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ECONOMIC REFORM IN BULGARIA (FEBRUARY 1991 - MARCH 1992)
1. General Information 1.1 Economic Environment
* The Status and Brief Analysis of Post-Communist Reforms
At the beginning of 1991 the Bulgarian economy had almost reached the point of collapse. This was due to the economic policy of 1990, combined with the negative effects of the Persian Gulf crisis. These are the typical features of the state of our economy:

unprecedented decrease in production - minus 13 percent compared to 1990, total isolation from the world financial market, moratorium on the paying of foreign debt and the unfavorable attitudes of the private and official creditors, growing inflation, enormous inflationary expectations and deficits, headlong dolarization of the economy, scarcity of energy and raw materials, dissolving of the traditional foreign trade relations.

On this background a project for one-year "stand-by" credit for Bulgaria from the IMF was prepared. The agreement was signed in February 1991 and confirmed by IMF on March 15. Under these circumstances the use of the IMF resources was the only possibility for partial recovery of the country's hard currency reserves, and this possibility could certainly be used only under the specific conditions required by IMF.

In February 1991 a Stabilization Program was launched by the coalition government of Mr. D. Popov. There was a great political tension in the country. Since the Bulgarian Socialist Party (BSP) had the majority (over 50 percent) of seats in Parliament, socialist ministers also had the majority in the Government. Yet the opposition held the two key ministries - the Ministry of Finance headed by Mr. Ivan Kostov, and the Ministry of Economy, Trade and Services (now renamed Ministry of Economy and Trade) headed by Mr. Ivan Pushkarov. Other important for the economy members of the Government were Dimitar Ludjev, deputy prime-minister from the Union of Democratic Forces (UDF),

1. Memorandum on the Economic Policy, Council of Ministers, Draft of February 15,1991, pp. 1-33.
Alexander Tomov, deputy prime-minister from BSP, Atanas Paparizov (BSP), minister of Foreign Economic Relations (this ministry no longer exists now), and Boris Spirov (Rural Party), minister of agriculture.

Since the very beginning of the reform a Three-Partid Commission with several sub-commissions was formed to coordinate the interests of the government, the employers, and the trade unions. Major economic decisions were made in this Commission despite the sharp contradictions and the subsequent self-isolation of the employers.

The program which IMF supported was based on the conventional set of principles for stabilization applied by this organization. There are three basic principles in this set: the assumption that the "withdrawal" of the state from the economic circulation leads automatically to animation in the private sector, the assumption that the elasticity of supply and export are positive; and the assumption that the monetary aggregates should be under control.

Being short-termed and anti-inflationary by nature, the program aimed directly at reducing all components of domestic demand, establishing of unitary exchange rate, and securing the necessary foreign financial support for compensating the deficit in the balance of payments. The overcoming of the monetary overhang relied on the effect of the shock of prices: there was no way of immediately starting the privatization while the monetary reform was rejected as a possible solution. It was expected that results would be achieved by the combined effect of the fiscal and monetary policy, supported by a relevant policy of incomes. The program applied two nominal anchors - those of incomes and of credit. Their growth was strictly monitored and it was the basic criterion for evaluation of the pace of the program. Because of the total lack of reserves and foreign financial support the exchange rate could not be fixed as a third nominal anchor to influence exogenously incomes and prices.

The parameters of the program were established on a quite inadequate informational basis. Combined with the characteristic of IMF optimism this accounts at least for some of

the discrepancies between the expected and the actual processes. The initial assumption on

9 which the program was built in February were as follows :

2. Ibid.

* The decrease in production should be stopped during the first half of 1991 and should be followed by slight animation in the second half of the year. The decrease of GDP should be 11 percent.

* Almost three times increasing of retail prices in 1991 with inflation rate in the second half of the year reduced to 1-2 per cent a month.

* Real incomes in the public sector decrease with 35 percent.

* Increase of the average annual unemployment index with 5 percent.

* Nominal increase of the monetary aggregate with 25,5 and an abrupt speeding up of money circulation resulting in a 43 per cent proportion between the monetary aggregate and GDP.

* Cancelling of budget crediting by the BNB, reduction of the fiscal deficit to 3,5 per cent of GDP and reduction of the subsidies with about 12 items.

* Currency exchange rate - 7-10 lev/dollar.

* Deficit of $2,016 million in the current balance sheet of payments (23.3 per cent of the forecasted GDP), a deficit of $1,472 million in the Balance of trade, and a deficit of $674 million in the item for services of the Balance of payments.
* The necessary foreign financing was expected to amount to $3,8 billion and it was provided by a formal delay of foreign debt payment ($2,2 billion) and by the funding of international institutions ($1,6 billion).

** Price Liberalization
The Bulgarian reform started with price liberalization, a necessary first step because of the great macroeconomic disproportions and the practically non-existent consumer market. The process started as early as the second half of 1990 when the accumulated inflationary potential was partly set free and the annual retail prices grew to 70 per cent

In February 1991, the Government liberalized the prices of all consumer goods, except the prices of 14 primarily needed goods. The Government set up price ceilings for these goods, and though the control was not very efficient, the prices fluctuated within a range of approx. 10 percent of the ceiling price values. Negotiations between Government and trade unions played an important part in restraining these prices.

The prices of consumer goods were set free in two subsequent stages: in February and
July 1991. The first rocketed the retail price index to 242.0 in February and 377.1 in March(December 1990=100) . Further, after relatively slight increases to 390.7 in April, 400.5

in May and 430.0 in June, the second wave of price liberalization, covering mainly energy and fuels, broke in the third quarter of 1991 with retail prices reaching 472.1 in July, 495.8 in August and 516.4 in September, (December 1990=100, Table 1). The comparatively slow growth of the index in July, much less then anticipated, was due to a temporary rise of the basic interest rate to 57%, bound to counter the expected upsurge of the inflation. In September 1991 the monthly inflation rate was cooled down to 4.1 per cent. The average monthly inflation rate for the period October 1991 - February 1992 fluctuated within the range of 4-6 percent.

It proved impossible to keep the wholesale prices of fuels and agricultural
products under control, and starting on June 1, these were also set by demand and supply. In view of the scarce food supply threatening to push up agricultural wholesale prices, the Government tried to set up price ceilings for them too. This would have maintained for cooperative farms the old selling procedure.

The debate between the Government and the agricultural producers developed in an interesting way. At first the government attempted to maintain the wheat wholesale prices within the range of 1200 Iv/ton. In July its market price was 1500 Iv/ton and the prices of flour and bread increased by 60 per cent respectively. In August the price of meat and meat products increased by 24 percent. The government envisaged an austerity package for retail prices of agricultural goods and mainly of wheat but it remained unconsummated because the price liberalization was carried out completely.

3. National Statistical Institute (NSI).
The producers reacted against the maintenance of forecasted prices of wheat sabotaging the system of state supplies. Since they refused to sell at Government-fixed prices the state food reserves remained incomplete. The state wheat reserve was only 2/3 completed.

The price liberalization led to a change in the relative proportion of price levels: at first, the price shock in foods was the strongest; it was followed in June by a relatively bigger increase in the prices cf services and a relative fall in prices of durable goods for households.

The price liberalization in Bulgaria is characterized by the following:

1. An uneven pace of price growth - during the second quarter of 1991 the prices grew by 68.5 % and during the third quarter, by 108.0 per cent.

2. The inflation gradually "moved" from foods to non-foods, durable goods for households and services. For example, whereas the average annual price increased in the period December, 1990 - December, 1991 was 495.0 percent, the prices of services increased by 664.6 percent.

3. Price rises have influenced so far only the working capital and have had no impact on the fixed capital. A further upsurge in inflation is anticipated because of the isolation of the market for capital stock from the overall price liberalization. A process of reevaluation of the capital assets of the companies has already begun but the evaluation of capital stocks has been carried out only in a small number of enterprises. On the basis of the new valuations the enterprises will be able to determine their amortization policies by their own, i.e. to raise the amortization rates and hence the prices.

4. Another reason for the existence of the inflationary potential is the newly introduced wage bargaining, starting November, 1991. The average monthly wage for the period January - November, 1991 is 2/3 times higher than the one for 1990 (821 Iv). The average monthly wage in November is 1419 Iv. Some wages, for example in the sphere of financing and crediting and insurance have grown more than 2,8 times. If the structural changes of the reform are not carried out in due time such fluctuation of wages threatens to generate new inflation.

** Macro economic and Monetary Reforms
Monetary policy has a central place in the process of stabilization. Its three basic tasks so far were:

1. To restore the equilibrium between the accumulated money excess and the capital fund.

2. To reduce the inflationary potential.
3. To limit the possible hyperinflation.
The government and the Bulgarian National Bank (BNB) used the interest rate as a major means of carrying out the monetary reform. In January, 1991 the Government set the basic interest rate at 15% (December rate was 4.5%). In February, 1991 the BNB was separated from the Government and was put under parliamentary control. Having resumed independence and responsibility to carry out the monetary policy of the country, BNB drastically raised the basic rate first to 45%, and then, in June - to 52 percent. For one brief period in July, the rate was raised to 57% but since the inflationary expectations appeared to be overestimated, it was dropped to 54% (Fig. 6). The policy of maintaining high interest rates has succeeded in keeping down the demand and stabilizing the economy. Though very high, the basic rate was still negative. It becomes clear from Fig. 6 that in April, May and September the basic rate surpasses the growth of consumer prices.

In 1991, 61-65% of the overall credit was used by non-financial institutions, 28-30% -by public financial sector, and 5 - 5.5% - by households . The credit for the public sector was increased, while, the shares of non-financial institutions and households were diminished. The credit for the private business comprises 5% of the overall credit. As a result of the high rates, the debts of the population decreased with 1.5 billion leva.

The volume of credit resources for the economy in the first half of 1991 grew with 65% The actual credit shrinkage was strongly felt at the beginning of the reform, especially in

4. Bulgarian National Bank (BNB).
February, when the credit supply fell two times. In 1991 the nominal value of the credit increased by 25% while its real volume decreased with 77.7% as compared to 1990.

An attempt has been made to restructure the internal debt of enterprises. On September 18, 1991, the Council of Ministers decreed canceling of a 4 billion Lv debt of state-owned enterpriser

Another essential aspect of the monetary reform is the effort to create a two-tiered banking system. The idea of establishing such a system dates back to 1989 and it had to separate the emission from credit operations as well as to help commercial banks become independent financial intermediaries. But the practical realization of that idea has been carried out inconsistently because of the lack of a clear program and perspective. The BNB branches were actually mechanically converted into commercial banks. They lack sufficient capital and reserves for crediting and rely on BNB's re-financing. The liquidity level is very low due to their indebtedness to state-owned enterprises. Moreover, the commercial banks have not yet established their own network of banks in the country which limits their services. In the course of the reform they were practically out of control and continued to be a channel for money outflow. According to some experts from the World Bank Bulgaria needs only six or seven commercial banks. At the beginning of 1992 a Bank Consolidation Company in the form of a holding has been established aiming at consolidating the banking system on the basis of shareholding. At present there are about 75 commercial banks in the country and only a few of them are private. The rapid increase of the number of commercial banks forced the BNB Managing Board to impose higher requirements for granting licences. Two conditions must be fulfilled for the foundation of a bank : the existence of a capital resource amounting at least to 10 million Lv and the BNB Governor's permission. The major shareholders of the banks are state-owned enterprises and the BNB.

The BNB more frequently acts by injecting liquidity into the economy, rather than by taking full control on the money supply. The number of instruments used by the Central Bank for regulating the monetary policy is relatively small: credit ceilings, minimum reserve requirements and deposits of commercial banks in the BNB. There are neither discount facilities, nor open market operations because of the lack of sufficient quantities of securities.

5. State Gazette, No. 80, September 1991.
The implemented fiscal policy measures were unsatisfactory and incomplete. In 1991, the Parliament revised the budget twice: in February and in June. The original idea was to soften the price shocks and to devise, through compensation schemes, a looser transitory budget.

Fiscal subsidies were reduced to 11.6% of total budget expenditures. The biggest items on the expenditure side of the finally revised 1991 budget were payments on interest for domestic credits (26 -27% of total budget expenditures) and government spending for the Social Security (21-26% of total budget expenditures, Table 1, Table 3). A 2.9 billion Iv loan was drawn from the Central Bank in order to finance the 1991 budget deficit. The envisaged issuance of bills and bonds was postponed. The budget continues to wear a social mask. The largest government budget expenditures that were expected were government spending for the Social Security (about 34% of total budget expenditures, 14.8% of GDP), payments on interest for domestic credits (19-20% of total budget expenditures, 6.1% of GDP) and subsidies (11% of total budget expenditures, 4.5% of GDP).

