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INTRODUCTION

With its creation in 1957 the European Community laid the foundations of an
integrated social policy. The Treaty of Rome, establishing the European Econo-
mic Community was aimed at the creation of a common market and at institu-
tionalisation of the partnership between the West European countries in some
specific economic areas. In the course of its realisation the problem of the ,so-
cial dumping” and the elimination of the possibility for different countries to
compete on the market by means of reducing the price of labour and restrict-
ing the expenses for social protection of the workers appeared. That is why the
integration in the social sphere acquired a specific, although mediated priority.
The European Social Fund was set up in 1961 and it turned into an instrument
for the realisation of the common goals and objectives in the social sphere. The
social dimensions of economic coherence have been acquiring greater and
greater significance, wider and wider range of tools for their realisation are be-
ing developed, including legal provisions as well as specific financial structures.

The adoption of the European Social Charter in 1989 was an important mile-
stone. It regulates the freedom of movement, the right to a fair remuneration,
the living and working conditions, the right to social protection, the right to or-
ganise and bargain collectively, the equal treatment of men and women, the
protection of children, elderly and disabled people. The measures that the
Commission undertook with regard to the Social Charter application substan-
tially expanded the functions of the Community in the field of social policy — it
went beyond the narrow framework of the national policies, carried out by the
governments of the member-states. In 1974 the Community adopted the
Special Program for Social Activities, where the social aspects of the economic
growth were defined. The economic growth was not defined as a goal, but as
a means for social development and improvement of the living standard of the
member states’” population.

The 90-s mark the beginning of a new stage in the cooperation in the social
field. It is related to the rights to free movement of people, goods and capitals
within the Community, which underlie the Maastricht treaty. The treaty con-
tains special Agreement on social policy of 1993, which guarantees the princi-
ples of the social dialogue at the European Union level and the harmonisation
of the social policy. In the same year the member-states adopted a Protocol on
the application of the European Social Charter, providing for the effective ex-
ercise of the basic human rights in the social sphere. A considerable part of the
implemented activities was aimed at coordination of the national social securi-
ty systems so that the persons, taking up a job in another member-state could
accumulate their insurance rights and payments.

In 1993 the Commission of the European Union adopted the Green Paper on
the future of the European social policy. On the grounds of the proposals for
solving the social problems, in 1994 a second strategic document was prepared
— White Paper for European social policy. Both documents underlie the imple-
mentation of the social policy of the Union, the formulation of the goals, the
priorities and the concrete projects in this field.

The articles on employment, included in the Amsterdam treaty, mark a new
milestone in the development of the European social policy. It makes concrete
commitments in the field of the integrated labour market, which are open to
the member- states for ratification.

The social policy of the European Union aims to reduce the most substantial
differences in the national schemes and programs, to facilitate the free move-
ment of workers, to create prerequisites for employment growth and improve-
ment of the working conditions, to raise the level of qualification and to pro-
mote the retraining and the reintegration of people who lost their job because
of structural economic changes or for other reasons with social implications.
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The expansion of the European Union and the association of the countries from
Central and Eastern Europe’ led to the adoption of the economic and political
criteria for membership, defined in 1993 in Copenhagen: “The membership re-
quires, that the candidate country:

* has achieved a stability of institutions, guaranteeing democracy, rule of law,
human rights, and respect for and protection of minorities;

* the existence of a functioning market economy, as well as capacity to cope
with competitive pressure and the market forces in the Union and

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

The official procedure of negotiations with the applicant-countries, which was
opened on March 30, 1998, started with “screening”, e.g. an analytical review
of all the elements of the membership requirements. The guarantees of the so-
cial rights of the people have a substantial role among them. The possibilities
for adaptation of the social protection systems are based on the main princi-
ples, defining the traditions and the main models of social policy in Europe.
These principles are not constant, they have been undergoing a continuous
evolution, taking into account the diversity of external factors such as the de-
velopment of the social security systems of the member states as well as the
strategy for territorial expansion of the Community.

The agreement for the association of Bulgaria (Europe Agreement) was signed
on March 8, 1993 and has been effective since February 12, 1995. The approx-
imation of the Bulgarian legislation to the European Union law and the affilia-
tion of the country with the recognized European social values are among the
basic conditions for its realisation.

Ensuring of the national social security systems” conformity with the criteria for
membership in the European Union is of substantial importance for the entire
process of democratisation and integration in Europe. At the same time these
systems determine the internal potential of the applicant countries for acces-
sion. That is where the actuality of the questions, put in this study stems from:
What is the scope of the field of action of the economic and social criteria for
integration in the social sphere? To what extent does the Bulgarian system for
social protection correspond to the European models and values? What are the
perspectives for development of the social reform in the light of the strategy for
accession to the European Union? These questions do not have a simple an-
swer, but nevertheless the analysis of the social problems of the integration is
the main challenge at the current stage of the social reform.

" Hungary, Poland, Romania, Slovakia, Latvia, Estonia, Lithuania, Bulgaria, the Czech Republic,
Slovenia, Cyprus and Malta.
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1.

1.1.

1.1.1.

COHERENCE AND CO-ORDINATION OF THE SOCIAL
POLICIES: EXPERIENCE AND PRACTICE OF THE
EUROPEAN UNION MEMBER-STATES

CO-ORDINATION OF THE SOCIAL SECURITY SCHEMES

DEVELOPMENT OF THE IDEA OF CO-ORDINATION

In the mid-eighties the European Commission launched the idea of “European
social area”. In contrast to the traditional term “social policy”, which usually in-
cludes activities of governments or international organisations in the social
sphere, the new term covers new dimensions of the activities of all actors on
the labour market. The national governments, the workers, the employers and
their organisations are to one and the same extent interested in preventing un-
fair competition. It normally takes place in the form of reduction of salaries and
social insurances, or the so called “social dumping”, which hinders the optimi-
sation of the economic capacity of the different countries.

The idea of harmonisation of the social policies aroused a number of discus-
sions and doubts because of the substantial differences in the social protection
systems of the twelve member states. In spite of the differences in the institu-
tions, the mechanisms and the criteria for access to these systems, in 1992 the
European Council recognized the availability of common goals in the European
social model, which were defined in Recommendation 92/144 on the conver-
gence of social protection objectives and policies. Here are some of the com-
mon principles of the social development:

» The recognition and the effective exercise of the right to organize and to
bargain collectively;

» The existence of strong representative organisations of workers and em-
ployers;

+ The importance all countries attach to the improvement of the working con-
ditions;

* The trend towards universalisation of the social security and the social pro-
tection systems, etc.

The consolidation around these fundamental principles does not mean unifi-
cation of the social policies. In support of this interpretation the term “coher-
ence” has been used in all EU documents on the harmonisation of the social
policies. The definition of minimal standards for protection of the social rights
of the workers, the consolidation and the further development of the
Community’s social legislation, the intensification of the European social dia-
logue are the main tools for realisation of the coherence.

Along with this common social strategy, the intensification of the integration
processes generates new social needs. The growing intensity and freedom of
the movement of goods, capital and human resources within the Community
necessitated the adoption of measures for the solution of concrete cases, relat-
ed to the change of residence of the insured persons, insuring the family mem-
bers of migrant workers, protection of labour in the specific mobile professions,
etc. In this respect the term “co-ordination of the social protection” has es-
tablished itself within the European Union. It is defined as “...regulation of the
relations between the national social security systems through application of
principles and techniques, aimed at protection of the rights of the people that
change their residence, irrespective of the contents of these national systems."?

2 Chardon M., Principles de Coordination. Report pour le colloque de Riga ,Coordination des
systemes de securite sociale en relation avec I'accession des pays d’Europe Centrale et de
I'Europe de I'Est , 12 — 16 Septembre 1998, page 2.
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In contrast to the harmonisation, this term does not limit the autonomy of the
national security schemes and presumes the existence of differences between
them as far as the level of security, the minimal duration of the insurance peri-
ods, the criteria for access, etc. are concerned. For example, the age at which
the people acquire the right to pension in Denmark is 67, and in France it is 60.
The definition, cited above, reduces the field of application of the rules for co-
ordination to construction of “bridges” between the social security systems in
the different countries and emphasizes the “national orientation” of the co-or-
dination. The member states have the priority role in the provision of guaran-
tees for the social protection of their nationals. The co-ordination functions of
the Community are restricted to technical actions, only, such as equalisation of
the insurance periods, determining the one in charge to guarantee the rights of
the migrant workers, etc.

The leading role of the autonomous national social protection policies is bal-
anced through the participation of the authorized international bodies, whose
task is to ensure a unified and common direction of the activities in the social
sphere. The Commission of the European Union ranks first among them. It
possesses the monopoly over the legislative initiative and the control mecha-
nisms on the enforcement of the legal acts®:

+ The constituent treaties of the European Communities and the Treaty on
the European Union, regulating the basic rights of the citizens within the
context of the goals of the Community;

* The regulations, adopted by the European Council and the Commission of
the European Union, which are binding for the member states;

* The directives of the Commission and of the Council, containing binding
goals, which the states apply to their national legislation by means of freely
chosen legal tools;

* The decisions of the Commission of the European Union, which are target-
ed at specific addressees (enterprises, groups of citizens or member-states)
and are binding for them;

* Recommendations and opinions, which are not binding, but promote the
development of the national legislation of the member-states.

The Court of the European Communities is another important participant in
the process of co-ordination. It decides on concrete cases, related to the labour
or security legislation, and its decisions are binding for the countries. Currently
its decisions on the disputable cases serve as a reference point for the social se-
curity practice. The role of the Court of the European Communities is also con-
nected with the promotion of public participation and the application of de-
mocratic principles to the development of the rules for co-ordination.

The social partners take active part in the development of the rules for co-or-
dination, too. The Treaty on the EU establishes an Economic and Social
Council, in which workers, employers and farmers are represented. It is a con-
sultative body and it presents its opinions to the Commission to be taken into
account in the process of exercising the legislative initiative or development of
programs and measures in the field of social security and labour. Another form
of three-partite participation is the Advisory Committee on Social Security for
Migrant Workers, in which organisations of workers and employers are repre-
sented in accordance with article 82 of Regulation No1408/71.

1.1.2. PRINCIPLES OF THE CO-ORDINATION
The rules for co-ordination are fixed in Regulation No 1408/71, amended and

updated by Regulation No 118/97 on the application of social security schemes
to employed persons, self-employed persons and to members of their family,

3 European Union Instruments in the Area of Social Protection, European Commission, 1998.
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moving within the Community. Some basic principles are formulated in these
documents, such as:

+ Equal treatment of the nationals of all member-states;
* Determination of the applied legislation;
* Preservation of the acquired rights, etc.

The principle of equality of treatment underlies the most important legal acts,
including Art. 6 of the Treaty on the European Union, which prohibits any dis-
crimination on the grounds of nationality. In respect of the social protection sys-
tem this principle binds the member-states to grant the workers - nationals of
other countries the same social security rights as their own nationals enjoy.
Regulation No 1408/71 extends the scope of this principle to the right of other
countries’ nationals to be elected in and to elect the representative bodies of
the social security institutions.

The countries outside the European Union can also make use of the right to
equality of treatment, provided they have concluded agreements in the field of
social security. Many of the countries in Africa, the Caribbean and the Pacific
have such agreements. The cooperation agreements the European Union has
made with Russia, Ukraine, Belorus and Moldova contain provisions regarding
the social security, but do not envisage sufficiently effective tools for their real-
isation. Agreements with Switzerland, Egypt, Lebanon and South Africa are be-
ing currently negotiated.

