free movement of pcople”.

A change in the concept and philosophy of the education is necessary in the
educational system and in relation to the employed persons and especially to
the unemployed. It is necessary to look at the investments in education as a
factor of primary importance for success in a situation of growing competi-
tiveness: for the country — for participation in the integration process, for the
companies — for competitiveness and efficiency, for the individuals - for their
professional realisation and welfare.

The future of Bulgaria requires investments in education today and a long-
term strategy for the quality and professional ability of the labour force. Such
a strategy should be developed taking into account the national traditions,
interest and identity but also the wide opening of the countries, including free
movement of persons. Participation of the employers’ organisations is impor-
tant and necessary, both in the development of the educational policies and
strategies at all levels and in the realisation of the specific educational pro-
grammes. Motivating mechanisms for the companies to invest in the education
of their employees and the hiring of young people for internships and of unem-
ployed persons should be introduced.
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7.7. Conclusions

In the modern information society investments in human resources are
most important for society’s progressive development.

More and more, economic development is based on the higher quality of
the labour force and the success in competition depends on the incessant train-
ing and motivation of the workers.

Bulgaria has a significant potential of educated and professionally quali-
fied human resources. The country’s population is highly motivated for edu-
cation. The latter results from traditions and values as well as from the expec-
tations that the higher education and vocational training create better employ-
ment and professional career opportunities, greater mobility, an chance to
access and succeed on the European and global labour markets.

In the transition years the state considerably lowered the human resources
investments. One of the main reasons for this is the high budget deficit. The
other important reasons is the lack of a strategy for economic development and
production restructuring, the high underestimation of the role of the human
factor and especially of his training for the success of the transition and eco-
nomic integration. As a result we can see the state withdrawing from educa-
tion investments and is shifting this responsibility to the population itself, the
slowing of the educational system restructuring in the aspect of the present
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and future needs of the labour force, lack of stimulation and encouragement
for employers to invest in their employed labour force, a large scale scatter-
ing and non-using of highly qualified labour force, an increase of the prema-
turely leaving the educational system and a grow in the share of the population
with low education.

In the last years the living conditions, the quality and conditions of work
have worsened. This is due both to the population’s impoverishment as well as
to non-observance of the law. This is resulted in an increasc of the death rate,
including children’s, the average life duration is dropping, the work absence
have increased due to illness, the number work accidents and professional ill-
nesses. The amendments made in the labour and social legislation, the adopt-
ed and enforced new specialised laws and secondary legislation are still not
producing the necessary results.

The European Union attaches top importance to the creation of conditions
in the Member States for the qualification and adaptation of the labour force,
which correspond to the economic growth requirements at this stage.
Moreover, the recommendation is for the enhancement of the practical signif-
icance of the training and qualification so that they can contribute to the labour
market access. In this relation the adoption and development of the principal
of the continuous training is recommended. This requires investments from the
state in the training of the young and unemployed, of the population from the
various ethnic groups and of the employed threatened by mass reductions.
Along with this the employers and the population need to be stimulated to
invest in human resources.

Also, it is necessary that Bulgaria makes considerable efforts both in the
development and refinement of its national legislation and institutions, as well
as for the undertaking and achievement of specific actions for the improve-
ment of the working and living conditions, the enhancement of the suitability
of the labour force as a prerequisite for employment and professional fulfil-
ment.
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Abbreviations

GDP
BNB
BSP
IMRO
VAT
ST
EBRD
EC
EU
EA
IMF
SME
MLSP
BIR
MEBC
WB
AC
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