Budget revenues are still formed on an inherited structural basis, well equipped with adequate tax instruments. Profit taxation brings about 43.6% of total budget revenues (Table 2, Table 3). If eventually inflation is dampened, inflationary tax financing would immediately present itself as a problem. For the first half of 1991 revenue line items have been 2/3 fulfilled. Following the substantial squeeze of output and the hidden incomes rate, it can be predicted that the reduction would undermine budgetary foundations.

** Foreign Trade Liberalization
The foreign trade liberalisation was a crucial element of the stabilization program. Given the strong suppression of the domestic demand, the expected decline of production could be reduced only by substantial export growth. Therefore, foreign trade restrictions were swiftly lifted. In February 1991, Regulations by the Council of Ministers changed the foreign trade regime from formal registration of foreign trade transactions with the Ministry of Foreign Economic Relations to fully liberalized trade, whereby transactions are registered only with customs declarations. The scope of customs quotas was reduced from 57 to 33 products. Special permission and certificate are required only for the

6. Regulations by the Council of Ministers for the Regime of Implementation of Intermittent Restrictions and Fees in the Import and Export of Goods during 1991, State Gazette, 12/January 1991.
export of products with fixed quota in accordance with agreements to which Bulgaria is a party as well as exports and imports related to contracted commitments of the country. The import or export certificates for the quota trade are issued by the Ministry of Industry and Trade at the proposal of companies and with the approval of the relevant Ministries.

Initially, the export of 16 products was banned and in April their number was reduced to 14. Two more products were added in the beginning of 1992. There was introduced a temporary charge on all goods equal to 15 percent of the Leva equivalent of the foreign exchange spent for the imports as an addition to the existing customs tariffs. An export
charge of 20 percent was fixed for 27 groups of products. In June, all export charges

7 were overturned by force of Regulations No. 119 of the Council of Ministers but import
charge of 15 percent were preserved. Two hundred and forty kinds of goods were exempted because of their shortage on the domestic market - basically foods, farm produce and raw materials, clothing, textiles, non-ferrous metals, some mineral resources, some machines and medical equipment. Goods meant for temporary import were also exempted from that charge. The Regulations provided for the minimum export prices which the Minister of Foreign Trade Relations (currently the Minister of Industry and Trade) was obliged to regularly promulgate in The State Gazette with respect to the export of livestock,

meat and dairy products and timber. Besides, it introduced a customs fee of 1 percent of o

the duty-payable value of exports or imports .

The customs regime was changed to meet those developments. In December 1990, Regulations on the Activities of the Customs Tariffs Council and a customs tariff for the goods imported by legal entities and companies were adopted. The tariff is based on the harmonized customs tariff as adopted by the International Customs Council and practiced in most countries of the world. Customs duties retain the 1981 levels in accordance with the agreements at the Tokyo round. The average level of customs duties is 8 percent. They range from 0 to 10 percent for raw and prime materials, 10 to 30 percent for capital goods, and 10 to 35% for mass consumer goods.

The liberalized foreign trade had impact mainly on the trade with Western partners. Though the trade with the former CMEA member countries is carried out at international prices as of 1 January 1991, the most essential problem remained the trade with the former Soviet

7. State Gazette 52/ June 1991.
8. Regulations No. 59 of the Council of Ministers, State Gazette 30/ April 1991,
Union. The combination of international prices with clearing and indicative lists led to extreme payment difficulties which were further aggravated by the political developments in the former Soviet Union. In the course of its stabilization, Bulgaria actually had no properly functioning mechanism of payments with its basic trade partner. We should add here the settlement of the outstanding balances for 1990 with the Eastern European countries.

In the field of foreign trade the results of the liberalization surpassed the initial expectations. The balance of trade developed from negative in the first quarter to positive in the second and third quarters and ended the nine-month period at the break-even point. After the great initial shrinkage of exports and imports during the first quarter, high growth rates marked the rest of the year with an almost 1.8-fold increase of exports in the third quarter as compared to the first quarter. According to estimations of the Agency for Economic

Coordination and Development (AECD), exports in the fourth quarter increased 1.85 times

9 in comparison to the first quarter, while imports increased 2.9 times over the same period .

This dynamic pattern is observed against the background of a absolute decline of the physical amounts of the trade turnover: 59.7 percent for exports (-63.4 percent for Eastern European countries and -51.0 percent for the rest) and 70.6 percent for imports (-75.2 percent for Eastern European countries and -60.4 percent for the rest). The geographical re-orientation of trade was made manifest in the increased share of OECD countries from 12 to 22 percent for exports and from 20 to 32 percent for imports. The reasons for the positive development of the trade balance are mainly the growing positive balances in the clearing with the former USSR which may be estimated as unfavorable in the final analysis. So it is not easy to assess the extent to which exports have reacted to the devaluation of the national currency. One thing, however, is clear - after the sharp decrease of the exchange rate of the clearing dollar in August exporters lost interest in the Soviet Union. The developments so far show that certain groups of goods possess supply elasticity and re-orient toward Western markets. Thus the share of manufactured goods and foods increased from 8 to 20.9 percent and from 8.1 to 18.2 percent respectively over the nine-month period .

9. Economic Performance of the National Economy in 1991. (in Bulgarian), AECD, Dec 1991 pp 46-48
10. Ibid.
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** Convertibility of the Bulgarian Currency
In February 1991 the Council of Ministers introduced a monetary regime of internal convertibility of the Bulgarian currency for the registered merchants . The official exchange rate was substantially increased almost reaching the black market rate. The Bulgarian National Bank acquired the coordinating rights for establishing a domestic foreign exchange market based upon the stipulations of 12 fully licensed commercial banks. Private citizens were granted the right to open foreign exchange deposit accounts with authorized Bulgarian banks, as well as to purchase US $50 per year. As of January 1992 Bulgarian citizens can purchase the equivalent of 10,000 Levas in hard currency at current exchange rates when traveling abroad.

In view of the limited hard currency reserves of the country (US $125 min. at the end

of 1990, increased to US $568 min. in September 1991) a system of floating although

12 unitary exchange rate was introduced . BNB is distinctly assuming leadership functions

while commercial banks adapt to its course. Each bank buys and sells foreign exchange, fixing its own exchange rate. On the basis of these rates of exchange every day the central bank rate is fixed and announced. The rates of exchange are allowed to float according to foreign exchange demand and supply (Fig.l, Fig.2, Fig.3 and Fig.4).

At the beginning of the reform the dollar exchange rate marked a decline: from 28.25 Leva per USD 1.00 in January it plummeted to 14.75 Leva per dollar the following March. In June the rate was 19.00 Leva per 1.00 USD. In September there was a climbing tendency afoot reaching a value of 26.00 Leva per USD in November. At this point the big commercial banks launched a synchronized effort in decreasing their exchange rates. This resulted in a draw-back to the previous level of about 19.00 Leva per USD at the end of November but only for a short period. Hard currency transactions for the last year amounted to USD 2.0 billion while the average daily transaction volume was USD 13.0 million (Fig.3, Fig.4).
More than 200 currency exchange licenses have been granted to state and private companies so far. Despite this fact the principal actors on the interbank foreign exchange market are the BNB and the big commercial banks. It is to be noted that BNB interventions

11. Regulations by the Council of Ministers for Modifying the Foreign Currency Regime SG 12/January,
1991.
12. BNB
11
on this market do not produce a perceptible effect due to its restricted hard currency reserves.

** Demonopolisation Policy
13 The Law on the Protection of Competition   and the Regulations of the Council of

Ministers on Decentralization and DemonopoUzation of Industrial Conglomerates,

Associations, State-Owned and Municipal Companies have been the legal basis for 1/1 demonopohzation of the Bulgarian economy ". The respective Ministries and Municipal

Councils have prepared relevant decentralization and demonopolization programs. These programs were drafted and implemented subsequent to analyzing each separate company meeting demonopolization criteria in the following order:

1. General profile of the company.

2. Techno-economic verification.

3. Suggestion for the formation of new structural units as independent companies.

4. Protocol of Distribution.

5. Opinion of the Decentralization Council under the respective ministry on the Protocol of Distribution.

6. Suggested model for economic association of the newly incorporated companies on the pan of die ministry subsequent to the implementation of decentralization.

From the pool of companies directly under the control of the Ministry of Industry, Trade and Services (now the Ministry of Industry and Trade) 137 of them have been converted and restructured into 1121 smaller units . According to the Ministry of Industry, Trade and Services estimates the process of demonopolization and decentralization in industry has been concluded with the exception of two large state-owned companies - Balkancar and Petrol . The process was envisaged as a "Trust Busting" but it has led to the emergence

13. Law on the Protection of Competition, State Gazette 39/May, 1991.
14. Regulations by the Council of Ministers for Decentralization and Demonopolization of Economic Groups, Combined Works, Slate- and Municipally- Owned Firms and Enterprises - SG 28/April 9,1991.
15. The Real Economy. A Program for Acceleration of the Economic Reform. Ministry of Industry and Trade, November, 1991, p. 38.
16. Ibid., p. 39.
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of smaller local monopolies which have pushed local prices up thereby making it a measure of negligible consequence.

* Privatization in the Sequence of Reforms
Neither D. Popov's coalition government nor the incumbent UDF Government headed by F. Dimitrov have presented any action program; therefore, it is difficult to estimate the emphasis on the privatization in the sequence of reforms. The reform program of the Socialist Government of A, Loukanov which was forced to resign in December 1990 was criticized by the current leading economic figures in the Government - Ministers L Pushkarov and I. Kostov mainly for the beginning of the stabilization with monetary measures rather than privatization. At the end of 1990, they claimed that the privatization was the thing to start with.

The Memorandum on the Economic Policy, adopted in February 1991 by D. Popov's Government spelled out the intentions of the Government presented before the IMF. It attached considerable importance to the privatization in the course of the reforms. The document reads as follows: "The transformation of the state sector is a key moment of the program. The privatization should pave the way of this transition... The Government is drawing up a comprehensive privatization program... We expect substantial sales to be effected in the first quarter of 1991. We will step up with auctions for of gas stations in order to sell more than a half of them in 1991. Foreign companies have been invited to participate in the auctions."

Actually, these goals and intentions were announced but they were never processed. In compliance with the State Budget Law passed in February 1991 the revenues raised from "transactions with state and municipal property" were envisaged to be 214,1 mm Lv which accounted for 0.34% of all revenues.

** Privatization of the Land
1 0
In March 1991, the Parliament passed the Law on Ownership and Usage of Farmlands . It envisages land privatization by means of restitution. Land property in Bulgaria was

17. Memorandum on the Economic Policy, Council of Ministers, Draft of February 15,1991, pp. 23-25.
18. Law on Ownership and Usage of Farmlands SG 17/March 1,1991.
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cooperative by legal status but actually it was state-owned. The late 1950's saw the forceful land collectivization. The Law on Ownership and Usage of Farmlands restores the ownership rights of former owners and their heirs. The practical implementation of the Law has. proved to be a hard and lengthy task. Now Parliament is discussing options to amend the law in order to accelerate agricultural lands restitution to their rightful owners.

Here are the major difficulties which arose In the enforcement of the Land Restitution Law. The greater pan of the former owners of agricultural land and their heirs are not interested in retaking possession of their lands. Further, there are great difficulties in verifying the relevant titles to agricultural land on the pan of the former owners because of lost documents.

Economic conditions prevent former owners from their own private agricultural business operations (high credit interest rates ranging from 57 to 60% annually, monopolistic wholesale purchasing and procurement agencies maintaining low buy-out prices, high animal-feed rates, etc.).

The agricultural land restitution process was separated from the dismantling the cooperatives, so that agricultural machinery, buildings and facilities remained within the scope of the old cooperatives. The old cooperatives even were granted the right of automatic reregistration as cooperatives constituted by private owners. This fact deprived farmers of agricultural machinery necessary for tilling the soil.