The judicial practice of the European Union provides a number of concrete ex-
amples of application of the principle of equality of treatment. Under the case
“Romero” of 1997 a Spanish citizen, who was the son of a worker, having lived
in Germany, got the right of a hereditary pension. It was calculated under the
German legislation, according to which the military service in the German army
is recognized as a part of the length of service. The court decided that for the
purpose of calculation of the pension the length of service had to include the
military service of the person in Spain.*

The principle of determination of the applied legislation means, that only one
legislation is applicable in practice. It is applied in cases of conflict between the
laws that are in force in the respective field.

Each member-state determines the scope of its national legislation through ap-
plication of different criteria. Regulation 1408/71, however, uses unified crite-
ria. They are of purely technical nature and do not concern the basic legal
norms, providing for the acquirement or the loss of the security rights, which re-
main completely within the competence of the national legislation. In this re-
spect those criteria are indirect, they do not lead to the solution of existing
problems.

The technical provisions of Regulation 1408/71 are the point of support of the
rules for co-ordination. They are applied in cases of both lack of social security
rights (“negative conflict” between the national laws) and duplication of the so-
cial insurance (“positive conflict”).

In the first place, the principle of determination of the applied legislation in-
cludes the rule for application of the national legislation, under which the in-
sured person works. This rule springs from the fact, that at the time the rules of
coordination were created the social security systems in all member-states were
oriented towards the so called “Bismark model”, based on employment and
on the compulsory insurance installments on behalf of both employers and em-
ployees. At the following stages of the development of the European Union and
especially in the course of the last decade the evolution of the social security
systems and the proliferation of systems of universal social benefits, subsidized
by the state (such as the family benefits) brings forth more and more contradic-
tions, connected with the application of the national law according to the place

4 Zaker, K. European Law. Sibi, 1998, p. 129
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of work of the insured persons. They are also solved under the technical rules
of chapter VII of Regulation No 1408/71.

In each of the above mentioned cases the legislation to be applied was deter-
mined on the basis of objective factors and took into account neither the sub-
jective interest of the rightful claimants, nor the one of the country, whose leg-
islation was applied. It was a guarantee for the sequence and the similarity of
the applied criteria.

At the same time the Regulation admits the conclusion of agreements between
the interested member-states with the aim of solving the cases, involving con-
flicts between the national legislation. This opportunity is also due to the inten-
sity of the movement of workers between the member-states and it consider-
ably increases the efficiency of the rules for coordination.

The principle of preservation of the acquired rights to the greatest extent
guarantees the individual interests of the insured persons. In all member-states
the access to benefits is connected with a certain length of service, insurance
period and residence period, which are the preliminary conditions for the ac-
quisition of security rights. The lack of these pre-conditions can bring about a
loss of the security rights of the migrant workers. In order to avoid this, the
length of service, insurance and residence are unified on the grounds of specif-
ic rules for equalisation. They are applied by the security institution at the place
the security rights came into being and the respective national legislation is kept
to.

1.1.3. SCOPE OF THE RULES FOR CO-ORDINATION

An important characteristic feature of the co-ordination is its scope in terms of
the persons, whose rights are protected by the rules for co-ordination of the so-
cial security schemes within the Community. Although this scope is different
depending on the social security regime (pension insurance, health insurance,
etc.) and in spite of the references to the national legislation in a number of cas-
es, the Regulation No 1408/71 gives some explicit definitions, that are of bind-
ing nature.

First among them ranks the definition of a employed person, which has a cen-
tral place in the Regulation. According to Art. 1.a) this term includes all em-
ployed and self-employed workers, all people insured against at least one of the
security risks or within at least one of the social security schemes (compulsory,
professional or voluntary insurance). There need not necessarily be labour re-
lations, the availability of established insurance relations is the main criterion.

The rules for co-ordination include the family members and the dependents of
the worker. The extension of the scope of the rules to all uninsured persons, re-
gardless of their status, has been discussed by the Commission since 1970. The
idea became more concrete in 1992, when the Commission suggested that the
rules for co-ordination had to become effective for the students as well, and in
1996, when the right to health care in the country of the training was regulat-
ed. These measures to great extent facilitate the mobility and the exchange of
activities between the educational institutions.

Some special provisions of Regulation No1408/71 cover the emigrants and the
persons with a refugee status. These specific measures contribute to the free
movement of workers within the Community. The definition of the scope in-
cludes a number of categories of persons with a special regime of work: the
people, working in the border regions, the season workers, the sailors, the tech-
nical staff of the diplomatic missions, etc.

On November 12, 1997 the Commission approved a proposal for expansion of
the scope of Regulation No 1408/71 to cover third countries’ nationals, resid-
ing in the member-states of the European Union. The proposal was in accor-
dance with the strategy, aimed at improving the legal status of third countries’
nationals, who are lawfully employed within the Community. This orientation
is particularly important for the Central and East European countries, whose na-
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tionals, when lawfully employed in the European Union member-states, will be
treated on equal footing with the rest of the citizens.

1.1.4. THE CO-ORDINATION IN THE PERSPECTIVE OF THE ENLARGEMENT
OF THE EUROPEAN UNION

In principle the dissemination of the rules for co-ordination does not require
any legislative changes from the countries, accepting them, as it is not con-
nected with harmonisation in any of the social security fields. The experience
with Spain and Portugal supports this conclusion. The White Paper of the
European Commission on the preparation of the associated countries from
Central and Eastern Europe of 1995 does not envisage any concrete commit-
ments of technical nature, e.g. changes in the texts of legal acts or in certain ad-
ministrative procedures referring to the social security of the applicant-coun-
tries.”

On the other hand, the dynamics and the adaptability of the rules for co-ordi-
nation spring from the main goal of free movement of workers. This goal de-
termines both the general principles and the scope of Regulation No1408/71.
In spite of the autonomy of the national security systems and the great variety
of schemes for financing and setting of the compensations, which was pointed
out above as a characteristic feature of the current practice within the
Community, the future member-states should take into account the framework
goal of free movement of workers and make it a reality by means of concrete
reforms in the social sphere. This necessity does not contradict to the priority
of the national legislation in the current composition of the European Union.

On the grounds of the Treaty on the European Union the states undertake to
not only keep to the international legal acts and apply them without any dis-
crimination of their own nationals and the nationals of the other member-
states, but to also ensure adequate legal provisions within the national legisla-
tion in cases, when it is a prerequisite for the effective exercise of the basic
rights (the free movement of workers, in this case). The entering of new states
into the treaty and the increase of the differences in the economic and social
status of the different countries in the Community will change the balance be-
tween the obligations, coming from the international law (respectively the rules
for co-ordination) and the autonomy of the national law. Within this context
the problem of the gradual preliminary adaptation of the states — applicants for
accession has to be posed.

There is a variety of specific social problems in the countries of Central and
Eastern Europe, that can hinder the free movement of workers and that have to
be taken into account in the course of the pre-accession reforms.

One of the most important problems is the provision of health services of good
quality. So far in the practice of the European Court no disputable legal cases
have been registered on the application of Art. 22 of the Regulation. It allows
the workers, residing in another country to receive health care at the expense
of this country’s health insurance system. This provision is also effective for the
members of the families, this way practically ensuring for all persons of the
European Union the possibility to get medical treatment outside their own
country. The health security systems in the West European countries include al-
most all kinds of medical and rehabilitation services, a wide range of prophy-
lactic activities, provision of medicines, etc. In contrast to them, in most of the
East European countries the health security covers a limited range of medical
services and the additional services have to be paid by the patients themselves.
The physiotherapeutic services, the dentists’ and the opticians’ services are
among the paid services. This inequality is increased by the great differences in
the quality of the health services, that are offered and the technical achieve-

5 Preparation of the Associated Countries from Central and Eastern Europe for Integration into
the Internal Market of the European Union. White Paper. Brussels, 1995, COM/95/163,
Appendix, p. 75-76.
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1.2.

1.2.1.

ments, that are used. That is why the adaptation of the health security systems
in the applicant-countries is a serious challenge.

The privatisation of the social security and the establishment of private volun-
tary or professional funds pose another substantial problem. It is a very popular
measure in the reforms of the social security systems in the countries from
Central and Eastern Europe. The creation of pension funds on the capital prin-
ciple and the expansion of the private forms of management should be inter-
preted within the framework of the common European discussion on the
choice between the free competition and the compulsory nature of the social
security.

Last but not least, we should also consider the fact, that the co-ordination is not
only a technical prerequisite for the free movement and the employment with-
in the European Union. It contributes to the achievement of more ambitious
goals, declared in Art. 2 of the Treaty on the European Union, such as promo-
tion of employment and improvement of living standards and quality of life.

STRUCTURAL POLICY OF THE EUROPEAN UNION
IN THE SOCIAL SPHERE

PRINCIPLES AND INSTRUMENTS OF THE STRUCTURAL POLICY

The social policy of the European Union is based on the necessity similar living
and working conditions to be reached in all member-states. That is why it is
aimed primarily at the change and the adaptation of the social protection mea-
sures in the countries or regions, lagging behind. The concrete tasks of the
structural policy in the social sphere aim at alleviation of the most substantial
differences in the national schemes and programs, facilitation of the free move-
ment of workers, creation of prerequisites for increase of the level of employ-
ment and improvement of the working conditions, raising of the level of voca-
tional training and promotion of the re-training and the reintegration of per-
sons, who have lost their jobs because of structural economic changes or for
other reasons of social importance.

In order to achieve the goals of its social policy, the European Union uses dif-
ferent instruments and mechanisms. These include a direct financial aid as well
as consultations and scientific methods for assistance to the organisation and
management of the social schemes on local level. The European Social Fund is
the main instrument for cooperation in the social policy, which allows the ap-
plication of a complex and integrated approach to the variety of problems and
activities in the social sphere. It is one of the five structural financial instruments
of the European Union® for completion of the common goals and objectives for
approximation of the economic and social development and assisting the un-
derdeveloped regions.

The higher extent of economic and social integration led to the necessity to re-
form the structural funds, the European Social Fund inclusive, so that a more
precise and co-ordinated allocation of resources and their harmonisation with
the activities of the European Investment Bank and the other financial instru-
ments can be achieved.

On one hand, the activity of the European Social Fund is aimed at implement-
ing the principles of the reform, which are specified in the five priority goals,
defined in Regulation of the Council 2052/88 of 24 June 1988 and confirmed
by the end of 1999 in Regulation 2081/93 of 20 July 1993:

+ Objective 1: promotion of the development and the structural adaptation of
regions, lagging behind;

¢ European Regional Development Fund, European Social Fund, European Agricultural Guidance
and Guarantee Fund, Cohesion Fund and European Fishery and Fish Industry Fund.
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* Objective 2: adaptation of regions, border areas and parts of regions (in-
cluding urban areas), which are hit by industrial decline;

* Objective 3: combating the long-term unemployment;

* Objective 4: occupational integration of the young people;

* Objective 5a: adaptation of the agricultural structures;

* Objective 5b:promotion of the development of agricultural regions.

The main priorities, taken into account when allocating resources from the
Fund are the fight against long-term unemployment and the occupational inte-
gration of the young people. These Objectives do not exhaust the purpose of
the European Social Fund. The demand on the labour market is a derivative
from the economic situation of the region, from the structural adaptation of the
areas whose industry is lagging behind and from the development of the agri-
cultural regions. That is why the European Social Fund practically takes part in
the realisation of each of the five Objectives and can be defined as the instru-
ment with the largest scope of the structural policy.

On the other hand, the activity of the European Social Fund depends directly
on the aims of the European Union in the social sphere, as defined in Art. 2 of
the Maastricht Treaty:

* Maintenance of a high level of employment and social protection;
* Improvement of living standard and quality of life;
* Economic and social cohesion and solidarity.

The concrete texts in the Treaty, that regulate the specific Objectives of the in-
tegrated policy, concern all the basic social activities:

+ The standard of living and working conditions for workers (Art. 117);
+ Employment, social security and occupational health (Art.118);
» Equal pay for equal work (Art. 119);

* Development of the dialogue between the management and labour at
European level (Art. 118B);

 European Social Fund (Art. 123-125).
1.2.2. EQUALIZING EFFECT OF THE EUROPEAN SOCIAL FUND

Each of the member-states can be a beneficiary of the European Social Fund.
The potential recipients of funds are not specified in advance and the condi-
tions for access do not depend on the economic development or on the level
of the gross domestic product of the country compared to the average level for
the Community, as it is in the case of the Cohesion Fund, for example. In this
respect the European Social Fund is not aimed at horizontal equalisation of the
economic risks, only, and that is why its direct re-distribution effect is weaker.

On the other hand, however, the earmarked nature of the projects, funded by
the European Social Fund guarantees the precise targeting of the resources to-
wards the regions, that are faced by the most serious difficulties with regards to
employment and the income of the population. That is why the summary ef-
fect for the social-economic equalisation and integration of the different coun-
tries and regions is not weaker than that of the other financial instruments of the
European Union.

1.2.3. STRUCTURE AND PRIORITIES OF THE EUROPEAN SOCIAL FUND

A specific feature of the European Social Fund is its priority orientation towards
the solution of national, and not infrastructural or other trans-national problems
in the Community. The financial flows under this fund have been allocated in
the following main directions:
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» Facilitation of access to the labour market;

* Ensuring of equal employment opportunities;

+ Development of skills, abilities and professional qualification;
* Promotion of job creation;

 Funding of studies and pilot projects on problems, common for all member-
states.

On July 20, 1993 the Commission of the EU adopted a new Regulation No
2084/93 on the European Social Fund, adapting the priorities and the financial
provisions which regulate its spending to the new social realities and to the dy-
namics of the labour market.

With a view to the importance of employment in the member-states, the struc-
tural policy in this field is aimed primarily at combating the long-term unem-
ployment and integrating the young people in the labour market. This empha-
sis is reflected by the distribution of funds between Objective 3 and Objective
4.

In connection with this the activities, that can be funded by the European Social
Fund increase their scope and are defined in a new way. This is particularly im-
portant for the employment benefits, that can take the form of measures for
promotion of the mobility of workers, appointment of staff or self-employment.

In regard to the achievement of Objective 3, the realisation of the following basic
activities is envisaged:

a) Facilitation of the integration at the labour market of workers, affected by
long-term unemployment, by means of:

* vocational training and re-training, including formation of basic skills, guid-
ance and counseling;

* temporary employment;

+ development of appropriate structures for training, employment and social
assistance, including necessary staff and appropriate forms of services to the
dependents.

b) Facilitation of the young people’s search for employment. It includes provi-
sion of opportunities for 2-years-long or longer periods of vocational train-
ing with the same status as the obligatory educational level, after finishing
which the young people will have attained their majority and will be able to
join the labour market;

c) Development of the opportunities for integration of workers, who are faced
by the risk of being excluded from the labour market;

d) Equalisation of the opportunities of women and men on the labour market,
especially in fields where women are not sufficiently represented and par-
ticularly for women without sufficient professional qualification and
women, re-entering labour market after a period of absence.

In regard to Objective 4, the new priorities include a raise of the level of em-
ployment and qualification by means of vocational guidance, intermediary and
training services on the horizontal principle. It means, that they have to cover
all sectors of the economy, without special preferences to separate branches or
sectors and to be targeted at all categories of workers and in particular those,
affected by unemployment. This principle has to guarantee that the measures
will supplement and not replace the responsibility of the firms in the field of
labour protection of the workers and that they will not break the rules of com-
petition.

The concrete activities under Objective 4 are connected with development of
the production and the services and are not aimed at short-term market oper-
ations. The activities have to meet those needs of the workers, which spring
from the industry restructuring and not to be directed at a certain kind of in-
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dustry or firms. At the same time, however, special attention is paid to the small
and middle enterprises with a view to the risky situation of the workers there
and the need for vocational training. Taking into account the strategic signifi-
cance of qualification in the course of the whole professional life of the work-
ers, Objective 4 concentrates on the improvement of the qualification in the
field of the new technologies and on the changes, connected with protection
of the environment. Taking into account these priorities under Objective 4, the
European Social Fund allocates resources for the following operations:

» Forecasts of the trends on the labour market and of the needs for vocation-
al training;

* Vocational training, guidance and counseling of the workers concerned;

+ Assistance to the improvement and the development of systems for voca-
tional training, including training of trainers;

The resources from the European Social Fund are also targeted at the regions,
lagging behind. The operations, envisaged for the achievement of Objectives
1, 2 and 5(b) are the following:

+ Development of human resources in the field of scientific research and
technologies, primarily through training of management staff and specialists
in technical sciences;

» Improvement of the educational and training services, primarily through
training of trainers; assistance to the connections between the training cen-
ters and the higher education institutions, on one hand, and the enterpris-
es, on the other hand.

 Funding of national educational institutions, that are directly connected with
the labour market, the new technologies and the economic development;

* Preparation of civil servants, when it is necessary for the application and de-
velopment of the policies for structural adaptation.

1.2.4. PERSPECTIVES FOR THE DEVELOPMENT OF THE EUROPEAN SOCIAL FUND
AFTER THE YEAR 2000

The perspectives of the structural funds, the European Social Fund inclusive,
are outlined in the Agenda 2000 — a document, defining the goals of the
European Union during the next financial period. The Agenda pays special at-
tention to the new trends in the structural policy.

The Commission suggests that in the period 2000-2006 the share of the struc-
tural funds in the GDP during the previous financial period (1993-1999) should
be preserved. It amounts to 0.46% of the gross domestic product of the
European Union. In case this relative share is kept to, the resources of the struc-
tural funds will amount to 275 billion levs (at prices of 1997). This amount is
37,5% higher than the expenses from the structural funds for the previous fi-
nancial period (at comparable prices). The increase will be ensured mainly at
the expense of the expected economic growth in the member-states in the pe-
riod 2000—2006.

About 45 billion ECU of the growth of the expenses are earmarked for meeting
the higher needs, resulting from the enlargement of the European Union and
the accession of the new member-states from Central and Eastern Europe. 7 bil-
lion ECU of them will be granted in the form of pre-accession assistance, the
size of the quotas being 1 billion ECU per year. In the beginning this assistance
will be provided to all the associated countries, but it will gradually concentrate
on countries, that have to join the Union at a later stage. Priority assistance will
be provided for improvement of the transportation infrastructure and the envi-
ronment, e. g. the transfers from the Cohesion Fund will be of main impor-
tance. This focus does not have to be interpreted as an underestimation of the
European Social Fund for the integration of the countries — applicants for ac-
cession to the EU. The allocation of funds for training on the administrative pro-
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cedures, connected with the structural operations, is among the priorities, too.
This fact is important for the preparation for managing the resources from the
European Social Fund by the associated countries from East and Central
Europe.

During the next financial period the share of the population of the 15 member-
states, currently covered under Objective 1 and Objective 2, will decrease from
51% to 35-40%. Instead of this regions from the newly accepted states are en-
visaged to be covered.

The increase of the transfers to the associated states will depend on their po-
tential for accession and their economic development, in particular. A restrict-
ing condition will be kept to — the joint transfer from the structural funds should
not exceed 4% of the gross domestic product of the beneficiary state, regard-
less whether it is a current or a future member of the European Union.

With a view to the increase of the transparency and the effectiveness, the cur-
rent five Objectives will be reduced to three:

Objective 1: development of the regions, lagging behind;
Objective 2: economic and social restructuring;
Objective 3: human resources development.

With the new definition of the Objectives the relative significance and role of
the European Social Fund will grow even more. On the background of this gen-
eral perspective a preservation of the priorities within the European Social Fund
is envisaged.

The backward regions under Objective 1 will maintain the same high relative
share, equal to approximately two thirds of all the expenses of the European
Social Fund. The main principles of the reform in the structural funds from 1993
will be preserved, i.e. the granting of more objective, transparent and equaliz-
ing financial transfers. Approximately the same criteria for access to resources
will be used, only the range of the potential recipients will change. The differ-
ence between the regional economic level and the average level for the
Community, as well as the national economic level will again be amongst these
criteria. Additional aid will be mainly provided to regions with higher unem-
ployment level.

The application of an integrated approach to the regions, structurally lagging
behind, will continue. The success of the support and the partnership between
the member-states depends on the appropriate co-ordination between all
components of the structural assistance, including the European Social Fund,
but also the European Regional Development Fund, the European Agricultural
Guidance and Guarantee Fund and the Cohesion Fund. Each region will be as-
sessed from the viewpoint of both its specific needs and the priorities of the
Community. The concrete programs will be developed with a view to the local
priorities. Special attention will be paid to the improvement of the competi-
tiveness, which is a particularly important criterion for the creation of new
working places. This emphasis can be realized in practice through the provision
of assistance for the development of the infrastructure, the innovations, the
small and middle business and the human resources.

The new definition of Objective 2 will unify the measures in respect to the re-
gions in the EU, which are not covered by Objective 1, but have structural
problems too. These are areas, where economic reforms (in the industrial pro-
duction or in the services) are going on, depopulating rural areas, areas in cri-
sis, which are dependant on the fish industry or problematic urban areas. As the
main structural problems in these areas are unemployment and depopulation,
Objective 2 is also focused on social measures.

Excluding the regions, covered by Objective 1, about 20 % of the population of
the European Union live in places, where the level of unemployment is above
the average level for the Community. In some urban areas it varies between 30
and 50%. The level of youth unemployment in the Community is over 30%.
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The structural measures in these regions will be aimed at diversification of the
production structure, restoration of the economic dynamics and development
of a business culture among the population. They will help make full use of the
economic potential, encouraging at the same time the changes, having already
started there and their adaptation to the market requirements.

The human resources are a key element for the policy of the European Union,
too. The defining of a separate horizontal Objective in this field does not re-
voke the necessity the rest of the instruments of the structural policy to be used
for the development of the human potential. Simultaneously the new
Objective 3 emphasizes the modernisation of the labour market in accordance
with the provisions of the Amsterdam Resolution on Growth and Employment.
This Objective emphasizes the provision of access to the labour market, op-
portunities for getting training in the course of the whole professional life and
development of local initiatives for employment, including territorial agree-
ments for employment.

The new Objective 3 will be applied in regions, which are not covered by
Objective 1 and Objective 2. It will help the member-states adapt and mod-
ernize their systems for education, vocational training and employment. These
priorities are important not only from the viewpoint of the economic competi-
tion, but from the viewpoint of the preservation of the European social model,
too. In Agenda 2000 the education is defined as the most powerful tool for the
achievement of social equalisation and integration in the social life.

1.2.5. INCREASED EFFECTIVENESS

The reduction of the number of the Objectives and the initiatives of the EU is
only the first step towards reform of the structural policy. The second approach
is aimed at simplification of the administrative procedures. In this respect the
development of long-term programs for each of the regions, covered under
Objective 1 and Objective 2 is envisaged. A national programme or a network
of regional programs will be developed for the horizontal Objective 3. This way
a considerable reduction of the administrative expenses is envisaged through
strengthening of the complex strategic approach.

The increase of the effectiveness of the structural funds in Agenda 2000 is also
connected with better distribution of responsibilities, including simplification of
the administrative relations, incresed flexibility and decentralisation of man-
agement.