The Law on Ownership and Usage of Farmlands aims at reestablishing the land ownership structure as of 1946. Research into the real quantities of land owned by the former private agricultural farms conducted in 1934 (this is the last research conducted prior to 1946 evincing an evidently higher land mass concentration than that of 1946), shows that 63.1% of these farms owned acreage of up to 5 hectares each (see table).

14
Allocation of Land of Private Farms in 1934
Size (hectares)                          Farm Share (%)
Up to 1.0                                        13,5 1.1 to 2.0                                        13,5 2.1 to 3.0                                        13,2 3.1 to 4.0                                        12,2 4.1 to 5.0                                        10,7

Subtotal: 63,1 10.1 to 15.0                                         7,1

Source: Statistical Annual Book of the Kingdom of Bulgaria, 1939, p. 181.

The Act restricts private agricultural land ownership to 30 hectares per farming household, and to 20 hectares per household in areas of intensive farming. Such provisions restrict the market-driven farm enlargement.
Purely technical difficulties in restitution also cropped up, including the lack of a relevant land cadaster, difficulties in the division of land, lawsuits for the settlement of property disputes between heirs and property neighbors, the lack of title documents, etc. These are the reasons for the severely cramped pace of the restitution of agricultural lands to their rightful owners one year after the Land Restitution Law was passed.
** Small-Scale Privatization
Legal Framework. Opportunities for the small-scale privatization have been provided
19 with the amendments to Art. 13, Decree No. 56   and the regulations on
19. Law on the Amendments and Adjustments to Decree No. 56 on the Economic Activities, SG 101/Dec. 18, 1990.
15
20 tenders for state and municipal property . The regulations were issued on the

basis of the amended Art. 13 of Decree No. 56. The intention was to initiate the small privatization of state and municipal property: shops, restaurants, workshops, gas stations, storage facilities and offices. In December, 1990, a Resolution on Partial Lifting of the
Moratorium on Transactions with State and Municipal Property of August
21 1990  was issued by the Parliament. This Resolution has written off some provisions of

the Moratorium, thus enabling the sale of facilities in the tourist industry, trade, services and public catering. Facilities acquired in accordance with the Law on Expropriation of Large-Size Urban Property, or purchased under the terms and procedure of Regulations No. 60 of the Council of Ministers of 1975 (these are pan of the laws on nationalization) remained subject to the Moratorium. In order to initiate privatization, the Management Boards of the companies were authorized to make decisions on the sale with the consent of the trustees (supervising institution), e.g. the respective ministries and municipal councils. Tenders were the only possible way of privatization. The initial price of the property offered was fixed by the corporate Management Boards on the basis of evaluations made by independent experts, authorized by the Ministry of Finance and the Ministry of Justice. The authorized independent experts are 1517 persons. The projected distribution of the proceeds from the sales was as follows: 30% to be channeled to a State or Municipal Investment Fund; 40% to go to the companies and 30% to be targeted for the settlement of foreign debt.

Implementation of the Small-Scale Privatization. Privatization programmes have been drawn up by the Ministry of Industry, Trade and Services (currently Ministry of Industry and Trade) and the larger municipalities in this country. The program of the Ministry of Industry and Trade covered gas stations, commercial outlets, workshops, machinery and equipment, vehicles, etc. More than 300 gas stations were earmarked for privatization. 65 public tenders were held, whereby the initial value of the property offered amounts to Lv 75 min or $3.75 min. No comprehensive information has been released about the total amount of proceeds from the sales. Ten gas stations were put on public offer for bidding in June 1991 whereof three were effectively sold. In September, only one of the three gas stations offered was sold. The total value of the gas stations sold amounted to Lv 8,192,200 or about $409,610. In the field of trade and services six auctions for 66

20. Regulations No. 42 of the Council of Ministers of 14 March 1991, State Gazette, 23/March 22,1991.
21. State Gazette, 101/Dec. 18, 1990.
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property sales were held last year and 56 were sold. The value of the property sold amounts to Lv 9,668,00022
The passage of the Law on Commerce in June, 1991 stopped the small privatization
pending the enforcement of the Privatization Law. Provisions were made only to complete the sales of small businesses which had already been under way.

The main reasons for the unsuccessful beginning of the small privatization were as follows:
First, great inconsistencies in and poor formulation of relevant legislation, such as the lack of a legal analysis of the ownership of businesses subject to sales, the lack of clarity in the definition of property restitution procedures, significant errors in setting up procedural guidelines for the holding of auctions, hazy valuation criteria to be applied to businesses sold at auction, ill-designed_proceeds distribution pattern.

Second, poor marketing of the businesses offered for sale - the gas stations offered for public sale were not located on important traffic route, no serious efforts were made to attract foreign investors, only self-contained and separate business units were put up for sale rather than whole business chains.

** Restitution of property
After its victory in the parliamentary elections at the end of 1991, in compliance with its program, the Union of Democratic Forces (UDF) passed a number of laws on restitution of nationalized property. Since nationalization in Bulgaria was carried out in different branches and sectors in varying time sequences pursuant to diverse statutory regulations, the new legislation regulates the restitution of confiscated factories, warehouses, covered urban property such as apartments, buildings, shops, etc. if they exist in their former shape. However, such cases are few.

22. The Real Economy. A Program for Acceleration of the Economic Reform. Ministry of Industry and Trade. November, 1991, pp. 39-40.
17
** Privatization of Housing
The state-owned and municipal flats and houses have been privatized at very high pace. The privatization processes in this sector was most-active in 1990. It is difficult to give an accurate quantitative assessment of the scope of the housing privatization because the Bulgarian statistics record the housing ownership pattern only in the event of full census. According to unofficial estimates by experts, out of a total of 3.3 mm houses only 300,000 (9.5%) are owned nowadays by the state or municipalities. The 1990 privatization rates

may be judged by the fact that only in the autumn the large municipalities sold 30,000 flats

91 and houses . In spite of the high interest rates after the start of the economic reform, the

population continued to borrow loans to buy housing because the housing prices on the free market were not covered by the increased interest rates on the loans.

** Quiet and Illegal Privatization (QIP)
Like in all other Eastern European countries, the QIP was traced in Bulgaria, too. The quiet privatization (QP) is formally legal but it is based on normative acts (mainly Regulations by the Council of Ministers) which do not provide for open, public and competitive sales of state property. The illegal privatization (IP) implies sales and transfers of state property which breaches the existing legislation. It is difficult to draw a clear distinction between the IP and big theft (dishonest appropriations).

*** Forms of Quiet Privatization

This process has its historic roots. It started with Regulations No. 17 by the Council of Ministers of 1989  which provided for leasing home trade outlets to the personnel without public auction. Thus two possibilities for leasing were created and prospective lessees were classified into two groups placed under unequal conditions. In most cases of leasing without public auction the rent was substantially lower than the one fixed through bidding at auctions.

Another possibility for a quiet privatization was created in the beginning of 1990 with Regulations No. 36 of the Council of Ministers related to the leasing and sale of businesses

23. Bulgarian Business, March 24,1991.
24. State Gazette, 43/1989.
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25 in trade, tourism and services . The Regulations gave a poor formulation of the auction

procedure with respect to the public nature of the auction, the valuation of the businesses, the distribution of proceeds and made it possible to conclude unfair transactions.

Still another possibility for a quiet privatization emerged in connection with Regulation No. 2/1989 of the Ministry of Economic Affairs and Planning and the Ministry of Transport on the sale of secondhand vehicles which was in force from the beginning of 1989 until March 1991. In compliance with that Regulation trucks, tractors, combine harvesters, other vehicles and farm machinery were sold out at extremely low prices.

^/, With the amendments to An. 13 of Decree No. 56 in May 1990 , the state ownership was

transformed into company ownership. Boards were given the chance to make decisions on the sale of "fixed assets to physical and juridical bodies" at auctions without any clear-cut procedural rules. It was not until August 1990 that those processes were placed under

control with the adopted Moratorium on the Management of State and Municipal

27 Property  . Over that period of several months, there was an intensive process of

transferring state property to private firms or persons from the nomenklatura or their relatives.

*** Forms of the Illegal Privatization
The hectic statutory rules and the absence of a privatization law facilitated the illegal privatization process. When the Law on Commerce was passed Chapters One and Two of Decree No. 56 were overturned, including the regulations concerning auctions. A few months later, the Law on Incorporating One-man Firms with State Property banned the transfer of stock and shares pending the adoption of the privatization law. Nevertheless, the sales of state and municipal property went on at the arbitrary will of enterprises which continued to apply the invalid auction regulations.

Another source of QIP privatization was the sale of shares in two varieties: to employees of the shareholding company and to outsiders. The employees of state-owned construction firms, for instance, have acquired shares at the value ofLv 11 mm. The preferential shares

25. State Gazette, 33/1990.
26. Law on the Amendments and Adjustments to Decree No. 56 on the Economic Activities, SG 10 I/Dec.
18, 1990.
27. State Gazette, 69/August, 1990.
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of the employees of Varna Grand-Hotel Co. account for 8.05% of the fixed capital at

current book value: Lv 2,840,000. These shares were distributed prior to reevaluadng the

28 assets of the company and adjusting them to the present inflation rates . Similar processes

are under way in other companies in the course of their transformation.

The Bulgarian press has given extensive coverage of the privatization of two large state-owned commercial banks which sold shares illegally to private persons and enterprises.

29 The value of such transactions in one of these banks, Balkanbank, is Lv 38 mm.

Due to the confidential character of the transactions, it is very difficult to define quantitatively the dimensions of QlP. We could only assume that the scope of these processes in Bulgaria is no smaller than in the other East European countries.

** Current Problems Connected with the Passage of the Privatization Law
On November 2, 1991, a draft of a Privatization Law had been submitted to the National Assembly by the UDF-activists Mr. Assen Michkovski, Chairman of the Parliamentary Commision for Economic Policy, Mr. Valentin Karabashev, Chairman of the Parliamentary Subcommission on Privatization and Mr. Illian Shotlekov, MP. Later on, the Socialist Party announced support to an amended version of the Privatization Law, which was presented in 1990 to the previous Parliament. In addition, on 16 December, 1991 The Government of Mr. Philip Dimitrov adopted and submitted to the National Assembly its own plan for deblocking the privatization process. The legal basis for this would be an amendment to the present Law on Incorporating One-person Limited Companies, which would empower the ministries, on behalf of the government, to simultaneously initiate, conduct and supervise the whole process. This proposal is unacceptable for both part of the UDF parliamentary fraction, and the BSP fraction and was the cause for continuous political wrangling.

In principle, these were two completely different approaches to the privatization process. The Government's bill on privatization came under strong criticism because of its palliative character; great powers were delegated to state-owned enterprises and especially to the Ministry of Industry and Trade; there was no regulatory provision for workers'

28. State Gazette, 75/Sepiember, 1991.
29. 24 Hours, November 8,1991; 168 Hours. November 19,1991.
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participation in the privatization process; the public tender was considered as the single privatization technique; the lack of control of the privatization process. On the other hand, the "Michkovski" draft was criticized because it would slow down the work of Parliament on passing the privatization law; because of the great preferences envisaged for employees (the draft would introduce some ESOP schemes distributing up to 49 percent of the company assets at a 50 percent discount, but the discount rate granted to each employee would be limited to the amount ot his or her annual salary); because of the excessive autonomy of the Privatization Agency; because of the lack of some privatization techniques, e.g., management contracts with buy-out clause.

The conflict between the Government and the Parliamentary Commission for Economic Policy grew deeper when one of the two most influential labor unions. The Labor Confederation PODKREPA (Support) demanded the resignation of the Minister of Finance Mr. Ivan Kostov and the Minister of Industry and Trade Mr. Ivan Pushkarov. LC Podkrepa is one of the founding members of the UDF and it has given its support to the draft of the Commission ostensibly because of the preferential treatment of workers but one should also take into account the influence of Mr. Assen Michkovski as their earlier economic adviser.

The other big trade union. The Confederation of Independent Trade Unions in Bulgaria, demanded the resignation of two other ministers accusing them of professional incompetence and anti-unionism. The Socialist Party started harping on the string that the Government had achieved nothing in its 100 days in power and was incapable of finding a way out of the economic crisis. Political tensions mounted and on 15 January the Government partially revised its privatization project in line with the criticism.