This trend will be accompanied by the application of modern management
principles and by restructuring of the staff. The Commission will be expected to
require more selectivity and precision in regard to the priorities, defined in ad-
vance. This way the real meaning of the concept of partnership between the
Commission and the member-states will be realized. It covers the whole
process of subsequent operations of preparation, funding and preliminary eval-
uation, monitoring and final evaluation of each structural operation. The system
of supervision and control over the projects and programs will also be im-
proved; more effective and strict check-ups are recommended.

Ways will be searched for improvement of the effectiveness of the structural re-
sources. On one hand, priority will be given to the financial instruments (low-
interest loans, guarantees on loans, participation with some capital) instead of
the free grants. On the other hand, it is envisaged to mark off a reserve of at
least 10% of the structural funds, including the European Social Fund. The re-
serve will be distributed to regions, which have effectively made use of the aid,
already provided.
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1.3.  PRIORITIES OF THE SOCIAL POLICY

The priorities in the future enlarged European Union will be targeted at the
most acute social problems of the newly accepted countries, such as the un-
employment, the health care and the problems, resulting from the process of
adaptation of both the old and the new member-states. Considerable invest-
ments in the human resources will be necessary. The main obstacle to the
adaptation of the newly accepted countries to the extent of social protection,
already reached in the Union, and to the European social model will be the
availability of a great number of people, living under the average living standard
in Europe. The limited scope of the vocational training network, the underde-
veloped industrial relations, which are still in transition, the ineffective state ad-
ministration will be some of the other obstacles. Within this context, the en-
largement of the Union will increase the significance of the social integration
and the role of the social policy.

On the other hand, a number of important factors will counteract this process.
In some spheres, such as health protection or the safety of the working places,
the accession of the associated countries will require serious and sometimes
very expensive efforts. Especially in cases when the adaptation is slow and in-
effective, the diversion of big amounts of funds to this end will have a negative
impact on the competitiveness and the future economic development of the
Community.

The considerable differences in the salaries between the East and the West are
a substantial factor, encouraging the migration in spite of the high level of un-
employment in Western Europe. This trend can have a positive impact in terms
of, for example, an increase of the flexible forms of employment, especially in
the border countries such as Germany, Austria, Greece or the Scandinavian
countries. On the other hand, however, a growth of the negative impact is pos-
sible in terms of an increase of the imbalance on the Western labour market
and restriction of the employment opportunities of the free human resources.
It is difficult to estimate the intensity of these opposite effects. After the acces-
sion of Greece, Spain and Portugal there were expectations for a mass migra-
tion, too, but they never came true. It is possible that the migration stream from
Central and Eastern Europe will be limited because of the low mobility of work-
ers and the lack of sufficient resources for a change of residence. It is also pos-
sible that in the course of the integration the differences in the remuneration,
compared to Western Europe will become smaller and this way the basic mo-
tive of the migration will disappear.
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2.  STATUS AND CURRENT REFORMS IN THE SOCIAL
PROTECTION SYSTEM IN BULGARIA

The legal basis for the social protection system has not been fully renewed since
the beginning of the transition. The introduction of a currency board in Bulgaria
in 1997 and the necessity to improve the financial discipline and the balance
between the budgetary incomes and expenses accelerated the reform in the so-
cial sphere. Since 1998 a number of new legal acts have become effective, such
as the Protection against Unemployment and Encouragement of Employment
Act, the Social Assistance Act, the Health Security Act, etc. The necessary rad-
ical reforms in the spheres of the pension security and the assistance to families
with children have not been accomplished yet. These spheres combine inher-
ited ineffective schemes from the period before the reform as well as addition-
ally introduced protection measures and compensations as a result of the social
risks of the transition.

The scope of the security rights and the levels of protection in our social legis-
lation are, to a great extent, in conformity with the standards, defined in the
European Social Charter and the European Social Security Code. However,
there are a number of restrictions to the effective exercise of these rights by the
citizens. They come primarily from the insufficient financial resources and the
additional administrative measures, introduced with the aim of ensuring a bet-
ter balance between the incomes and the expenses in the social security funds.

2.1.  SOCIAL PROTECTION AGAINST UNEMPLOYMENT

The quantitative and qualitative characteristics of the unemployment in
Bulgaria to the greatest extent reflect the effectiveness of the policy, carried out
on the labour market. They define the main goals of the social protection and
have to be taken into account for the accession strategy of our country.

The first wave of mass unemployment in 1991-1993 affected a considerable
number of people, working primarily in the budgetary sphere and the admin-
istration of the state enterprises, as well as low-qualified physical workers. In
the course of the next three years a reduction of the unemployment rate from
16 % to about 11% of the economically active population was registered. This
tendency was, however, a consequence of the slowing down of the privatisa-
tion process and the structural reform, rather than a stabilisation of the labour
market. The economic bust at the end of the period reflected on the dynamics
of the general unemployment and put the end to the period of a relative, al-
though artificially maintained balance between the labour supply and the de-
mand. During the first half of the 1997 only, the level of unemployment grew
by about three points and exceeded 14 %.

Table 1 shows the position of Bulgaria in regard to the unemployment, com-
pared to the other associated countries. The level of unemployment, registered
in 1996, places our country in a relatively unfavourable situation compared to
the rest of the applicants, as well as to the average level for the European
Union, which is 10,8 %. In regard to the other integral criterion — the gross do-
mestic product per person of the population — Bulgaria is also in one of the last
places together with Romania. The GDP hardly reaches 24 % of the average
level for the Community. This position determines the significance of the mea-
sures for adaptation of the social protection of the workers concerned.

Unemployment is one of the main factors for the general decline of the living
standard and the erosion of the incomes of the population. More than 22 % of
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the households in the country live under the relative line, used as an indicator
of poverty in the European Union.”

The critical situation of the labour market in Bulgaria is revealed not only and
not so much by the general level of unemployment and poverty, but mainly by
its structural characteristics. The fact that the serious social problems of the
long-term unemployed people and their specific characteristics appeared just
in the period of low general unemployment is indicative. In 1997 these people
were about one quart of all the registered unemployed persons.? Table 2 illus-
trated the dynamics and the clearly expressed trend towards an increase of the
“chronic” cases of unemployed persons, searching for a job more than 12
months.

In the beginning of the transition the risk of unemployment existed to almost
equal extent for everybody capable of working. After 1994, however, lasting
structural characteristics and risks for certain social groups appeared, such as
low-qualified workers, minorities, people with social problems. The same hy-
pothesis is confirmed by the study At-Risk groups and social problems in
Bulgaria”, carried out in 1994-95 by the Centre for the Study of Democracy.’
The unemployment is in an opposite correlation dependency on the educa-
tional level of the people concerned. More than two thirds of the long-term un-
employed persons have primary or lower education. Most of them have never
had a constant job. These characteristic features make their reintegration on the
labour market particularly difficult.

The young people under 24 belong to the groups at risk, too. Table 2 shows
their relatively constant and quite high share in the structure of the unem-
ployed. Bulgaria is one of the countries with the lowest percentage of youth
employment. To some extent it is due to the wide scope of the educational ser-
vices. About 40% of the young people between 16 and 24 go to a regular ed-
ucational establishment (more exactly 74% of the youngsters under 18 and
27 % of the young people between 18 and 24). The greater part of the young
people who do not work, however, are affected by the unfavourable structure
of the labour market. It is static and does not offer opportunities for flexible em-
ployment or innovative occupations. Many of the young specialists, after hav-
ing received benefits from the labour exchanges for some 3 or 6 months, join
the group of the long-term unemployed people.

The integration of the disabled people on the labour market is one of the sub-
stantial priorities of the European social policy. Some measures in this respect
were taken in the Bulgarian social legislation, too. The Rehabilitation and Social
Integration of Disabled Persons Act from 1995 codifies a wide range of direct
and indirect measures, including tax concessions for protected employment,
subsidies from the “Rehabilitation and Social Integration” Fund, specialized in-
termediary services, etc. Most of the legal rights have not been realized in prac-
tice yet because of the restricted budgetary expenses to this end.

7 The relative poverty line, which is equal to 50% of the average income of a member of the
household, was at the end of 1997 45 000 Iv. according to data of the National Statistical
Institute. Here the relative poverty is used as an international indicator, which allows the com-
parison of the levels of poverty in Bulgaria and in the Western European countries. But it is nec-
essary to consider the fact, that the relative measuring of poverty is not an adequate method-
ology for the countries from Central and Eastern Europe. Because of the low general level of in-
comes it artificially reduces the income threshold for measuring poverty. The absolute poverty
line, calculated by the Ministry of Labour and Social Policy using the consumer basket method-
ology is considerably higher. In December 1997 it was 97 000 Iv. More than 50% of the popu-
lation live under this threshold.

8 The maximum period of getting unemployment benefits in Bulgaria is quite long (12 months).
That is why the term ,long-term unemployed persons” includes people, who have not worked
for more than an year. In great part of the West European countries the long-term unemploy-
ment is registered after the sixth month.

9 Center for the Study of Democracy, ,Risk Groups and Social Problems in Bulgaria“, chapter IV,
Clients of the labour exchanges and the centers for social welfare (a quantitative study), Sofia,
1995
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The regional structure of the unemployment is of greatest importance for the
development of adequate social protection measures on the labour market.
The data show a great dispersion in the level and the structural characteristics
of the unemployment in the different municipalities and clearly differentiated
regions on the territory of the country.

The district is the main intermediate unit of the territorial division of the coun-
try, to which some power has been delegated by the central executive author-
ities. In the period 1991 — 1998 the administrative structure included 9 districts,
covering about 30 municipalities each, with population over 1 million people.
The differences in the levels of unemployment between these differentiated
units were much smaller compared to the differences between the municipal-
ities. In the course of the last years they were varying between 12% and 18 %
(excluding the city of Sofia, where the unemployment is 5%). The data on dis-
trict level were hiding the real dimensions of the territorial disproportion and
did not allow the risk regions to be identified in order programs for promotion
of employment to be targeted there. (Figure 1). The changes in the administra-
tive-territorial division of the country of 1999 include 27 districts, uniting about
10 municipalities each. The new division creates considerably better prerequi-
sites for the implementation of the state structural policy on the labour market
and for the application of centralized measures in the conditions of au-
tonomous functioning of the municipalities.

The clearly expressed unevenness of the differentiated territorial units in
Bulgaria requires an integral evaluation to be used when determining to what
extent the situation in the Bulgarian municipalities is critical. And this approach
implies a systematized set of different indicators to determine the extent of so-
cial-economic development of the municipalities. The integrated approach al-
so underlies the methodology of the interrelations between the state budget
and the budgets of the municipalities, which is a part of the State Budget Act
for 1999.

The data on the state of the labour market lead to several basic conclusions,
that need to be considered when assessing the needs of social protection of the
unemployed and their adaptation to the requirements for free movement of
the human resources in the European Union:

* The imbalance between the demand and the supply on the labour market
generates lasting risks for certain groups of workers (people with low quali-
fication, young people, disabled people, etc.) because of the slow privatisa-
tion of the state sector as well as because of the lack of adequate legal pro-
visions, regulating the flexible forms of employment;

* The territorial disproportions in the country are considerable and they are
an obstacle to the effective structural policy, as serious as the difference of
the aggregated indicators compared to the average level for the Community.

The new Protection against Unemployment and Promotion of Employment Act
of 1997 is a wide step towards reforming of the social protection system in the
direction of the effective practices of the Western European countries. In the
Act the conditions for the exercise of the right to work are specified and a com-
plete set of measures the state institutions are bound to guarantee to the citi-
zens are defined:

* Job information and consultations;
 Support for the beginning of a work or an independent economic activity;
* Professional guidance and vocational training;

* Provision of social compensations and benefits after the loss of a working
place.

The “Vocational Training and Unemployment” Fund, which is an independent
security fund, raises funds by means of compulsory installments, paid by the
employers and the insured workers in a proportion 4:1. The legal provisions
guarantee not only the consistent application of the security principles, but the
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2.2,

principle of social partnership too. The fund is managed with the assistance of
a Supervisory Board, which consists of an equal number of representatives of
the state, the employers and the insured persons.

On the one hand, the principal scheme of the social protection against unem-
ployment is based on a balance between the installments and the compensa-
tions, which is an important element of the classical model of social security
schemes. The percentage of the income substitution is 60% and exceeds the
minimal standard, defined in the European Social Security Code, which is 50 %
of the salary. On the other hand, however, the financial restrictions impose the
application of a “ceiling” of the compensations to the amount of 150% of the
minimal salary and this way the income levels of the insured persons go down
to the level of absolute poverty. This is a transitory problem, which springs from
the structure of the incomes at the current stage of the economic reform and
should not be considered as a serious obstacle to the possibility of co-ordina-
tion of the security schemes in a long-term perspective.

As one of the positive features of the social protection against unemployment
we should also mention the universal nature of the assistance, provided to the
long-term unemployed persons. They have the right to a three-months assis-
tance from the security fund, as well as to a guaranteed minimum income for
their families, provided by the municipal centres for social care after a check-
up of their situation in terms of income and property. With these measures the
Bulgarian legislation meets one of the substantial requirements of the European
Social Charter.

More serious difficulties can be expected in the course of the application of the
active measures and programs on the labour market. The programs for working
places’ creation in the regions, lagging behind, are a basic pillar of the structur-
al policy of the European Union, whose aims concern the social sphere as well
as the economic integration. That is why the applicant-countries have to ensure
the necessary legal and administrative basis for the application of targeted, pre-
cisely addressed and effective programs for employment. The necessary selec-
tive approach to the risk groups on the labour market underlies the new law,
but it is implemented mainly by means of programs for temporary employ-
ment, which encourage the employers to appoint long-term unemployed peo-
ple, young people, disabled people, orphans for a period of one year, i.e. they
do not invest in working places. The legal basis provides an opportunity to im-
plement investment programs for promotion of employment in the state prior-
ity fields, such as stimulation of the development of certain regions or branch-
es, construction of sites of particular importance, recovering of the environ-
ment, etc. However, the way of priorities” definition and the funding sources
for this kind of programs are not specified. The special legislation makes refer-
ences to anonymous funds and interest concessions from the state budget,
which cannot make such transfers in case they are not specified in a special
law. The development of detailed regional and branch programs for develop-
ment and the creation of a functioning administrative and financial mechanism
for their implementation is one of the main challenges in regard to the adapta-
tion of the labour market to the requirements of the future united Europe.

PENSION SECURITY

The system of pension security guarantees the main security risks, envisaged in
the European Code, such as old age, disability and hereditary pensions. The
fact, that the functions of this system in Bulgaria go beyond the framework of
social security is also important. It includes a number of benefits that are not of
insurance nature. They are paid regardless the previous income and they en-
sure universal social protection. These are the social pensions for persons over
70 and disabled people without insurance length of service, etc.
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Conditions for access

The pension age in Bulgaria is at one of the lowest levels in Europe (55 for
women and 60 for men). Moreover, about 30% of the working places give the
opportunity for retiring under the conditions of the second and the first cate-
gory of labour, which means that the required age is respectively three or eight
years lower. These conditions predetermine the strong influence of the factor
“pension burden” on the financial state of the security fund as well as on the
possibilities to maintain the individual levels of the pensions. The index of pen-
sion dependency, i.e. the number of pensioners, whose living is provided by
one employed person grew from 0,56 in 1989 to 0,82 in 1997.

During the last years some concrete steps were taken, aimed at reduction of the
pension burden. The persons, having acquired the right to pension may work if
they choose so for three years after they have reached the pension age. In 1999
this age limit will be increased with two more years, i.e. 60 years for women
and 65 years for men. The minimal age, required for getting pension under the
conditions of second and first category of labour was also increased with two
years. These steps, however, cannot be treated as a radical measure for change
of the pension age. A reform has been discussed for more than 5 years, actuers’
calculations have been made of the effect of the different scenarios. The cal-
culations take into account the additional instalments for the insured persons,
working under harmful labour conditions'®, which grew considerably in 1991.
In the conditions of the existing funding system of the pension security, which
is based on covering the expenses these instalments compensate the pensions
of the people, having worked under the conditions of the first and the second
category of labour. On the other hand, however, they regenerate the problem
of the lack of incentive for improvement of the working environment and in-
crease of the duration of the active working life, which is among the basic pa-
rameters of the long-term insurance.

Pensions level

The percentage of income replacement, envisaged in the Pension Act, is 55 %,
i.e. it exceeds with 10 points the minimal standards in the European Social
Security Code. However, a great part of the pensioners receive a lower per-
centage of replacement. The correlation between the average pension and the
average salary in 1997 is about 30%. The disproportion is due to the specific
mechanism of maintenance of the minimal levels of the pensions by means of
compensations and the usage of a “ceiling” for the maximum pension. This
mechanism restricts the natural income stratification of the insured persons as
a whole and artificially decreases the percentage of income replacement for
the pensioners, who have had relatively high income before the occurrence of
the insurance risk.

The deformations in the model of the distribution of income to the pensioners
are shown on Figure 2. They also reflect on the income stratification of the pop-
ulation as a whole. The common attitude to the pension security as a system
that generates equalisation and injustice reflects on the stimuli for taking part in
it. This attitude is the main reason for the low level of collection, especially as
far as the instalments from the private sector, where the control is more diffi-
cult, are concerned. About a half of all the employees in the country work in
the private sector, but they hardly provide 5.8 % of the instalments in the secu-
rity fund. In principle, the exercise of an administrative control in a situation of
lack of natural economic motivation is absolutely ineffective and cannot pro-
vide guarantees against malpractice.

The economic and social-political dimensions of the problem of the low level
of the pensions are also connected with the European standards of social pro-
tection of the elderly persons. The signature of the European Social Charter
obliges our country to guarantee the right to an independent and dignified life

1050% of the expenses for the salary for the second category of labour and 55% for the first cat-
egory.
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to this numerous social group. At the same time, the ensuring of an adequate
living standard for the elderly people is interpreted in the European social mod-
el as a condition for a more complete inclusion of the young generations on the
labour market.

With a view to these aspects of the pension security system, in the last year
Bulgarian social legislation focused its reform on the long-term insurance. The
Voluntary Insurance bill was one of the most controversial draft laws. Its prior-
ity is due to the necessity an opportunity to be provided for increase of the in-
dividual amount of the pensions through mobilisation of the resources of the in-
dividual citizens and employers. At the same time the voluntary insurance is
expected to create motivation for investments in the pension funds and to re-
store the confidence in the social security system by means of transparency of
management.

The experience of other Central and East European countries shows that the
voluntary insurance cannot contribute considerably to the increase of the gen-
eral level of pensions under the circumstances of a limited solvency of the pop-
ulation and a limited profitability of the capitalized resources. For example in
the Czech Republic, where the voluntary insurance was introduced in 1993 to-
gether with a number of tax preferences on the instalments, these instalments
hardly reach 3% of the whole amount of insurance payments in 1997. Also, the
participants come mainly from the high-income group and the problem of the
low level of the pensions of the most numerous average strata of the popula-
tion is still existing.

Obviously the deposited problems should be overcome mainly by means of re-
forming the system of the compulsory pension insurance, including both the
general scheme and the additional professional regimes for pension insurance.
The possible measures that can stabilize the balance between the instalments
and the compensations in the system of the compulsory pension insurance can
be summarized in the following main directions:

* Increase of the minimum age for retirement and the criteria for length of service,
connected with it. Not only the attitudes of the people, who are currently
near the pension age, but also the possible unfavourable impacts on the
labour market, such as the increase of the supply of human resources and
the growth of unemployment should be taken into account. These expecta-
tions cannot be quantified. They depend on the flexibility of the labour de-
mand, which will undergo substantial changes in the course of the structur-
al reform. That is why the increase of the minimum required age for receiv-
ing the right to pension was preceded by a kind of “experimenting” the be-
haviour on the labour market through a gradual increase of the age, up to
which the people can work of their own choice.

* Changes in the formula of calculation of the pension. The acting formula attach-
es a higher relative weight to the remuneration, on the basis of which the in-
stalments are made and a relatively lower weight to the length of service.
Moreover, the base remuneration is calculated on the grounds of 3 of the
last 10 years of service. This formula disperses the base income, forms a dif-
ferentiation in the pensions and compensations. The modern reforms in the
European security systems attach a priority to the limited basis income and
discard the limitations on the calculated compensations as they provoke
equalisation and injustice.

* Reduction of the expenses for non-insurance payments, financed through the in-
surance instalments. The security fund pays children allowances, which are
funded from the state budget according to the Act for Social Security Fund.
The budgetary transfer covers some other non-insurance payments, too,
such as the pensions to disabled people and the social pensions to people
without the necessary length of service. By 1998 the security fund used to
pay a number of other benefits that are not of insurance nature. They are
not calculated in the budgetary subsidy and disturb the balance between the
insurance risk and the amount of the installments of the employers and the
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insured workers. These are the benefits for caring after a sick family mem-
ber with a duration of up to 60 days an year, for assistance to pregnant
women, who are moved to a lower and not so well paid position but keep
the amount of the remuneration they have received before the pregnancy,
one-time benefits at the birth of a child, benefits for caring after a child from
the end of the maternity leave till the child becomes 2, technical aids for dis-
abled people, etc.

* Redistribution of the insurance risk between the active generations and the pen-
sioners. This necessity can be realized in practice by means of a redistribu-
tion of the financial system of the social security. At the moment it is fully
based on the principle of covering the expenses, i.e. the employees make
payments for the pensioners, who receive pensions for the current month.
This system requires the active generations to fully take the two main risks
of the long-term insurance — the demographic and the inflation ones. They
have to support a relatively greater number of economically inactive people
and to maintain the purchasing capacity of their pensions. It is only possible
through increasing of the insurance installments — something that happened
in Bulgaria in 1991. The necessity of further increase of the installments can
be temporarily avoided by means of structural reforms in the pension sys-
tem such as an increase of the pension age, introduction of additional in-
surance, etc. However, in principle the system of covering the expenses
does not have any other mechanisms of redistribution of the risk between
the generations. The alternative is the system of capitalisation of the pay-
ments, which existed in Bulgaria by 1951. The insurance installments, paid
during the active life accumulate and are invested within the framework of
certain rules of minimisation and diversification of the risk. The possible un-
favorable impacts of the inflation or the low incomes from the capitalized
funds remain completely at the expense of the insured persons after the in-
surance risk comes, which respectively means pension age, disability, etc.
The obviously unstable economic situation during the transition period is
not favorable for radical reforms in the principles of the social security such
as a replacement of the expense covering schemes by capitalisation ones.
That is why a great part of the countries in Central and Eastern Europe (
Poland, the Czech Republic, Hungary, etc.) envisage a gradual introduction
of capitalisation schemes, especially in the additional compulsory and vol-
untary insurance.

* Introduction of compulsory additional insurance schemes for branches and profes-
sions, connected with higher risks to the health and the ability to work. This mea-
sure started when the professional fund for the teachers was introduced.
The establishment of additional professional funds in the branches outside
the budgetary sphere will come across more obstacles, including alternative
costs such as a reduction of the payroll taxes to the common Social Security
Fund, where currently the higher installments for the first and the second
categories of labour go.

s Pluralism in the social security management. The management of the security
funds in Bulgaria is built on the modern principles of three parties” partici-
pation and equality of employers and employees. However, concrete activ-
ities towards decentralisation and privatisation are needed. In most of the
European countries the management of the funds and the making of deci-
sions for investments are left to the private initiative and it is valid not only
for the additional regimes, but for the compulsory insurance regimes too.