The conflict was watered down by the World Bank mission which would fund the economic reform in Bulgaria conditional on the speedy adoption of a privatization law. Practically, a new law was drafted and announced on February 25, 1992. It provides for the Privatization Agency to take up a subordinated position under the Council of Ministers, whereas employee preferences were significantly reduced. Workers are granted the option of buying up to 20 percent of the issued share stock at a 50 percent discount rate as non-voting shares. It was decided that technicalities would be regulated by administrative acts. At present, the bill is being considered by the Parliamentary Commission and will be submitted for plenary session debate in the next few weeks.
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* Basic Macroeconomic Indicators
-** Level and Rates of' Growth
Output decline, gaming pace for the past few years, continued throughout 1991. The National Statistical Institute reported for the nine months of 1991 a total output decrease by 21%, and an industrial output decrease by 28.8%, as compared to the same period of 1990. Other institutions, e.g., the Agency for Economic Coordination and Development regarded this figure as somewhat high - private sector activity had been neglected, and there had been a delay in the processing of information currently entering from the public sector. AECD estimations based on electricity and transport services consumption in the same period, pointed out a 15 per cent fall in industrial output.

According to the recent National Statistics Institute (NSl) report (November 1991), the 1990 GDP in constant (1989) prices has been 45,389 million Iv. However, since national statistics is in a process of adapting to the system of national accounts, the exercise of calculating GDP can hardly have yielded undisputable results. Table 4 presents aggregate data and detailed brake-down of the Balance of payments in 1990 and 1991.

NSI proclaimed, however, that 70.8 per cent of the total output and 74.2 per cent of the industrial output in the ten months of 1991 could directly be related to the price increase. A close correlation between varying output volumes and inflation was obvious in the same period. For example, the monthly indexes of the output reached their highest in February and March, at the time of highest inflation. They were followed by a period of constant volumes of output and relatively low inflation, and finally in October both registered a scant rise. Output has not been subject to any seasonal variations.

Nearly the whole annual industrial output recession is due to a greater extent to the shrinkage in industrial output and less in building. The growth of the other branches of economy ranges between 2,2 - 16,4 percent. Five branches of industry, chemical industry, electronics, machine-building, foodstuffs industry and black metallurgy, cause 69,4 per cent of the industrial output recession.
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** Investment
In spite of the current depression, the share of investment in GDP is sdll very high - 30 percent. Total investment in August was 5,392 million Iv. at constant (1990) prices. The share of investment in the overall budget expenses is only 4.5 percent. Machinery and equipment constitute only 28.3 per cent of capital investment. As mentioned above, the decline in the building sector (8.5%) in the nine months of 1991 was surprisingly slower than that of industrial output. Further aggravation of the situation is anticipated in this particular sector.

** Consumption, percentage changes of retail prices, cost of living and real wages
There is still no developed statistics for measuring the level and fluctuation in the cost of living. During the last few years a "social minimum" indicator was registered and announced monthly (Fig. 5). It has been estimated on the basis of the prices of 600 primarily needed goods and services. This indicator reflects more objectively the changes in the cost of living of people of nearly minimal income in comparison with people of average and high incomes.

One of the instruments used by the government to control the inflation was the anchor of incomes. The forecasted at the beginning of 1991 decrease of real wage of about 30 percent was considerably surpassed and the actual decrease was about 45 percent. The policy of the restraint of income growth parallel to the drastic lessening of the differentiation between incomes real and inflation compensations brought about the increase of the shares of passive incomes, i.e. compensations, pensions, students grants, child allowances, as well as interest, and at the same time the share of wages substantially decreased. Observation data of household budgets prove that the share of wages was reduced from 65 percent in 1990 to 55 per cent in February - August 1991. The incomes from state insurance grew from about 20 percent in 1990 to 30 percent for the first half of 1991.

The comparison between prices and wages cannot show the actual deflation of the average wage. That is why we think that the average wage should be compared with the price index of the primarily needed goods which form the consumer basket of the people with average wages in Bulgaria. So far no such analysis exists. We can approximately apply the social minimum indicator for measuring the deflation of the average wage of
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working people. This is still more relevant because during some months of last year the levels of the average and the minimal wage came close to each other (see table).

Average to the minimal wage ratio by months in 1991
Jan   Feb   Mar   Apr   May  Jun   Jul  Aug Sept   Oct  Nov   Dec 1.59   1.25   1.25   1.25   1.44   1.27   1.37   1.43 1.80   1.95   2.29 2.97

Source: NSI

The fluctuation in real and average wages and in the real minimal wages and pensions demonstrated different tendencies especially in the middle of 1991. The real average wage in March 1991 reached a minimal level of 30 per cent of its value during the last quarter of 1990. After that it steadily grew up every month and finally in December 1991 it reached 72.7 percent.

At the same time the real minimal wage became highest in June 1991 - 105.8%, and after that in December 1991 it decreased rapidly to 78.2 per cent of its value during the last quarter of 1990. The same tendency characterizes the minimal pension. Between 1/4 - 1/3 of all income earners receive minimal wages or minimal pensions and this poses the

problem of physical their physical survival. Thus, for example, the minimum of the basic

30 calories and foods of the retired people was 385 levs in December 1991 . The minimum

excludes the expenses for any kinds of beverages, tobacco, clothes, shoes, headng, and electricity. The sum of 385 levs comprises 83 per cent of the minimal pension in Bulgaria received by over a million of retired people who actually live at the border of their physiological existence.

.The real decrease in consumption could hardly be registered because of the lack of statistics of "naturalization" of consumption and of non-declared incomes of entrepreneurship. The interest incomes in 1991 were a factor which weakened the consumption decrease. In the

30. National Center for Hygiene and Medical Ecology.
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household budget the share of interest incomes grew from 0.8 per cent in 1990 to 11.7 per cent in 199131
The structure of consumption changed in a classical way in accordance with its volume shrinkage. The food took the biggest share of the average household spending. The share of household food expenditures ^ew from about 30 per cent at the end of 1990 to 40 per cent in the summer months of 1991 reaching its maximum of 43 per cent in August.

** Imports and Exports
Foreign Trade in 1991 (min Iv, current prices)
	
	January-March

	April-June

	August-September


	lev/dollar

	l$=10.261v.

	$=17.77 Iv.

	1$=17.37 Iv.


	Exports

	5,271.5

	15,970.0

	16,077.9


	Imports

	5,976.8

	12,734.0

	9,303.2


	Balance

	-705.3

	3,236.0

	6,774.7



Source: National Statistical Institute

The total shrinkage of exports in 1991 was about 59.7 percent. Exports to East European countries decreased by 63.4%, while exports to other countries dropped by 51.0 percent. The average drop in imports is about 70.6 per cent (imports from East European countries - 75.2%, other imports - 60.4%). Exports to OECD countries increased from 12 per cent to 22%, and imports rose from 20 per cent to 32%).

** Employment in the Public And Private Sector
Employment showed profound changes in 1991 (Table 5). Employment figures
dropped from 3,677,734 at the beginning of the year to 2,982,607 in November of the same year which represented a decrease of 695,127 employed people (18.9%). The decrease in employment figures is taking place in the context of overall drops in the

31. NSI.
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demographic and economic potential of the population, primarily due to emigration, which is acting as a relief on unemployment. Overall population figures dropped from 8,683,000 at the end of 1990 to 8,623,000 in August 1991 according to figures provided by the National Statistics Institute of Bulgaria. These figures evidently do not reflect the entire volume of emigration. Economically active population figures have dropped by 180,000 people for the same period. The share of employed persons in the overall population decreased from 42 per cent at the beginning of the year to 34 per cent at year end 1991.

Employment in the productive and non-productive spheres decreases on an irregular scale. The number of people employed in the material production sphere was cut by 621,713 (21.3%) for the January-November period, whereas there were 73,414 people dismissed from work (9.6%) in the non-productive sphere for the same period. This led to the increase in the share of people employed in the non-productive sphere from 20.7 per cent to 23.1 per cent for the first 11 months of the year and to a proportionate share cut of the employed in the material production.

The greatest cuts (31 per cent approximately) in productive sphere employment figures are to be found in building construction, civil engineering and commerce. The industrial sphere is following closely behind with 21 per cent of job cuts, and respective cuts in transportation and agriculture amount to approximately 17 percent Most severely affected in the non-productive sphere are science, science-related services as well as communal housing schemes with cuts of 23.8 percent and 22.6 percent respectively. The lowest employment cuts are m the financial services, credits and insurance sector.

One form of hidden unemployment in 1991 was the so called underemployment due to the imposition of enforced unpaid leave. They amounted to 991,000 workerdays for October and 757,000 for November. In other words 43,000 people were forcefully unemployed in October and 36,000 in November. This hidden form of unemployment encompasses 1 per cent to 2 per cent of the employed in various periods of 1991. Approximately 3/4 of the people affected by enforced unpaid leave come from the industrial sphere.

** Private Sector Employment.
In contrast to the public and cooperajdve sector, private sector employment was on the increase in 1991. Unfortunately there is no reliable statistics for private employment.
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Bulgarian statistical figures do not account for the basic employment measure indicator, that is actually worked-on-the-job hours. Certain information in this respect could be obtained from the tax statistics figures of persons engaged in private business but likewise it would not be complete. .Actually a great number of people engaged in the private sector do not register as such in order to evade taxation, to simultaneously receive unemployment benefit or to hide the fact of their working in the public sector as well. Several indirect indicators could be used in measuring the overall number and dynamics of private sector employment. One of them is the number of registered private companies which has steadily increased in the last two years and has exceeded 180,000 in November 1991. Another possible indicator could be derived from the difference between the number of people who left the public and cooperative sectors (more than 700,000 in 1991) and the number of people registered as unemployed for the same period (345,000). The number of people engaged in state-owned retail and wholesale trade companies decreased by approximately 95,000 that is by one third. The impact of this decrease in the market was negligible primarily because of the rapid development in the private retail sector. Many pensioners are also employed in the private sector but there are no official records of their number. They do not register this fact either in order to evade taxation.

** Unemployment. Unemployment Benefits
Unemployment figures rose more than eightfold for less than a year since the start of the economic reform in February 1991. The number of unemployed persons rose from about 50,000 (somewhat more than 1 per cent of the economically active Bulgarian population) at the beginning of 1991 to 419,000 (10.5 per cent of the active population) at the end of the same year (Table 6). According to National Labor Exchange data valid for mid-February 1992 the current number of unemployed in Bulgaria amounts to 432,357 persons or more than 12 per cent of the economically active population which puts Bulgaria in a leading position in East-European unemployment rating charts.

The hardest hit in a territorial respect are the districts of Plovdiv (second by the growth city in Bulgaria) with 80,904 unemployed, of which 4,614 are university graduates, the district ofHaskovo with 52,758 and the district of Sofia with 54,283 unemployed.

The number of unoccupied jobs has decreased as of the beginning of 1992 and now averages 10,582 jobs of which only 1,946 are for university graduates. The average proportion of offered unoccupied jobs to the number of unemployed persons in
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Bulgaria equals 1:41, whereas the same proportion for the Plovdiv region amounts to 1:73. This unemployment level was practically reached without having initiated the expected economic restructuring. According to the calculations performed at the Ministry of Industry and Trade t^e.unemployment rate is expected to increase by another 200,000 persons as a result job cuts in bankrupt and closed-down businesses. Besides, acting as a reform symbol, the dynamics and volume of unemployment has turned into one of the most politicized topics in social discussions. In the "Agreement on the Further Implementation of the Economic Reform and Maintaining the Social Peace" as of June 13 1991 signed by the Government, the Labor Unions and the Employers, a critical level of unemployment was fixed amounting to 8 per cent of the overall labor pool. Envisaged labor cuts in excess of 30 per cent in any one business should also be negotiated according to the same Agreement. This rate has been cut to 15-20 per cent in the wage bargaining in various branches. There are many other bureaucratic constraints to the dismissal of labor resources which yield a negative influence on their mobility. There is still no effective labor market functioning in Bulgaria. For the initial nine months of 1991 the proportion of persons who have left their former jobs and the ones who have taken up new positions was approximately 2:1 or 860,843 as to 382,269 persons respectively. This proportion has been on the decline during the year which means that labor resource turnover has been accelerating accordingly.
Unemployment Benefits. The basic legal document regulating unemployment problems is the Regulations by the Council of Ministers of December 5 1989 as amended and supplemented in 1990 and 1991. The system of unemployment benefit payments has experienced an evolutionary development. It was foreseen initially for the term of unemployment benefit payments to span 9 months while for the first month an unemployment compensation benefit is paid out amounting to the relevant gross salary of the person dismissed, whereas for the second, third, fourth, fifth and sixth month an amount equal to 90 percent, 80 percent, 70 percent, 60 percent and 50 percent of the gross
salary of the person concerned would be paid out as unemployment compensation, but not

^2 less than the legal minimum wages established for Bulgaria . For the remaining three
months the unemployed had the legal right of receiving the social minimum wages as unemployment benefit. The system was amended in 1991. The circle of unemployed entitled to unemployment benefit was extended. Besides being registered with the Labor Office the unemployed have to have been:
32. Stale Gazette, 49/1991.
28
- in an employment relationship prior to dismissal and to have been dismissed on a non-disciplinary basis by their employer, or have been employed under a terminal job contract terminated because of contract expiry;

- young experts and skilled workers, dismissed from military service;
- young experts and skilled workers who cannot secure a job upon completing their education or job training scheme.
The duration of unemployment benefits is calculated by the following scheme:

Length of Service               Age       Term of Payment in Years                                in Months
6

7

8

9 Men 10 Women 12 Men 12


5 For All Concerned
More than
5
40 and Below
More than
5
40 and Above
More than
10
45 and Above
More than
20
51 and Above
More than
20
51 and Above
More than
25
56 and Above

An option of advance pensioning o/jfwas created for women who have reached age 53 and for men aged 57, as well as having the necessary professional track experience (for both categories). The normal pensioning-off age for women in Bulgaria is 55 years and 60 years for men. The following principle of defining unemployment benefit was established by the amendments to Regulations by the Council of Ministers as of June 1991. Unemployment benefit is equal to the minimum wage (subsequent to June 1991 up to date the minimum wage amounts to 620 Levs or the approximate equivalent of USD 30 per month according to current exchange rates) plus 20 per cent of the balance between the actually received average wage and the minimum monthly wage, for which social security installments have been paid during the last 6 months prior to dismissal. For instance at minimum work wage of 620 Leva and at average monthly pay of 820 Leva for the last 6 months of employment of the dismissed person, the relevant unemployment benefit will amount to 620 Leva plus 0.2 (820 - 620) = 660 Leva per month.
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Unemployment benefit payments are discontinued when the unemployed person:
- takes up a permanent job position enters into a contractual job obligation with his employer,
- registers with the Municipal Council for the exercise of a trade or craft, signs a leasehold contract, registers his private business or is the recipient of revenue from the exercise of a free profession;
- declines to accept the offer of an adequate job;
- declines to register for a job retraining scheme or arbitrarily discontinues attendance of such a course;
- is serving a penal sentence or is placed under arrest by the authorities;
- is doing his military service;
- acquires the benefit.of receiving 1st class Disability Pension or is pensioned off for reasons of old age and professional work experience record;
- is staying abroad.
Funding Sources for Unemployment Benefits. Regulations by the Council of Ministers created a Professional Qualification and Retraining Scheme Fund which is placed under the trust of the Ministry of Labor. All legal entity companies have to contribute funds to the amount of 0.5 per cent of the actually appropriated payroll funds. The same rate applies to physical entity sole traders but funds are revenue-deductible prior to general revenue taxation. 30 per cent of actually allocated payroll funds of employed persons who have obtained the right of being pensioned-off because of old age and professional years served, is funnelled into this fund. Should there result a deficit in unemployment benefit and professional retraining scheme funds the Fund is subsidized by the State Budget Five hundred million Leva in unemployment benefits have been distributed in the course of 1991. 559,000 registered as unemployed in the first 11 months of 1991 out of whom
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351,000 received unemployment benefit for varying lengths of time. The term for receiving unemployment benefit during these 11 months has elapsed for 51,800 unemployed persons. The number of such people is increasing with every following month.

1.2 Present Forms of Ownership 1.2.1 Legal Framework
* Existing and Planned Legislation on Ownership Rights
33                              34 In addition to the newly adopted Constitution , the inherited Law on Ownership  and

35 Law on Territorial and Municipal Planning , the main regulations dealing with ownership

rights in Bulgaria include several laws recently enacted by the Parliament: the Law on

q/.                                                                                  •T7
Ownership and Usage of Farmlands , the Foreign Investments Law , the Law on

1Q                                                                                                                                         1Q
Cooperatives , the Law on Local Administration and Local Self-Governing , and the

40 Law on Incorporating One-man Firms with State Property   as well as the acts of the

Council of Ministers issued in implementation of the latter.

** Property under Socialism
41                         42 According to the old 1971 Constitution   before its revision of 1990   and the Law
43 on Ownership, also before its 1990 revision , there were the following types of
ownership in Bulgaria: state ownership (ownership of all people), cooperative ownership, ownership of social organizations and ownership of natural persons. All types except the latter were included in the category of "socialist property" from which the state property was considered the "supreme type". Property of natural persons was subject to

33. State Gazette 56/July 13, 1991.
34. State Gazette 92/ November 16, 1951.
35. State Gazette 29/ April 10, 1973.
36. State Gazette 17/ March 1, 1991.
37. State Gazette 47/ June 14,1991, repealed by the Law on Economic Activity of Foreign Persons and on Protection of Foreign Investment, State Gazette 8/January 28,1992.
38. State Gazette 63/ August 3, 1991.
39. State Gazette 77/ September 17, 1991.
40. State Gazette 55/July 12, 1991.
41. State Gazette 39/ May 18, 1971.
42. State Gazette 29/ April 10. 1990.
43. State Gazette 31/ April 17, 1990.
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harsh restrictions and could include items satisfying personal needs plus small means of production expressly permitted by law. State property has had more intense legal protection, it is still the type which forms the prevailing bulk of today's ownership structure.

The idea of the "aggregate and indivisible state property" typical for socialism could be traced back in history to Roman law and to the feudal domain of the medieval absolute monarch. Subjects of rights different from the sole owner could only be assigned the limited ownership right to use the property but they never could transfer or dispose of it. In the socialist version this same idea was molded in the formula of the "right to manage and operate" the aggregate and indivisible state property. Although the legal framework of this concept has already been totally abolished it actually comes out that in some cases it is still vital and valid. As elsewhere throughout the region, what we face nowadays in Bulgaria is the lack of any sound property rights relations.

* Property in the Period of Transition
Under the pressure of events in April 1990 the still communist Parliament implemented radical reforms, which, although not perfect, opened the way for introducing a fairly normal legal framework of ownership. The 1971 Constitution was amended to provide for the following types of ownership: state ownership, municipal ownership, cooperative ownership, ownership of public organizations, ownership of other juridical persons, private ownership, ownership for personal needs of natural persons and mixed ownership. Although inconsistent and contradictory, this provision at least removed the previously existing restrictions with respect to types of property, introduced private property and gave way for development of any property. The amendments also provided that all enumerated types of property should enjoy equal legal protection and perspectives for development. There was also an express provision that property of natural persons could be utilized for economic activity.

These constitutional amendments were promptly followed by amendments to the

44 Ownership Law  which implemented the reform on the level of ordinary law and gave

some more detail. The distinction between socialist and non-socialist property was abolished. A definition of state and municipal property was given (An. 6) followed by the

44. State Gazette 31/ April 17, 1990.
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provision that juridical and natural persons could acquire in ownership all items of property except those which are exclusive state or municipal property (Art. 28). The above mentioned more intense protection of the socialist property was narrowed to include only state and municipal property.

Decree No. 56 of 1989   was the normative act which formally broke the old concept of the aggregate and indivisible state property. It introduced the provision that "the firms shall not be responsible for the obligations of the State and the State shall not be

responsible for the obligation of the firms" (Art. 7). The same principle was preserved,

46 although not expressly, in the Law on Commerce  which provided for the one-man firms

with state property. Pursuant to the Law, the state enterprises are separate juridical persons which are not limited with respect to the right of having their ownership (An. 61-62). Although all transactions in this ownership are controlled by the State which is the sole stock- or share-holder in such a firm (Art. 113, 147, 159), the property of such a firm is no more part of the aggregate and indivisible state property.
** The Present Constitution
47 Under the present Constitution of the Republic of Bulgaria   the property is private
and public and private property is inviolable. An. 17 of the Constitution states that "the right to ownership... ...shall be guaranteed and protected by law", that "private property

shall be immune" and that "eminent domain may be exercised for satisfaction of needs of the State and the municipalities only on the basis of a law, provided those needs cannot be met otherwise and after preliminary and fair compensation".

The Constitution defines two dichotomies of property categories: public versus private property (An. 17 (2)) and state- and municipality-owned property versus property owned by other subjects (An. 17 (4)). Although these two do not exclude the creation of a normal public-private ownership structure they seem to favor the State-nonstate ownership structure instead. It is important how future legislation will resolve the problem.

45. State Gazette 4/January 13, 1989.
46. State Gazette 48/ June 18, 1991.
47. State Gazette 56/July 13, 1991.
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Art. 18 creates two groups of new concepts which would certainly require further legislation:
First, paragraphs 1 and 2 define certain objects as being in the exclusive ownership or under the sovereignty of the State: (1) the State shall enjoy exclusive ownership rights over the nethers of the earth; the coastal beaches; the national thoroughfares as well as over wa'lers, forests and parks of national importance, and the natural a\i^. archaeological reserves established by law; (2) the State shall exercise sovereign rights in prospecting, developing, utilizing, protecting and managing the in prospecting, developing, utilizing, protecting and managing the continental shelf and the exclusive off-shore economic zone, and the biological, mineral and energy resources therein.

Second, paragraphs 3 and 4 define certain intangible objects and activities which would inevitably involve utilization of ownership rights which are under the sovereign rights and under the monopoly of the State: (3) the State shall exercise sovereign rights with respect to radio frequencies and the geostationary orbital positions assigned by international treaties to the Republic of Bulgaria; (4) a State monopoly shall be establishable by a law over railroad transport, the national postal and telecommunications networks, the use of nuclear energy, the manufacturing of radioactive products, armaments, explosive and powerful toxic substances.

The provision of paragraph 5 expressly rules that "the conditions and procedure by which the State shall grant concessions over units of property and licenses for the activities enumerated in the preceding two paragraphs shall be established by law". This is one more example what tremendous work there is to be done with respect to the legal framework of property.

The provisions of An. 17 (4) and An. 18 (6) rule out that "the regime applying to the different units of state and municipal property shall be established by a law" and that "the State shall utilize and manage all the State's propeny to the benefit of the citizens and society". These provisions are quite symptomatic that perhaps the drafters of the present Constitution still adhered to the notion that the State property is a privileged type of property and in its entirety it requires special and more protective type of legal framework.
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* Ownership Rights of Foreigners. Restrictions on Foreign Ownership and Repatriation of Profits and Capital
The general legal framework of property valid for Bulgarian citizens and entities is generally valid for foreign citizens or entities so long as no legal regulation provides the opposite. There is, however, certain special ownership framework for foreign citizens.
According to An. 22 of the new Constitution "no foreign physical person or foreign legal entity shall acquire ownership over land, except through inheritance by law. Ownership thus acquired shall be duly transferred; a foreign natural person or foreign legal entity shall be free to acquire ownership rights to use, to construct a building and other ownership rights on terms established by a law".

At the same time the Law on Ownership stipulates that the foreign citizens with residence abroad may acquire ownership of real property in Bulgaria only with a permission given by the Minister of Finance. If the real property is acquired through inheritance by law, such a permission is not necessary. When the Minister of Finance gives permission, he shall consider whether Bulgarian citizens could acquire real property in the country of permanent residence of the foreigner. A foreign state, an international organization and a foreign legal person can acquire real property on the basis of an international treaty, an act of the Parliament or an act of the Council of Ministers. A foreign country cannot acquire real property in the country through inheritance (An. 29).

With respect to farmlands the Law on Ownership and Use of Farmlands provides for severe restrictions on foreign ownership over farmlands. According to Art. 3 of the latter "farmlands could be owned by the State, municipalities, citizens and juridical persons". "Foreign States, foreign juridical persons and juridical persons with foreign participation may not own farmlands". "Foreign citizens and Bulgarian citizens living permanently abroad may acquire ownership over farmlands only through inheritance by operation of law". "They must in a three-years' period transfer the property to persons who are otherwise permitted to own farmlands". "Foreign juridical persons, foreign persons, as well as Bulgarian citizens living permanently abroad, may acquire the limited ownership right to use farmlands or other limited ownership rights following the conditions and manner provided for by this law".
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The ruling coalition of the Union of Democratic Forces (UDF) has expressed readiness to lift almost all restrictions on foreign ownership, including ownership on land and real estate which is obvious from the approach to ownership restrictions contained in the new Law on Economic Activity of Foreign Persons and on Protection of Foreign Investment.