The demographic problems and the way they reflect on the long term insur-
ance are common for all the European countries. In many of them similar re-
forms have been carried out with the aim of reduction of the pension burden
and financial stabilisation of the security funds. Since 1985 pension reforms
have been carried out in almost all countries from the European Union, ex-
cluding the Netherlands and Denmark. Currently the reforms in lItaly and
Germany are among the most topical and simultaneously most controversial
points of the adaptation of the social protection systems. They stirred up nega-
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2.3.

tive reactions amongst both the insured persons and the employers’ associa-
tions. The population as a whole is not inclined to accept changes in the pen-
sion system. The same trends can be observed in Bulgaria and that is why the
discussion on the pension reform has become a political issue and the legisla-
tive changes in this field are very slow.

HEALTH SECURITY

Public health is among the priority social Objectives. None of the European
countries have found the optimal balance between the expenses and the effect
in the health care system. And it is more difficult to guarantee that a health pro-
tection of good quality will be provided within the framework of the limited re-
sources the countries from East and Central Europe have at their disposal.

Bulgaria inherited the direct funding of the health care system from the state
and the municipal budgets. This way of funding was in favour of its extensive
development by the and of the 80-ies and of the maintenance of a high speed
of growth of the expenses. It however proved to be inapplicable in the condi-
tions of a budgetary restriction and inappropriate from the viewpoint of the
modern requirements for quality of the health service.

The main quantitative indicators for the scope of the health services are com-
mensurate with those of the developed European countries (three physicians
per 1000 people of the population, 10 hospital beds per 1000 people, etc.).
However, the basic indicators for the health status of the population remain at
one of the lowest levels in Europe, with a lasting trend to getting worse. During
the last 10 years the average life expectancy decreased from 71,2 to 70,4 years.
The infant mortality rate sharply started to grow at the end of the 80-ies and in
1997 it was 15,7 % . According to this indicator Bulgaria is in the second place
among the Eastern European countries after Romania, where the infant mortal-
ity rate is about 21%. The mortality rate of the active population and the ex-
tent of chronic diseases are also high.

It is true that the health care system is not the only factor for the health of the
population, but there is a proved correlation between the public expenses for
health services and the health status in the different countries." Hence the in-
terest in this field of the social. Bad health limits the opportunities for partici-
pation on the labour market, strengthens the dependency on medical services
and increases the public expenses. Within this context the health reform has
not only human dimension, it is simultaneously a part of the general econom-
ic and institutional reform in the country.

The system of health protection in Bulgaria in the period before the transition
was characterized by a wide scope and a formal accessibility at the expense of
a continuous decline in the quality of the services and the effectiveness of the
expenditure. It also inherited the universal principle, treating the citizens as
passive recipients of services, funded by the state rather than as active partici-
pants in the improvement of the living standard and the limitation of the risks
to the environment.

During the last 8 years after the beginning of the reforms the share of the ex-
penses for health protection in the GDP was kept at about 4% in spite of the
increased health risks and the inflation growth of the expenses for salaries,
medications, equipment, etc. The amount that is spent for the maintenance of
the health of a single person from the population hardly reaches 20 USD per
year. The limited resources necessitate their distribution according to the most
urgent needs, which is not always effective. For this reason the support for the
hospitals and the maintenance of their capacity has a priority. In return for it the
number of the out-patients’ polyclinic establishments as well as the scope of the
services they provide were limited (Table 4). From 1990 to 1997 the share of the
hospitals in the total amount of the expenses for health protection grew from

" Barr.,N. ed., Labour Market and Social Policy in Central and Eastern Europe: The Transition
and Beyond, New York, 1994, pages 318-319.
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50% to 58 %, although the hospitals are relatively more expensive and often
the out-patients’ services are a more efficient alternative from the viewpoint of
the clients’ needs.

Along with the liberalisation of the market relations in the beginning of the 90-
ies the private physicians’ practice was restored. This measure proved to be in-
sufficient for the activation of the competition and the improvement of the
quality of health services. The additional private market of health services cov-
ers a minimal part of the general consumption. After 1994 the trend towards an
increase of the number and the share of the practicing privately physicians was
discontinued and at the moment some 20% of the physicians and 40% of the
dentists provide private services. The main reason for the low share of the pri-
vate sector in the health protection is the limited solvent demand of the popu-
lation. In Bulgaria it is a factor with a continuous effect and that is why the
health services market cannot play the role of an external stimulus for im-
provement of the quality and the effectiveness of the health system as a whole.

In this situation the discussion on the introduction of the health insurance start-
ed. It was meant as a tool for activating the market mechanisms for redistribu-
tion of the resources and their targeting at more effective forms of services,
keeping at the same time their accessibility, guaranteed by the principle of the
solidarity between the employers and the insured persons. Most of the Eastern
European countries adopted the health insurance system as the most adequate
way of funding and management of the health protection and introduced it in
the beginning of the reforms (Hungary, the Czech Republic, Slovakia, Romania,
etc.) In Bulgaria the Health Security Act was adopted in 1998 after a long last-
ing search of a consensus on basic questions such as the value of the health ser-
vices, the status of the health establishments, the redistribution of the tax bur-
den, etc.

The law envisages a compulsory health insurance, based on a comparably high
extent of equalisation of the incomes of the insured persons and a preservation
of a wide range of opportunities for access of uninsured people. The social sol-
idarity is guaranteed by the introduction of an instalment of 3%, which is one
and the same for workers and for employers, and a minimum payment for the
children in the family as well as through transfers from the other security funds
and from the municipal budgets for the uninsured people.

The additional installment for the health security fund is introduced in return
for:

+ Reduction of the installments of both the employers and the insured persons
to the Social Security Fund;

* Reduction of the installment of the employers to the Vocational Training
and Unemployment Fund;

* A2 points lower effective tax rate on the incomes of individuals.

Although the total insurance burden for the employers will not grow as a result
of the introduction of the health security, the idea to transform installments
from the existing security funds to the new health security fund contradicts the
necessity of reduction of the installments, whose total amount in 1999 is 46 %.
The high stake increases the price of labour and has a negative impact on the
stimuli for creation of working places. Taking this problem into account, most
of the West European countries aspire to transform the insurance burden into
a tax burden, e.g. to reduce the security instalments at the expense of higher
tax installments, which affect the employment and the undertaking activity in a
considerably milder way. That is why the scheme of substitution of the bud-
getary funding (respectively the tax sources) with insurance instalments to the
health security fund is to a great extent contradictory to the modern trends.

The basic problem at the start of the social security system is still the dispro-
portion between the security rights and the limited resources available to guar-
antee them. The total income to the health security fund is envisaged to be
about 4% of the GDP in 1999. Even in case all the instalments are collected,
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this share cannot ensure considerable increase of the expenses for salaries and
material support in the health establishments, which is a necessary prerequisite
for improvement of the quality of services.

Some studies show that the health services consumption provokes additional
social problems, such as the uneven and unjust distribution of the expenses
among the income groups of the population. If we suppose that the expenses
of a household for health protection (purchase of medicines, additional ser-
vices, etc.) are proportional to the consumption of state health services, we will
see that the poorest 20% of the population hardly consume 10% of the ex-
penses for hospital care, whilst the one/fifth with the highest income consume
29%."* This structure places our country closely to the extent of inequality in
the consumption in the countries from the third world. The disproportion can
be explained by the fact that the low income groups of the population are not
in a position to take the accompanying expenses for treatment, the transporta-
tion to the hospital, the alternative expenses, connected with long absence
from the working place, etc. The social imbalances have to be overcome by ex-
pansion of the so called “minimum package” of medical services, which will be
paid by the health security fund. A substantial part of the additional health ser-
vices, the medicines supply, the payment for the stay in hospitals are still be-
yond the scope of the health security system.

2.4. FAMILY BENEFITS

The basic rights of the insured women are provided for in the Labour Code.
These are the compensation for pregnancy and maternity, equal to the full
amount of the remuneration and received for a period of 120 — 180 days, the
leave for bringing a child up, the special protection of the pregnant women and
the mothers, etc. These social rights considerably exceed the requirements of
the European directive on maternity protection, which envisages compensa-
tion, paid for a period of 14 weeks and a lower percentage of income substitu-
tion.

The other forms of social protection of families with children are ensured
through universal benefits, including one-time payment at the birth of a child,
benefits for bringing a child up for the period, starting 45 days before birth and
ending when the child becomes 2 years old, benefits for bringing a child up
during his third year and a children’s allowance until the child becomes 16 or
18, in case he studies. The ensured parents receive the benefits from the secu-
rity fund, for which only a week-long length of service is required. The unin-
sured parents have the right to the same kind and amount of family benefits.
They can receive them from the Social Welfare Centers at the expense of the
municipal budgets.

In spite of the favourable legal arrangements the system of family benefits is a
typical example of a discrepancy between the guaranteed rights and their prac-
tical exercise. The universal scheme of family benefits is still regulated by the
Decree for promotion of the birth-rate of 1968. It bears the stamp of the pro-
natality demographic policy, typical for the 60-ies. And is not compatible with
the modern forms and principles of social protection of families with children.

The easy criteria for access provoked a sharp increase in the number of unin-
sured parents in the last years. The relative share of the uninsured mothers in
1996 reached the half of the total number of mothers, using a maternity leave.
The share of the uninsured parents who receive allowances from the Social
Welfare Centers is 12%.

The child allowances are paid at the expense of tax income, to the insured per-
sons inclusive. The expenses of the security fund to this end have to be com-
pensated through an earmarked subsidy from the state budget. This fact ham-
pers the adaptation of the expenses and of the individual amount of the bene-
fits to the dynamics of the inflation. That is why the average amount of the al-

12 Budgets of the households, National Statistical Institute, 1997
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lowance in a relative expression is 12 % of the average salary in 1990 and 4,5 %
of the average salary in 1998.

In order to be given a child allowance from the social welfare system, both par-
ents have to be registered as unemployed and actively searching for work. This
criterion does not have selective functions, it is rather a prevention against mis-
use, as all families, where at least one of the parents is employed, self-em-
ployed or a pensioner have the right to receive children’s allowances from the
security fund.

The one-time benefit at birth and the benefit for bringing a child up are ren-
dered to the uninsured parents regardless of their employment status at the mo-
ment the right arises. The requirement to the mother - to have worked for at
least one day during the last six months before the delivery - is of symbolic na-
ture. Practically it does not limit the access of women who are voluntarily un-
employed. A great part of the beneficiaries to this kind of assistance are women
of Roma or Turkish origin, where the model of the woman, who does not work,
is typical.

The dynamics of the benefits to uninsured parents cannot be interpreted syn-
onymously. On one hand, it increases the social impact of the system. On the
other hand however the access of voluntarily unemployed people is a prereq-
uisite for a reduction of the stimuli for seeking a job and imprecise “addressing”
of the social benefits. The sociological surveys show, that about 20% of all
uninsured parents do not belong to the low income groups.’® This percentage
indicates the cases, in which the limited resources are targeted at families,
which are not in an extreme need. On the other hand the families, that are re-
ally poor, can hardly provide for the minimum needs in the earliest period of
bringing the child up with an income, equal to the minimum salary. They need
a more active social protection, that has to be ensured by means of special pref-
erences at rendering the monthly allowances. That is why the benefits accord-
ing to the Decree for promotion of the birth-rate and particularly the benefits
for bringing a child up, which are the main part of the expenditure of the Social
Welfare Centers cannot be accepted as an effective scheme for poverty allevi-
ation.

Specific administrative problems also appear, when allowances are paid by the
social welfare system to uninsured parents. This system is a function of the lo-
cal authorities. The decentralized funding generates many problems, connect-
ed with the provision of resources.

The subsidies the municipalities receive from the state budget are not ear-
marked, but block subsidies. They are planned on the basis of objective indi-
cators, including the number of unsecured parents from the previous year, but
after reception they “dissolve” in the municipal budget and are used in confor-
mity with the priorities of the local authorities. These priorities do not always
coincide with the aims and the strategy of the governmental social policy.

After 1993 the so called “granted, but unpaid benefits” appeared in the social
welfare system. This is a debt of the municipalities to the citizens, entitled to
them. The granted benefits are unpaid, delayed or paid partially because of
lack of sufficient funds in the municipal budget. These debts have been pro-
gressively growing in the course of the last years and in 1997 their total amount
reached 14 % of all the allotted funds.

The way out of the accumulated problems in the funding does not have to be
searched in a direct intervention and centralisation, but in indirect mechanisms
for stimulation of the local initiative. In many of the Western countries there are
similar examples. In Belgium there is a specialized social fund, which restores
half of the municipalities” expenses for social benefits. In this case the size of
the earmarked subsidies for the separate municipalities is not fixed in advance,
but it depends on the expenses for social welfare, made by the municipal bud-

13 Center for the Study of Democracy, ,At-Risk Groups and Social Problems in the Bulgarian
Society”, report on a sociological survey, 1995.
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gets. This double mechanism allows the preservation of the advantages of the
decentralisation, such as the flexibility and the adaptability to the needs of the
client. At the same time it motivates the municipalities to invest more funds in
the social welfare system because it means that they will get more subsidies
from the state budget.

The insufficiency of financial resources in Bulgaria is the main obstacle to the
effective exercise of the social rights. Simultaneously the ways and the mea-
sures for their provision does not have to contradict to the principles of democ-
racy and pluralism of management, to which Bulgaria aspires to keep strictly.
The long lasting traditions in the municipal funding of the social benefits and
services, dating from the 90-ies of the last century are an expression of this as-
piration. During the last years some concrete steps were made towards a re-
naissance of the civic society in the social policy. The partnership with the non-
governmental organisations finds an expression in the functioning of permanent
consultative bodies such as the Council on Social and Demographic Problems
at the government, the public councils on social welfare at the municipalities,
etc.
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3.

3.1.

THE SOCIAL REFORM WITHIN THE CONTEXT OF THE
PRE-ACCESSION STRATEGY

NEEDS AND POTENTIAL EFFECTS OF BULGARIA’S PARTICIPATION IN
THE PRE-ACCESSION STRUCTURAL POLICY.

Since the end of 1998, the Commission develops regular reports reviewing the
progress of each Central and East European candidate State towards accession,
in particular the rate at which it is adopting the Union acquis, the ability to
meet the economic criteria and fulfil the obligations deriving from accession.
The 1999 Report presents the economic and political situation in Bulgaria in
the context of the recent economic and social reforms.

The Report includes the most important achievements in the social sphere,
which take us closer to the European patterns and standards. These are the sig-
nature of the Revised European Social Charter in September 1998 and the
preparation for its ratification, as well as the measures undertaken to improve
national social legislation.

* Asregards the Labour Law, the Unemployment Protection and Employment
Promotion Act, covers basic European Union provisions. In parallel, a num-
ber of employment programs are being implemented in the public sector;
there are programs for example to support job clubs, vocational training and
business opportunities for women. Several programs have also been started
to support the most vulnerable groups in the labour market (Roma, long-
term unemployed).

+ Social partners are increasingly involved in drafting legislation in the social
sphere. The social dialogue is one of the basic instruments used in the de-
velopment and implementation of regional employment programs and to
this end Regional Employment Councils are being established.

* New legislation is adopted on Health and Safety at Work. It includes provi-
sions on the specialized services in the enterprises engaged with the profes-
sional hazards protection and prophylactics, on the training of the repre-
sentatives on committees on working conditions, on the terms, conditions
and regularity of risk assessment and on introduction of physiological
regimes of work and rest.

* In respect of the social security scheme, legal and institutional reform is be-
ing launched ensuring long-term financial sustainability of insurance, in-
cluding legislation regulating voluntary and occupational pension funds.

At the same time the Commission’s report contains a summary of the main gaps
in the field of social protection, whose removal is a condition for membership.

* With regard to labour market policy, administrative capacity remains insuf-
ficient, despite the fact that the Unemployment Protection and Employment
Promotion Act has provided for additional passive and active labour market
measures.

* The social dialogue need to be improved and more active, representative
and autonomous employers and employees organisations need to be en-
couraged in particular in the context of on-going industrial restructuring.

 The principle of equal treatment is enshrined in the Bulgarian Constitution
and other legal provisions, but there is only little evidence of measures tak-
en for the practical enforcement of the principle in the employment sector.

+ Following the Health Insurance Act of June 1998, the National Health
Insurance Fund started to operate in March 1999 but further institutional

4 Regular Report from the Commission on Progress towards Accession. Bulgaria — 13 October,
1999.
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strengthening is necessary. The situation in the health sector requires an in-
jection of resources.

The strategy of the social reform in Bulgaria is seen in a different way and is of-
ten interpreted in political terms. There is no consensus on the predominating
part of the social legislative program of the government, including the changes
in the pension legislation, the arrangement of the family benefits and the fi-
nancial aspects of the health reform. The contradictions are to a great extent
due to the dynamics of the economic development and the lack of stable eco-
nomic indicators, which are an obligatory condition for conceptual decisions in
the field of social protection. In these conditions the Commission’s recom-
mendations are even more important, as they not only formulate the main di-
rections of the social development of the countries — applicants for accession,
but simultaneously bind them with the conditions for provision of financial and
technical support for the reforms.

For the period 2000 —2006 the European Union envisages to provide two forms
of financial assistance to the twelve countries from Central and East Europe:
pre-accession assistance and assistance after the accession. The second form in-
cludes resources from the structural funds, tools of the Common Agricultural
Policy, etc. The funds will be granted taking into account the differences in the
economic and political development of the applying countries, as well as the
different extent of adaptation of the legislation and the social protection sys-
tem. In 1997 the Union divided the applicants into two groups and started de-
tailed negotiations with the representatives of the first group (Czech Republic,
Cyprus, Hungary, Poland, Estonia and Slovenia). After 1999 the Commission
recommends to abolish the two-group system and to start negotiations with all
applicant countries, based on their individual progress. The strongest candi-
dates will be allowed to overtake countries from the previous leading group. At
the same time the Commission stress that the criteria for joining European
Union remain unchanged. It is expected that about three fourths of the total
amount for assistance, which is 75 billion ECU, will be spent for the first acces-
sions before 2006. The rest of the countries will get about 18 billion ECU, as
during the period they will use the pre-accession assistance only, which will be
provided through the PHARE program of the EU and through the structural
fund.

The expected impact of the programs, funded through the European financial
instruments, can be assessed using the following indicators:

+ Importance of the covered sectors from the viewpoint of the priorities of the
structural reform in the country (transport infrastructure, telecommunica-
tions, etc.)

+ Improvement of the qualitative characteristics of the human resources;
* Alleviation of poverty and social isolation;

» Compensation of the social cost of the reforms and provision of the neces-
sary public support;

* Effect of integration and getting closer to the characteristics of the labour
market in the European Union

Within the context of the requirement for complexity of the regional develop-
ment, the assessment of the social effect has to be made not only on the basis
of the absolute and the relative size of the incomes during the pre-accession
period, but also as a complex effect of the cohesion policy, carried out through
all possible financial instruments: structural funds, Cohesion fund, the credits
from the European Investment Bank, etc.

The biggest projects for Bulgaria are connected with the construction of infra-
structural corridors which will cross our territory and are expected to be fund-
ed through the above mentioned financial instruments. Although they have no
direct social purpose, they will have considerable effect for the creation of new
working places, including for workers with a lower qualification who are the
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most at risk group on the market. Second, the implementation of these infra-
structural projects will create streams of commercial and economic exchange
which will contribute to the economic exhilaration and the increase of the in-
come part of the state budget.

PRIORITY MEASURES FOR IMPLEMENTATION OF THE PRE-ACCESSION
STRATEGY IN THE SOCIAL PROTECTION SYSTEM

3.2.1. ADAPTATION OF THE PROGRAMS FOR SOCIAL DEVELOPMENT TO THE REQUIREMENTS

FOR PARTICIPATION IN THE EUROPEAN SOCIAL FUND

The preparation for accession of the country to the European structural policy
began with the Special Preparatory Programme (SPP) of the Commission of the
European Union. It was aimed at assisting the building of the necessary infor-
mation, administrative and resource potential of the associated countries with
regards to their gradual integration into the Community.

The SPP priorities include three main activities:

1) Designing the candidate-countries structural policies, which includes an ad-
equate legal basis, administrative structure and budgetary procedures, as
well as preparaion of structural development programs;

2) Promoting the understanding of European Union structural policy through
administrative cooperation;

3) Development of projects, applying principles and procedures of Objective
1 at local level, integrated approach to the structural development and mul-
ty-annual programming,.

The main part of the funds under SPP will be spent on institutional preparation
of the countries — applicants for accession. These funds will be included in the
national PHARE programs as an additional component.

It is envisaged that 4 million of the total of 60 million ECU will be spent on hor-
izontal preparatory activities, such as development of the national statistics and
especially creation of data-bases on regional level, conferences and training for
the administrative officers. The horizontal preparatory activities may have di-
rect application in the sphere of social protection and especially for the devel-
opment of the regional statistics on unemployment and qualification profile of
the human resources, for the information of the central and the local authori-
ties on the possibilities to use the resources of the European Social Fund, etc.

The process of receiving grants from the European Social Fund includes the fol-
lowing main stages:

* Defining of the priorities for the respective period;
* Development of a complex multiy-annual programme;
+ Approval of the programme by the Commission.

These stages do not differ substantially from the procedure of consideration and
approval of the national programs of the countries from East and Central
Europe, funded under PHARE and other EU grant assistance programs. The
main difference is in the requirements and the criteria that have to be met by
the programs for structural development.

First of all the countries, applying for funds from the structural funds have to en-
sure adequate co-funding from local sources, which have to be well guaranteed
in the course of implementation of each specific project.

In the second place the European Social Fund programs have to be developed
within the framework of a longer horizon and on a larger scale, involving more
aspects of the economic and social development for the different regions and
from the viewpoint of the national Objectives and priorities.
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The distribution of functions between the Commission of the European Union,
the government and the local administration is also one of the basic require-
ments for utilisation of the resources from the structural funds. Here is the
scheme this distribution follows:

— The Commission identifies the priorities for development and assistance in
cooperation with the government and the local administration, binding them
with Objectives that can be realized and verified.

— The management in the member-states and the regions is decentralized;
the double administration by the Commission and the member-state is applied
only for the main projects. In the cases of decentralized management the mem-
ber-state regularly reports on the spent funds to the Commission.

— With the aim to ensure reliability and objectivity of the control over the re-
sults of the funded project, the Commission makes sure that the member-state
has an appropriate administrative system for management, accountancy and
control.

In 1997 the greatest number of programs for combating unemployment were
approved within the context of Objective 2 — restructuring of industrial regions,
lagging behind. During the first half of the year 32 programs, aimed at the real-
isation of this Objective, were approved; by the end of the year 20 more pro-
grams were approved, either in principle or finally. At the same time, during the
second half of 1997 the Commission published a list of 80 projects of the mem-
ber-states for concluding territorial agreements for employment along with the
criteria for their evaluation, such as:

— Accelerated realisation of the project;
— Broad partnership, including all parties concerned;
— Innovative approach towards job creation.