The Law on Economic Activity of Foreign Persons and on Protection of Foreign Investment; which repealed the previously existing Law on Foreign Investments provides for many restrictions on foreign ownership of real estate, but reflects the endeavor of the

present National Assembly to fill in all the free space left by the restrictions
48 contained in the Constitution . The law is as liberal as the Constitution allows it to

be. An. 5 rules that "a foreign person may acquire ownership over buildings and limited ownership rights over real estate. It may acquire a home only by exercising the limited ownership right to construct a building or in a way provided for by law. A foreign person or a branch of a foreign person or a sole proprietor may not acquire ownership over land. A firm with foreign participation more than 50 per cent may not acquire ownership over farmland". This last provision supersedes the provisions of the Law on Ownership and Use of Farmlands which prohibit any firm with foreign participation from acquiring ownership over land. The same Art. 5 requires permission by the Council of Ministers for "acquisition of real estate in some geographical regions specified by the Council of Ministers" as well as "exploration, development and extraction of natural resources from the territorial sea, the continental shelf or the exclusive economic zone".

With respect to repatriation of profits Art. 13 of the law provides that "a foreign person shall have the right to buy foreign currency from Bulgarian banks for the purpose of transferring it abroad in the following cases: 1) the income in leva from an investment; 2) the compensation for the object of an investment expropriated for State needs; 3) the liquidation quota in the event of termination of an investment; 4) the price when the object of an investment is sold; 5) the amount obtained in leva from the execution on a claim in foreign currency secured..." with pledge or mortgage. The definition of a "foreign investment" is given by An. 9 of the same law.

48. Foreign Investments Law, SG 47/June 14, 1991, previously enclosed, repealed by the Law on Economic Activity of Foreign Persons and on Protection of Foreign Investment, SG 8/January 28,1992.
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* Existing and Planned Legislation on Liquidation, Bankruptcy and Reorganization of the Firms
Notwithstanding the following legislative provisions, no bankruptcy or liquidation has been registered in Bulgaria since 1951.

^-9 Under the provisions of the new Law on Commerce , liquidation of a partnership
or company stems from a decision by the members or the Court to dissolve the business for any reason. It might be insolvency, but it also might be a reason stated in the Articles of Association or it might be a fall in the amount of the minimum amount of capital as for the public limited company. The procedure for liquidation for any reason except insolvency and a subsequent declaration of bankruptcy is found in Chapter 17 of the Law on Commerce Law (An. 266-275). The liquidation must be conducted by a liquidator whose manner of appointment varies, i.e. he may be the Managing Director, or he may be appointed by the General Meeting of Members or by the Court. His obligation is to gather the assets of the company, obtain proof of the debts, realize the assets, draw up a balance sheet to pay the creditors and then distribute any surplus among the members of the company or partnership. The need to realize the assets will not prevent the liquidator from running the business and representing the company. He will be entrusted with all the rights and obligations of an executive body.

The provisions on insolvency, bankruptcy, reorganization and resulting liquidation of the companies and partnerships are found in Chapter 3 of the old Decree No. 56 of 1989. Under the rules, contained in Decree No. 56, a firm is insolvent when it is not able to pay a debt within sixty days because of the lack of money on its bank accounts. The banks are given the task of declaring a firm insolvent. The bank begins this procedure after receipt of a petition coming from the firm or the creditors. If an agreement on reorganization is not reached, the Chairman of the Bank is obliged to inform the District Court in writing. The Court in turn opens a case on declaration of bankruptcy and appoints a-liquidator. The liquidator is supposed to gather all Creditors' claims and obtain proof of debts within a period of three months after the decision of the Court has been published in the State Gazette. He has to prepare a draft reorganization agreement settling the case and submit it to the creditors. If agreement is not reached, the assets of the firm are sold and the liquidator draws up a liquidation balance sheet and a proposal for the distribution of

49. SG 48/June 18, 1991, previously enclosed.
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proceeds. After hearing the creditors, the debtor and the liquidator, the Court decides upon the liquidation balance sheet and the final distribution of proceeds. Such a decision of the Court concludes the procedure. The provisions of the Civil Procedure Code on execution are applied in the case of insolvency of a sole trader. The provisions are quite rudimentary and work is under way for drafting a new bankruptcy law which will be incorporated in the Law on Commerce. The patterns used are the contemporary laws in the U.S.A., Canada, France, Hungary, the EC as well as the newly introduced (January 1992) in the Bundesrat of Germany Insolvency draft-law. In case the work be prolongated the idea is considered to replace Decree No.56 provisions with the provisions of a short, clear and workable Bankruptcy Law as is the one now valid in the former East Germany

* Commercialization
The legal framework for the commercialization of state-owned enterprises was created with the passing of Decree No 56 in January 1989 . Tnis Decree established the statute of the Joint Stock Company, the Limited Liability Company and the Company with Unlimited Liability for the first time since 1951. The Commercial Code of Bulgaria which had been passed in 1897 was revoked and nullified in 1951. It was supposed at the time that the state-owned enterprises would be restructured into such economic entities. In real terms the number of so restructured companies under Decree 56 was not a significant one (Fig. 7, Fig. 8, Table 7, Table 8, Table 9).

The Law on Commerce was passed in June 1991 and rescinded the legal forms of business activity in the corresponding part of Decree 56. The Law on Commerce defines the following types of companies: Private Merchant, Public Limited Company Trader, Joint Stock Company, Private Limited Company, Consortium and Holding Company. The Law on Incorporating One-man Firms with State Property was passed in July 1991 . The

Regulation Guideline on Management of One-man Firms with State Property was also

52 passed along with the Law on Commerce . These two documents provide the legislative

basis for the process of commercialization of state-owned companies.

Pursuant to the Law on Commerce (Article 61) state-owned companies, communal and council companies included, can be restructured into sole ownership limited liability

50. SG 4/January. 1989.
51. SG 55/July 12, 1991.
52. SG 67/August, 1991.
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companies or into sole joint stock companies which have the legal right to form partnerships with other persons and thus establish trading companies or consortia of trading companies.

The assets of the Joint Stock Companies and Limited Liability Companies are divided into share stocks. Joint Stock Company shares are freely transferable (negotiable) by their owners and the procedure of transferring shares from one owner to another or to third parties is set down in the Memorandum of Association. Shares are registered in the name of their respective owner and are booked at the time of the Company's registration. Usually share transfers between share holders is unrestricted and for the negotiation of shares to third panics n is necessary to secure the assent and authorization of all the share-holders just as in the case for accepting a new partner.

At present. Article 2 of the Law on Incorporating One-man Firms with State Property prohibits uansactions with shares of these companies until the Law on Privatization is approved.

The minimum amount of the capital of Single Person Public Limited Company has to be in excess of 1 rnln. Leva if they are floated without public offering, and for the Joint Stock Companies in the Banking and Insurance sphere it is set at a floor amount of 10 min Leva. In order to register a Joint Stock Company one has to deposit 25 per cent of its capital. The shareholders' equity of a Limited Liability Co. has to be at least 50,000 Leva. This capital is divided into company shares distributed among the partners. Each share cannot have a smaller denomination than 500 Leva. In order to register a Joint Stock Co. at least 70 per cent of its share capital has to be deposited with the company.

There are two options for structuring and managing the Joint Stock Co. by using the one and two-tiered systems. In floating the Joint Stock Co. it is an absolute must to state which one of the two systems is being adopted. The most important powers for both systems are concentrated in the General Shareholders' Meeting (GSM) as for instance changes to be made in the Memorandum of Association of the Joint Stock Company, increasing or decreasing the company's capital, restructuring or liquidating the company, vote on the new management organs, securities emissions etc. The assets of the Joint Stock Co. (JSC) and Limited Liability Co. (LLC) is divided up into shares and stocks. JSC shares are freely negotiable from their holders to other persons and the procedure for negotiating shares
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from one partner to another or to third parties in the case of LLC is put down in the Memorandum of Association.

In the case of the one-tier management system the JSC is managed and represented by the Board of Directors (BD). As a rule BD members are elected for 5 year mandates unless shorter mandates are stated in the Memorandum of Association. Members of the first ever BD serve for a maximum of 3 years. The BD assigns direct day-to day management responsibilities to one or several of its members, the so called executive members. They are less in number than the rest of the BD and can be replaced at any time. The executive members handle operative management tasks and are usually a minority whereas the majority of the BD carry out supervisory function on their managerial activities.

Two independent management organs are created in the two-tiered system - the Board of Directors (BD) and Supervisory Board (SB). The SB has 3 to 7 members which are directly elected by the GSM. Mandates of the BD and SB members are good for 5 years unless shorter terms are stated in the Memorandum of Association. Members of the first ever SB are elected for not longer than 3 years. Members of both boards can be freely reelected without limitation. SB members of Sole Proprietorship JSC are nominated by the Council of Ministers but in practice they arc nominated by the respective sectorial minister. The SB does not have the powers to manage the JSC. The SB can elect and replace BD members any time and determines their compensation. One and the same person cannot be on the BD and SB simultaneously.

The BD is the governing body which manages and represents the JSC. The number of its members is set in the Memorandum of Association of the company but cannot exceed 9 persons. The BD Code is subject to approval by the SB.

The one- tier system of management is principally applied in cases when the JSC has a large-share owner who is vitally interested in directly managing the company. The two-tiered system is better suited for companies in which there is a great number of small-share owners. In practice the two-tiered system is preferred for managing large companies whereas the one-tiered one is better suited for managing small businesses.
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2. Organizational Structure of the Privatization Process
* Planned and Adopted Privatization Programs
As has been discussed above Privatization has been delayed in Bulgaria excessively. There is no comprehensive Privatization Program planned or adopted, except for the initial effort in small-scale privatization in the short period of time between March and June, 1991.

* Organizational Charts and Appropriate State Organs in Charge of Privatization
Since there is no formal privatization effort, there is no organizational chart to report at this time. The state authority that should implement the state policy in privatization

is the Agency for Privatization. The Agency for Privatization was established on

53 February 8 1991 by Regulations of the Council of Ministers   as a state body charged

with the execution of decisions on the privatization of state-owned property. Pursuant to the Decree the Agency for Privatization is under the tutelage of the Council of Ministers which nominates and replaces its BD members. The Agency for Privatization is accountable for its actions to the Council of Ministers. The primary tasks of the Agency for Privatization under these Regulations arc:

1. To collect relevant, information from the various ministries and agencies necessary for preparing an adequate Privatization Program;

2. To prepare proposals/suggestions for implementing Privatization;

3. To devise rules and methodology for valuation of enterprises subject to privatization.

Actually the Agency for Privatization was established in line with the execution of given promises and obligations on the pan of the then government to the IMF and the World Bank for the fast implementation of Privatization subsequent to the start of the economic reform in February 1991. But since no Law on Privatization was passed and as for the restitution of agricultural lands to their former owners a special administration was established - the National Agricultural Land Restitution Council - the Agency for Privatization has been primarily engaged in representative functions, establishing and

53. State Gazette 12/Febmary, 1991.
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from one partner to another or to third parties in the case of LLC is put down in the Memorandum of Association.

In the case of the one-tier management system the JSC is managed and represented by the Board of Directors (BD). As a rule BD members are elected for 5 year mandates unless shorter mandates are stated in the Memorandum of Association. Members of the first ever BD serve for a maximum of 3 years. The BD assigns direct day-to day management responsibilities to one or several of its members, the so called executive members. They are less in number than the rest of the BD and can be replaced at any time. The executive members handle operative management tasks and are usually a minority whereas the majority of the BD cany out supervisory function on their managerial activities.

Two independent management organs are created in the two-tiered system - the Board of Directors (BD) and Supervisory Board (SB). The SB has 3 to 7 members which are directly elected by the GSM. Mandates of the BD and SB members are good for 5 years unless shorter terms are stated in the Memorandum of Association. Members of the first ever SB are elected for not longer than 3 years. Members of both boards can be freely reelected without limitation. SB members of Sole Proprietorship JSC are nominated by the Council of Ministers but in practice they are nominated by the respective sectorial minister. The SB does not have the powers to manage the JSC. The SB can elect and replace BD members any time and determines their compensation. One and the same person cannot be on the BD and SB simultaneously.