These requirements aim to guarantee optimal targeting of the available re-
sources towards countries, regions and branches with the best possible effect
for the recipient country as well as for the cohesion policy in Central and
Eastern Europe as a whole. The adaptation of the legal and administrative ca-
pacity of the social protection systems to these criteria will to a great extent pre-
determine the effective participation of our country in the pre-accession pro-
gramme of the European Union.

3.2.2. STRUCTURAL CHANGES IN THE LEGAL BASIS, THE EXECUTIVE POWER AND THE CAPACITY
FOR ADMINISTRATION OF THE SOCIAL PROGRAMS

The concrete social activities Bulgaria can submit for co-funding and realisation
within the framework of the social priorities of the European Union can be
grouped in the following more important directions:

— Measures accompanying the structural and the social reform;

— Creation and development of training, re-training and professional devel-
opment systems;

— Active measures on the labour market;
— Combating social isolation.

The criteria and the formal procedures of the European Union for assisting the
accession of the associated countries require certain preliminary adaptation of
the legal basis and the administration of activities, which are expected to be co-
funded and technically assisted. This requirement is in force for the above men-
tioned social activities, too. The concrete dimensions of the adaptation are con-
nected with the social legislation, the administrative reform and the information
exchange. These tasks are some of the substantial conditions for the develop-
ment of competitive projects by the countries - applicants for accession.

Legislative measures
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The new social legislation of the end of 1997 and 1998 (including the Protection
against Unemployment and Promotion of Employment Act, the Social
Assistance Act, The Health Security Act, etc.) as well as the draft laws in the field
of pension security and family benefits that are to be adopted create a
favourable legal environment for gradual adaptation of the social protection to
the European social standards. The specific legislation, however, cannot fully
realize this Objective. There are a number of deficits in some general legal acts
that are of substantial importance for the national identity of the social policy.

An important measure in regard to the full participation of Bulgaria in the struc-
tural funds and in the European Social Fund, in particular, is the territorial divi-
sion of the country based on economic differences. The new administrative-
territorial structure of 1999, which differentiates an optimal number of districts,
will make the delegation of rights to the central executive power on local level
easier. It will make the control more effective and will allow a better coordina-
tion of the planning and implementation of local projects and programs, in-
cluding the ones, funded by the European Union.

Another substantial prerequisite for the gradual reduction of the regional dif-
ferences is the development of flexible forms of employment such as encour-
agement of the demand and the supply of part-time employment, temporary
and season employment, etc. The Labour Code, which is in force limits the op-
portunities for such forms of employment. The main reason is the lack of bal-
anced social security schemes. Although separated from the state budget, the
Social Security Fund and the Vocational Training and Unemployment Fund are
burdened with fiscal functions and the high general level of the insurance in-
stallment influence in a negative way the labour demand and the development
of flexible forms of employment.

Administrative changes

The development of the local self-government in Bulgaria went through sever-
al consequent stages of liberalisation. The autonomy of the budget formation
and the decision making in the main spheres of the social policy, which the mu-
nicipalities acquired in 1991, was gradually expanded. The methods for the ela-
tions between the state budget and the municipal budgets also changed. Since
1993 the municipal councils have been independently determining a substan-
tial part of the economic and social priorities for allocation of the funds from
their own incomes and from the state budget subsidies. They fund over 60 % of
the educational, health, social and infra-structural services in the budgetary
sphere. About a half of the investments in these activities are also funded by the
municipal budgets. The labour demand in the social services, which are a func-
tion of the municipality, is characterized by high flexibility. It is of substantial
importance for the solution of the problems of the unemployment, the depop-
ulation and the low living standard of the local population.

Decentralisation lays a stable basis for adaptation of the administrative structure
to the requirements of the European structural policy whose main Objectives
include a broader participation of the local authorities in the decision making
process. On the other hand, however, the municipalities differ substantially in
terms of economic capacity. According to the observations of the Ministry of
Finance about 30% of the municipalities are near the average level for the
country. The rest tend to either full dependency on the state subsidies or, more
seldom, a much better financial and economic situation than the average for
the country. To a great extent the differences are due to the inherited territori-
al disproportion, typical for the planed economy of the 80-ies. On the other
hand, the unevenness is regenerated by the methods of determining the subsi-
dies from the state to the local budgets, which attaches a high relative share to
the expenses reported for the previous year.

One of the unfavourable prerequisites in the field of the administration is also
the lack of adequate mechanisms for coordination of the regional priorities.
According to the current practice in regard to the European Union PHARE pro-
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gramme the Council of Ministers is the main body, coordinating the executive
power. This administrative structure could not play the same role effectively
enough in regard to projects, funded by the structural funds of the European
Union. The implementation of structural projects is based on the assumption of
much more substantial differences between the interests of the separate terri-
torial units (towns, municipalities or regions). The requirement for co-funding
additionally complicates the coordination and requires strong guarantees on
national and local level. In this connection the possibilities for building up of a
national coordinating body have to be discussed after examining the past ex-
perience of the EU member-states. In each of them different administrative so-
lutions exist, which are adapted to the national specifics of the administrative
structure and the division of responsibilities between the central and the local
executive authorities.

Not only administrative officers and representatives of the central executive
power have to be involved in the mastering and the analyzing of this experi-
ence, but also the members of the National Association of Municipalities in the
Republic of Bulgaria. It has consultative functions at the discussion of draft le-
gal acts and national programs, concerning regional development.

Requirements for programme development

Taking into account the fact that the funding from the EU will be provided on
the basis of a complex multi-annual programme for each applicant-country, the
representatives of the local authorities in Bulgaria must in due time accept the
integrated approach to the development of strategies, programs and legal acts
for implementation of the economic and social policy. The 3-years macro-eco-
nomic framework for the state budget has to be also taken into account for the
formation of the local budgets. In most cases, however, there is a lack of suffi-
cient disagregated data and analyzes, which can help the local authorities out-
line the local framework of the financial and economic policy and develop a
middle- and long-term strategy for regional development.

The procedure of development of the programs of many years has to follow the
adopted standards and schemes for their development. Simultaneously these
parameters have to be adapted to the needs and the perspectives of the re-
gional development in Bulgaria. In this connection the examination and the ex-
change of experience with the member-states are especially necessary, as well
as the discussions on the possible alternatives. The transfer of know-how with
regard to the European pre-accession strategy, including seminars, conferences
and local working groups, is a main priority of the Special Preparatory
Programme.
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CONCLUSION

The perspectives for accession of Bulgaria to the European Union are an im-
portant landmark in the social-economic policy of the country. To a great ex-
tent they determine the model of the reforms and the concrete administrative
decisions. These perspectives are a specific corrective in the social sphere, too,
regardless of the fact that the political choice there is mediated by a number of
external factors such as the economic potential of the country, the traditions
and the achieved extent of social solidarity, the social attitudes of the popula-
tion, etc. In this respect the general strategy for integration of Bulgaria into the
European Union marks some concrete directions for adaptation of the social
protection.

First of all, the adaptation of the systems and mechanisms of social protection
is connected with the necessity to prepare them for the realisation of the frame-
work Objective of free movement of workers within the European Union. This
aim does not put special requirements to the social reform, but assumes, that
at the stage of accession some basic deficits in the national social legislation
would have been overcome. These are the low absolute amounts of the com-
pensations, almost reaching the threshold of poverty, the imbalance between
the installments and the compensations in the social security funds, etc.

Another important direction of adaptation is the creation of the necessary legal,
resource and administrative potential for the effective and competitive partici-
pation of the country in the pre-accession financial assistance from the
European Union with the aim of consolidation of the labour market and social
integration of the vulnerable groups.

The realisation of the necessary measures requires restructuring of the financial
resources and the administrative structures, in some cases also investments of
own capital. The effect of the adaptation cannot always be clearly identified at
the stage of the preparation. In these conditions the public debate, the discus-
sion of the possible alternatives and the search for a consensus on the proposed
reforms are the only reliable guarantee for a balance between the national pri-
orities and the dynamics of the integration processes.
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TABLE 1: Employment rates and registered unemployment in the
associated countries from Central and Eastern Europe (1997)
Employment rate (as % of Unemployment rate (as % of
the active population) the active population)
Hungary 64,2 10,4
Poland 66,1 11,5
Romania 75,6 8,8
Slovakia 66,0 12,9
Latvia 83,3 7,4
Estonia 80,6 4,0
Lithuania 79,7 5,9
Bulgaria 69,8 14,1
Czech Republic 77,5 4,3
Slovenia 53,8 14,4
Source: UNICEF, 1999
TABLE 2: Dynamics and structure of unemployment in Bulgaria
1992 1993 1994 1995 1996 1997 1998
Unemployment
rate 15% 16.4% 12.8% 11.1% 10.9% 14.1% 12.2%
Long-term — 152121 | 125258 | 121428 | 110868 | 120067 | 150715
unemployed 243% | 25.6% | 28.6% | 28% | 22.5% | 32.5%
relative share
Women 302392 | 331228 | 265340 | 235793 | 269133 | 308265 | 249768
relative share 52.4% 52.9% 54.3% 55.5% 55.2 52.7% 53.8%
Under 24 year-olds | 159797 | 167805 | 117221 | 105531 | 118672 | 128702 | 152807
relative share 27.7% | 26.8% 24% 248% | 241% | 21.9% | 32.9%
Without specializa- | 283831 | 314323 | 258386 | 240035 | 262873 | 340145 | 271750
tion — relative share| 49.8% | 50.2% | 52.9% | 56.7% | 53.7% | 58.2% | 58.6%

Source: National Employment Service at the Ministry of Labour and Social Policy

TABLE 3: Purchasing capacity of the minimum incomes

1991 1998
Bread/kg Meat/kg Milk/l Bread/kg Meat/kg Milk/I

Minimum 259 23 215 83.8 5.9 65.2
salary
Minimum

. 172 15 143 46.1 3.5 38.4
pen5|0n
Average 168 15 140 84.5 6.4 70.1
pen5|0n
Children’s 68 6 57 16.3 13 13.2
allowance

Source: Ministry of Labour and Social Policy
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TABLE 4: Health establishments and beds

1993 | 1994 | 1995 | 1996 | 1997 | 1998

ESTABLISHMENTS
1. Hospitals 287 284 289 288 288 197
2. Polyclinics 3723 3726 3742 3737 3618 3579
3. Sanatoria 163 160 156 152 132 95
BEDS

1. Hospitals 88910 86092 87148 87549 83219 52355
2. Polyclinics 2026 2104 1940 1818 1554 1445
3. Sanatoria 19278 18950 18206 17966 14612 9628

Source: Statistical directory, National Statistical Institute

TABLE 5: Medical specialists, employed in the health sector (1993-1998)

1993 1994 1995 1996 1997 1998
In the state health network
Physicians 38457 28094 29069 | 29592 28605 28823
Dentists 5727 5540 5481 5493 5227 4980
Specialists 83396 81404 81763 | 81743 73765 | 70277
In private practice
Physicians 7423 9424 7385 7885 7583 9942
Dentists 3669 4556 3362 3595 3684 5324
Specialists 952 1265 1169 1313 1270 1430

Source: Statistical directory, National Statistical Institute

FIGURE 1: Unemployment rates by districts and labour offices (31.12.1998)
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FIGURE 2: Distribution of pensioners according to the monthly amount of
their pensions (as of 31.12.1998, in thousands levs)
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FIGURE 3: Dynamics of the recipients of family benefits: impact of the be-
nefits for uninsured parents (thousand people)
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