The BD is the governing body which manages and represents the JSC. The number of its members is set in the Memorandum of Association of the company but cannot exceed 9 persons. The BD Code is subject to approval by the SB.

The one- tier system of management is principally applied in cases when the JSC has a large-share owner who is vitally interested in directly managing the company. The two-tiered system is better suited for companies in which there is a great number of small-share owners. In practice the two-tiered system is preferred for managing large companies whereas the one-tiered one is better suited for managing small businesses.
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4. Department Capital Markets - studies and analyzes opportunities for placing shares on the emerging capital markets;

5. Department International Cooperation;

6. Administrative Department.

3. Foreign Investment
3.1 Direct Foreign Investment
3.1.1 Legal Framework
* Special Legislation
Since foreign investments are tightly connected with property and ownership rights in the

54 country and An. 22 (2) of the Constitution  requires special legislation on those matters it

may be considered that special legislation is required on direct foreign investment. Another reason for adopting special legislation is the quite chaotic and contradictory existing legislation which cannot guarantee the rights and interests of the foreign investors. The foreign investment law must provide for these guarantees.

There have been two laws on foreign investment in Bulgaria: the Law on Foreign Investment  and the Law on Economic Activity of Foreign Persons and on Protection of foreign Investment  which repealed the former law and is the now valid law.

The old law was approved by the government and the new one was not because it followed a different procedure of submitting to Parliament. Both laws were passed as described above.

54. SG 56/July 13. 1991.
55. Stale Gazette 47/June 14, 1991.
56. State Gazette 8/January 28, 1992.
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* Key features of the legal framework
Under the Foreign Investments Law, enacted May 17, 1991 "foreign investment" means an investment made by a foreign person in economic activity in the country through: the establishment of a wholly owned enterprise or acquisition of exclusive ownership of an enterprise; the expansion of a wholly owned enterprise; the acquisition of an interest in a new or existing enterprise; or the making of a long-term non-bank investment credit in an enterprise (for five years and longer). There is no provision for contractually based joint venture.

The minimum amount of investment in the cases when there is no expansion of the wholly owned business is US $ 50,000 or the equivalent in other convertible currency (Clause 3 of the Supplementary Provisions). In Bulgaria foreigners may invest in and organize all forms of business organizations (Art. 7), recognized by the Law on Commerce, and foreign investors are subject to the same laws as Bulgarian investors. There is no maximum limit on the size of investment in newly formed or existing companies (An. 8).

Foreign persons may invest in any business activity except in those prohibited by law. They must file a declaration concerning their investments, but need not obtain permission to invest in Bulgaria, except in the following situations: (1) investment in the military industry, or banking, or insurance activities; (2) acquisition of the ownership of buildings, or other property rights in immovable property; (3) leases of agricultural or forest lands; (4) investments in particular geographical areas designated by the Council of Ministers; (5) investments involving the exploitation of territorial waters or the continental shelf, or in the exclusive economic zone; (6) investments in particular fields or activities designated by the Council of Ministers, whenever the foreign participation would lead to the acquisition of control over the firm; and (7) transactions involving the transfer of investments which are covered by permission granted under these paragraphs.

The Law on Economic Activity of Foreign Persons and on Protection of foreign Investment repealed the above described law for several reasons: 1) The previous law did not distinguish between economic activity and investment and since with respect to economic activity the stress must be put on the limitations and restrictions and with respect to investment the stress must be put on the protection and guarantees, the old law was quite inconsistent and unworkable; 2) It contained too many restrictions: unjustified and
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broad permission regime, lower limit of the size of an investment equalling US$ 50 000, too much restrictions on ownership, too much discretion of the Council of Ministers. All those made it unattractive and frightening to foreign investors and the result of its implementation was not satisfactory.

The new law pretends to be less restrictive and more protective than the previous one.

The law gives a definition of a. foreign person in An. 2. This is a key definition because only foreign persons engaging in economic activity will be subject to the provisions of this law.

Another important feature of the law is that it provides for equal treatment of foreign and local persons unless otherwise provided by law (Art. 3 (1)). The same An. 3 in paragraph (2) provides for equal treatment of a Bulgarian firm without foreign participation and a Bulgarian firm with foreign participation. This definitely means that the formal criterion of the State of registration has been applied in determining the nationality of a firm rather than the criterion of the nationality of the owners of the capital.

The law also creates the possibility of registering commercial agencies of foreign persons who have the quality "merchant" (An. 4).

The restrictions on economic activity of foreign persons are two main types: restricting the legal capacity with respect to ownership rights which was described in detail in 1.2.1., and the demand for permissions by the executive for certain activities described in An. 6 (3): "production and trade in weapons, ammunition and material; engaging in banking and insurance activity, and participation in banking and insurance firms; acquisition of real estate in some geographical regions determined by the Council of Ministers; exploration, development or extraction of natural resources from the territorial sea, continental shelf and the exclusive economic zone; acquisition of interest which provides them (foreign persons or firms with foreign control over decision making) with a majority in decision making or the ability to block decision making in a firm which engages in activity or has propeny described in the previous points."

An. 6 provides that the Council of Ministers, respectively the Bulgarian National Bank are to issue permissions and also provides for a term within which there must be an answer to the application.
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An. 7 provides for priority of international treaties over the national legislation with respect to economic activity of foreigners.

Art. 8 rules that supervening changes in law may not affect the already commenced economic activity or the investments made in the country.

Another key provision is contained in Art. 9 which defines what shall be considered a foreign investment. "As used in this law, a foreign investment shall mean any investment by a foreign person, including a sole proprietor or a branch , or by a firm with foreign participation exceeding 50 per cent, in: 1) stocks and shares in commercial firms; 2) rights of ownership and limited ownership rights over real estate; 3) ownership of an enterprise; 4) deposits in banks; 5) bonds, treasury bonds and other negotiable instruments issued by the State or Bulgarian juridical persons; 6) credit for a term longer than 5 years." Paragraph 3 of the same article provides that "foreign investment also shall include the increase in the value of an investment made under the previous paragraphs". The scope of the notion "foreign investment" is very important because it is the prerequisite for the rights and protections enjoyed by foreign investors only, which are either not available to nationals or to other foreign persons who are not investors. They are the following:

1. Protection of the property which qualifies as "foreign investment" under Art. 10: it may be expropriated only for very important State needs which may not be satisfied in another way. Only a provision contained in a Law may be the grounds for expropriation. Expropriation may be done provided there has been a preliminary^ fair and in kind compensation. The act of expropriation is subject to appeal before the Supreme Court.

2. Another consequence of the qualification "foreign investment" results in the ability for reexchange from leva into foreign currency and repatriate profits. In four of the five cases of permitted repatriation the quality of "foreign investment" is substantial. The cases are provided for by Art. 13 and are described in detail in 1.2.1.

3. There is also an obligation which the law connects with the existence of a "foreign investment". According to Art. 11 foreign investments as well as the changes in value of an investment are subject to registration with the Ministry of Finance. This registration is done by means of a declaration using a form adopted and published by the Ministry.
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An. 14 gives quite detailed provisions on labour and social security relations connected with employment by a foreign investor of a foreigner or of a local person. Paragraph 2 provides for a minimum set of rights of the employee which may not be excluded by contract or by agreement to have a foreign law govern the contract

An. 14 (5) provides for the right of foreigners who are employed by foreign persons to exchange up to 70 per cent of their salary as well as any indemnification paid pursuant to a labor contract or personal insurance in leva for foreign currency.

The last paragraph 7 of An. 14 rules that Bulgarian law shall govern the labor relations with a foreign employer.

An. 16 defines two kinds of violations of the law: engaging in economic activity without permission when required and failure to register an investment or submitting inaccurate registration data. They are punishable by fines defined in the same anicle.

Data on the economic performance of foreign investors and joint ventures is impossible to obtain, since until recently they have not been covered by the national statistics.

3.2 Joint Ventures 3.2.1.Legal Framework
The legal structure for any joint-venture at the present dme is set forth in the Law on Economic Activity of Foreign Persons and on Protection of Foreign Investment, described above. As long as there is nothing provided for by the latter the national regime provided by the Law on Commerce is applicable. The only alternative is for the grant of a concession, which occurs on a case by case basis in negotiations with the Government.

Data on joint ventures are difficult to obtain. Until the first nine months of 1991, the number of registered joint-ventures in Bulgaria was 110. The foreign partners participated with a total capital of US $ 16.6 million.
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Allocation of the joint-ventures by sectors: machine-construction: 27, light industry:

20, agriculture: 11, electronics: 10, chemical industry: 9, building construction: 9, transport: 5, tourism: 3, and others: 16.

Allocation of joint ventures by countries of origin: USSR: 17 (total capital $ 7.44 million); Austria: 14 ($ 2.6 million); UK: 10 ($ 2.1 million); Germany: 9 ($1.1 million);

Italy: 8 ($ 683,000); Greece: 6 ^ 397,000); USA: 5 ($ 373,000); France: ($ 217,000);

Japan: 4 ($ 190,000); Switzerland: 3 ($ 762,000). Other countries include Cyprus, Belgium, Holland, Yugoslavia, Turkey, Argentina, Venezuela, and Poland. The number of the registered joint-ventures by July 1, 1991 was 240.

Foreign investors are entitled to repatriate capital, profits and remuneration for

labor, whether earned in foreign currency or leva. In the latter case, payments in leva may be sold for hard currency, which will then be transferred abroad by the Bulgarian National Bank.
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	24.7

	5.8

	8,0

	9,6

	11,6


	II. Social and Cultural Spending -

	
	
	
	
	
	

	subtotal

	16,4

	17.9

	22,1

	23,4

	app.15.2

	-


	1. Education (incl. youth

	
	
	
	
	
	

	activities)

	7.5

	8,4

	12,6

	-

	-

	-


	2. Cultural events

	1.7

	1,5

	1.5

	-

	-

	-


	3. Education, sports, tourism

	
	
	
	
	
	

	and nonprofit recreation

	5.7

	6.7

	6,9

	-

	-

	-


	4. Research and new technologies

	1,5

	1,3

	1,1

	-

	-

	-


	III. Social Security - subtotal

	19,2

	21.4

	26,7

	26.9

	31,5

	34,2


	1. Pensions

	13.4

	14.8

	18,3

	-

	-

	-


	2. Welfare allowances

	5.4

	6,6

	8,4

	-

	-

	-


	IV. Stale Administration (incl.

	
	
	
	
	
	

	jurisdiction) - subtotal

	1,7

	1.6

	2,3

	2,3

	app.2,3

	-


	V. Other Spending - subtotal

	13.6

	25.9

	41,0

	35,8

	app.35.8

	-


	1. Defence and national security

	8.0

	8,4

	8,6

	7,9

	app.8,0

	-


	2. Domestic and external debt

	
	
	
	
	
	

	servicing

	3,7

	14,3

	26,9

	27.4 app.17,6

	33,9 17,0

	19.9



Notes: I. Capital investments only.
The spending of the Consolidated Budget includes the Central Government and Municipal
Budgets and Social Security. Column A - including the external debt servicing which will not be paid throughout the year;
Column B - net of the foreign debt servicing which is not to be repaid. The figures of budget expenditures for the nine months of 1991 arc estimates.

Sources: Information of the Ministry of Finance on the Slate Budget; Annual Report of the BNB. 1990. p. 75; Report of the Minister of Finance in the Grand National Assembly on the Updated Stale Budget Act, 1991; Stale Budget Acts promulgated in The Slate Gazelle.
Table 1
i e.^ 01/^1 il A5U1JIJ1L1 ur I5UL<JAK1A (Vc)
	
	Report

	Report

	Amended State Budget

	State Budget Act, Fel

	IMF-consu Updated b Budget

	lied Actual Performance (nine


	
	
	
	Act, Dec

	
	
	month)


	
	1988

	1989

	1990

	1991

	1991

	1991


	I. DIRECT TAXES-total

	40,2

	44.1

	39,7

	47,9

	48.8

	52,3


	including

	
	
	
	
	
	

	1. Revenues from profits - total

	33,4

	37.1

	32,4

	43,8

	40,3

	43,6


	(a) of nonfmancial institutions

	27.6

	31,3

	26,1

	35.1

	app.24,5

	app.24,7


	(b) of banks and insuarance

	
	
	
	
	
	

	organisations

	5,8

	5,8

	6.3

	8.7

	app.15,8

	app.18.9


	2. General income tax

	6.7

	6,9

	7,2

	4.0

	8.4

	8,6


	II. INDIRECT TAXES - total

	22.0

	20,9

	20,1

	25,0

	21,5

	23,0


	1. Turnover tax

	9,3

	8,4

	7.5

	12,5

	8,4

	8,4


	2. Excise

	10,2

	10,4

	10,7

	9.1

	9.8

	11,9


	3. Tariffs and price margins

	2.5

	2.1

	1.9

	3.4

	3.3

	2.7


	III. SOCIAL SECURITY REVENUES

	18.0

	18.3

	21,1

	20.7

	22.8

	17,5


	IV. SUNDRY

	19,8

	16,7

	19.1

	6.4

	6,9

	7,2



Notes:    Profit taxes for nonfinancial institutions include ihe tax for the Central Govemmcni Budget. contributions to Municipal People's Councils, 25 % of the conuibulions to the Expaniion and Technological Renovation Fund, and, in 1988, the amount of resource taxes (except for the rent tax). Tariffs and price margins include cusiums export charges. The income lax includes the "bachelor" tax (prior to its revocation in 1990). The data on tlie actual performance for die nine months of 1991 are only estimates.
Sources: Information of the Ministry of Finance on the State Budget; Annual Report of the BNB, 1990, p. 75; Report of the Minister of Finance in the Grand National Assembly on the Updated Stale Budget Act, 1991; State Budget Acts promulgated in The Official State Gazette.
Table 2
	
	Report
1988 A=B

	Report
1989 A=B

	State Budget Act March
1990 A=B

	Amended State Budget Act Dec
1990 A

	———-, »—• »v
Report of esti​mates
1990 A

	rr«. jJl ILLJ^
State Bud, Act Feb
1991 A

	:h
get
1

	Updated State Budget Act July
1991 A

	IMF-co Updatec Budget
199 A

	nsulted 1 State
(! B


	GDP (Lv bl)

	38,345

	39,579

	44.8

	42,0

	42,0

	150,0 - :

	155,0

	176,0

	176.0

	176,0


	Revenues

	59,6

	59,6

	55,5

	59.9

	58,9

	40,6 -

	42,0

	35,1

	29,7

	29,7


	Expenditure

	60,5

	61,6

	57,8

	64,0

	67,2

	45.5 -

	47,0

	49,6

	33,6

	42,4


	Deficit

	0,9

	2,0

	2.3

	4,1

	8,3

	4,9 -

	5,0

	14.5

	4,1

	12,7



Note:    The revenues and expenditure of the consolidated state budget cover those of the central Government budget, municipal budgets and Social Security. The figures in Column A include also the unpaid interest rates payable for servicing the external debt, while in Column B the figures are adjusted with the foreign debt interest rates. Hence, Column A stands for the cash deficit and Column B stands for the total budget deficit. For 1991, the total deficit according to the IMF-consulted updated state budget incorporates the cash deficit and Lv 15,239 ml for the unpaid foreign debt interest rates.
Sources: Information of the Ministry of Finance on the State Budget; Annual Report of the BNB, 1990, p. 75; Report of the Minister of Finance in the Grand National Assembly on me Updated Stale Budget Act, 1991; Stale Budget Acts promulgated in The State Gazette.
Table 3
Balance of payments                  Real         Initial    Review of    Advance Implementation     Target    Program in Assessment mid-year

Current account Balance Trade balance Exports Imports Services and transfers,net

Interest Due included

Other Capital (1)

Changes in the Reserves (increase = -)

Changes in Overdue payments

Necessary Financing

Financing

Private Capital Direct Investment Extended Due Date Credits

State Capital IMF

World Bank

European Economic Bank/ European Bank for Recon​struction and Development G-24 (2) Extended Due Date Credits

In billions of US Dollars
1.3 -2.1
-2.0
-0.9

0.8 -1.5
-1.3
0.0

2.6 6.6
4.2
3.4

3.4 8.1
5.5
3.4

0.5 • -0.6
-0.7
-0.9

0.8 1.0
1.0
0.9

2.2 -0.9
-0.9
-1.2

0.9 -0.5
-0.3
-0.6

0.4 -0.4
-0.4
-0.4

2.2 3.9
3.6
3.1

2.2 3.9
3.6
3.1

2.2 1.6
1.5
1.5

0.1

2.2 1.5
1.5
1.5

2.3
2.1
1.6

0.5
0.4
0.4

0.3
0.2
0.1

0.8          0.6          0.2 0.7          0.9          0.9

1) Includes effected payments/settlements and short-turn credits.
2) Settlements of the IMF in 1991 were lower than expected SDK's in principle - 32.6 rnln. (about 45 rnln. USD in current exchange rates). Bulgaria didn't qualify for the repealed advance on compensatory financing because of lower than expected imports of energy products.
3) Of the requested 0.8 bin. USD G-24 promised 0.6 bin. USD and paid 0.2 bin. USD(lhe first line of the installment of the European Community) in 1991. The balance (0.4 bin. USD) is expected to be paid in its greater pan at the beginning of 1992.
Source: Bulgarian National Bank and IMF estimations.
Table 4
	
	Average numbci of payroll personnel at the beggining of the year

	Average of pa: pcrso

	number y'roll nnci

	Uncomplcaled (unworkcd for) workdays because of unpaid leave November

	Ovcral n workers their

	umber of who left job

	Percentage decrease in personnel November as to January


	
	
	November

	January -November

	
	November

	January -November

	

	Overall

	3,677.734

	2,982,607

	3,214,674

	756.925

	56,636

	967.823

	-18.9


	Material Sphere

	2,914,598

	2,292,885

	2,500,315

	676.553

	48,506

	828.506

	-21.3


	Industry

	1,378.514

	1,095,095

	1.194,630

	486,364

	23,651

	390.956

	-26.0


	Civil engineering and

	
	
	
	
	
	
	

	construction industry

	276,158

	• 192,065

	214,162

	59,465

	4.728

	98,501

	-30.5


	Agriculture

	636.495

	528,839

	563,749

	31,078

	9.420

	150.987

	-16.9


	Forestry

	20,085

	17,025

	17,458

	839

	248

	9.385

	-15.2


	Transportation

	226.391

	188,135

	202,194

	52.408

	3,223

	52,653

	-16.9


	Communications

	47,237

	43,981

	44,988

	3,947

	345

	8.345

	- 6.9


	Commerce, material and techno​


	logical supply and purchasing

	303,447

	208,673

	241,591

	39,396

	6.361

	109,680

	-31.2


	Other spheres of

	
	
	
	
	
	
	

	Material Production

	26.271

	19.072

	21,543

	3,056

	530

	7.999

	-27.4


	Nonproductive sphere

	763,136

	689,722

	714,359

	80.372

	8,130

	139.317

	- 9.6


	Communal housing

	67,792

	52,458

	58,721

	12,457

	1.590

	25,876

	-22.6


	Science and scientific

	
	
	
	
	
	
	

	services

	79,252

	60,365

	67,026

	30,229

	1.163

	20,690

	-23.8


	•Education

	277.309

	267,684

	271,113

	12,729

	1.598

	27,255

	- 3.5


	Culture and art

	41.158

	33,988

	36,214

	3,548

	566

	8,259

	-17.4


	Health care. social security.

	
	
	
	
	
	
	

	physical education, sports

	
	
	
	
	
	
	

	and tourism

	217.292

	201,437

	205,089

	19,388

	2.421

	42,693

	- 7.3


	Financial sphere, banking

	
	
	
	
	
	
	

	credits and insurance

	25,203

	24,762

	24,853

	563

	129

	3.299

	- 1.7


	Manegement

	47,747

	44,106

	44,955

	1,303

	393

	9,054

	- 7.6


	Other spheres

	7,383

	4,922

	6,388

	137

	270

	2,191

	-33.3



Source: NSI
Table 5
Indicators

A. Absolute number:

1. Overall number of registered unemployed, women included

2. Registered unemployed aged 30 and below

3. Registered experts, including experts with higher education

4. Unoccupied jobs, jobs for experts with higher education included

B. Basic Indexes:

June
1941

Jan
Feb   March   April   May
74134
103184
134797
176939
205950
233724

47046
63130
79136
98001
112907
126206

34003
46687
59710
79151
90545
102136

30304
40189
50915
61826
68692
74359

11646
14635
16878
20115
21576
22674

22013
11670
10678
11852
10842
16490

527
1219

503

632

1604



658

July
August
Sept
Oct
Dec
Nov

280075
316277
342345
365922
400812
419123

149643
170489
187006
205072
218781
228400

135218
157544
171681
186844
196462
203769

89969
101062
106717
112132
115595
116437

27288
31090
32313
33167
33888
34158

22921
23412
18486
14136
11741
9994

2291    1952   1953

3036
4166

	1. Overall number of

	
	
	
	
	
	
	
	
	
	
	

	registered unemployed, women included 2. Registered unemployed

	100.0 139.2 100.0 134.2

	181.8 168.2

	238.7 208.3

	277.8 240.0

	315.3 268.3

	377.8 318.1

	426.6 362.4

	463.1 397.5

	507.1 540.7 435.9 465.0

	565.4 485.5


	aged 30 and below 3. Registered experts, including experts with

	100.0 100.0

	137.3 132.6

	175.6 168.0

	232.8 204.0

	266.3 226.7

	300.4 245.4

	397.7 296.9

	463.3 333.5

	504.9 352.2

	549.5 577.8 370.0 381.5

	599.3 384.2


	higher education 4. Unoccupied jobs, jobs for experts

	100.0 100.0

	125.7 53.0

	145.8 48.5

	172.7 53.8

	185.3 49.3

	194.7 74.9

	234.3 104.1

	267.0 106.4

	277.5 84.0

	284.8 291.0 64.2 53.3

	293.3 45.4


	with higher education

	
	
	
	
	
	
	
	
	
	
	

	included

	100.0

	231.3

	95.4

	124.9

	119.9

	304.4

	576.1

	790.5

	434.7

	370.4 370.6

	368 ^


	Sourses: Ministry of Labor; Labor Exchange


	
	
	
	
	
	
	
	
	
	
	
	Table 6


	


NUMBER OF INDUSTRIAL PAYROLL PERSONNEL IN STATE-OWNED INDUSTRIAL COMPANIES

Employees
State-owned industrial companies

Total

Unaccounted from 10 to from 11 to 30 from 31 to 50 from 51 to 80 from 81 to 140 from 141 to 200 from 201 to 500 from 501 to 1000 from 1001 to 2000 from 2001 to 3000 from 3001 to 5000 from 5001 to 10000 10001 and in excess

2664 4 25 120 162 274 343 287 744 388 207 70 27 9 4
Source: NSI                                                                           Table 7
NUMBER OF STATE-OWNED INDUSTRIAL COMPANIES AS PER OUTPUT -1990

Output
State-owned industrial companies

2453

9 19 61 159 296 182 317 439 917

Total Number of Conpanies

up to 99,000 Lv

from 100,000 Lv to 199,000 Lv from 200,000 Lv to 499,000 Lv from 1,000,000 Lv to 1,999,000 Lv from 2,000,000 Lv to 2,999,000 Lv from 3,000,000 Lv to 4,999,000 Lv from 5,000,000 Lv to 9,999,000 Lv 10,000,000 Lv and in excess from 100,000 Lv to 199,000 Lv

Source: NSI
Table 8
STATE-OWNED INDUSTRIAL COMPANIES AS PER VALUE OF THEIR CAPITAL STOCK (INITIAL BOOK VALUE AT THE END OF 1990)
Capital stock
State-owned industrial companies
2453

44 37 79 162 247 429 317 668 468

Total

up to 99,000 Lv

from 100,000 Lv to 199,000 Lv from 200,000 Lv to 499,000 Lv from 1,000,000 Lv to 1,999,000 Lv from 2,000,000 Lv to 2,999.000 Lv from 3,000,000 Lv to 4,999,000 Lv from 5,000,000 Lv to 9,999,000 Lv 10,000,000 Lv and in excess from 100,000 Lv to 199,000 Lv

Source: NSI
Table 9
