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1. Introduction
The strengthening of the market forces in the economy of Bulgaria is related to the stability and development of the private initiative. Given the stagnation in the state-owned and municipal businesses the private sector is the only one, which is dynamic and provides prospects for future development of the national economy. It is much relied on to create a new economic environment, which makes it necessary to provide conditions for boosting its vitality and expansion.

The lack of reliable information on the Bulgarian private sector makes difficult the study of the quantitative and qualitative parameters of its development. The statistical system, which does keep pace with the new realities, the ever-changing normative documents and the unfinished tax reform are the main reasons which prevent from covering all private firms, the workforce actual operating capital, the wages, etc. The fact that the tax payments do not reflect the financial clout of the private business and that it is impossible to estimate the shift of capital and revenue from the state to the private sector makes the latter's actual presence and influence in the national economy hard to asses.

In this report the author has used:

• official data from the National Statistical Institute, the National Employment Service and the Agency for Economic Forecast and Development (AEFD);

• a survey of the current normative documents;

• business evaluations of experts and credit inspectors from commercial banks and the "Sen-i" Business" Fund with the Council of Ministers.

2. Development of the private sector in Bulgaria
Before Decree #56 was passed there had virtually existed no private business in Bulgaria. This category comprised those not employed in the state sector, i. e. the municipal and the cooperative sectors. Those were small craftsmen and people on the self-sufficient farms. Their economic rights were severely infringed upon and entirely controlled by the state.

Going through different intermediate forms like leasing, private entrepreneurship was given real chance to develop at the end of 1989 and especially after the beginning of the economic reforms in February 1991.

The number of registered private firms for the period 1989-1993 shows a real opening of the floodgates for the private initiative. At the end of 1993 their number was over 400 000, which is 15 times more than the beginning of the period. Different data and evaluations show that a substantial part of them (between 30% and 50%) are virtually not operating.

The workforce data is quite controversial. According to the AEFD in 1991 the number of the people employed in the private sector was 360 000 and in 1992 - 470 000, which is 10% and 15% of the total workforce number. A December 1992 census estimates the workforce in the private business at 900 000. An ad hoc study of the National Statistical Institute from September 1993 gives the number 670 000, which is 22,4% of the total workforce and 18% of the active population.

This data gives grounds for concluding that, given the cut-backs in the state sector and agriculture since 1991, it is only the private business which provides new jobs and cushions the implications of the drastic increase of the number of unemployed in the country.

The NSI gives the following branch structure of the private sector:

Table 1
Branch structure of the registered private firms in 1992
	Branches

	Number of firms

	Branch share in %


	Agriculture and Forestry

	853

	1.2


	Industry

	10706

	14.7


	Construction

	3249

	4.5


	Other branches of material production

	1659

	2.3


	Trade

	46 155

	63.5


	Transport

	6201

	8.5


	Non-material services

	4031

	5.5


	Total

	72 863

	100.0



Table 2
Regional distribution of registered private firms
	Regions Registered in the Regional Statistical Bureaus

	Number

	Share (in %)

	1991 per 1000 citizens

	1993 per 1000 citizens


	Sofia city

	14053

	19.28

	20.8

	59.3


	Bourgas

	6627

	9.10

	21.4

	45.3


	Varna

	11 077

	15.20

	21.0

	56.7


	Lovetch

	11 259

	15.45

	21.8

	54.0


	Montana

	4665

	6.40

	14.4

	34.7


	Plovdiv

	11416

	15.67

	27.6

	51.5


	Ruse

	3539

	4.86

	15.2

	25.1


	Sofia

	5858

	8.04

	20.7

	36.4


	Haskovo

	4369

	6.00

	18.5

	27.3


	Average

	
	
	20.7

	45.0



Although the private sector is not an entirely new phenomenon in the country's economy, the National Statistical Institute and the regional statistical bureaus have not done a satisfactory study of its development.

That is why, in order to analyze deeper some of its important functional characteristics in the framework of the general study of its development, the author has presented the findings of a survey made in four regions of the country.

	Regions
	Number of municipalities
	Number of private firms
	Year of survey

	Haskovo and Kardjali
	15
	57
	1991

	Pemik and Radomir
	2
	14
	1992

	Srednogorie and                           Panagiurishte
	7
	15
	1993

	Lovetch
	8
	35
	1993


The survey includes those private enterprises which are present on the local market, create its image and determine the development as well as the possibilities to influence the future structure of the economy in the corresponding regions. With regard to this, the survey deals with the bigger firms, emphasizing on the production ones.

Private entrepreneurship is the sector with the brightest prospects in all of the studied regions. Its share is not large but growing and this tendency is valid only for the private sector. This is evident from the workforce share data. For example, as of the beginning of 1992 in the Pernik and Radomir municipalities it is 5,8% average. A 1993 survey in the Lovetch region shows that the private sector employs between 10% and 12% of the workforce.

What all studies show is that about 40% to 50% of the registered firms do not operate, while only 25% have a tax registration.

Given the general conditions for development and the specific features determined by the comparative advantages of the different regions, the private business is oriented in the following basic branches and activities: trade, transport and services; food-processing industry (bread baking, milk and meat processing, soft drinks production); light industry (tailoring); metal-working, machine-building, wood-working, plastic and rubber articles; construction (building and repair work); agriculture (breeding of hogs, ducks, geese, large cattle, sheep and goats).

The data from the municipalities, the Bureau of Labour, the regional statistical bureaus, etc. shows the following rough branch structure:

Table 3
Branch structure of the private sector

	Branches

	Pemik*

	Radomir*

	Panagiurishte**

	Lovetch


	Agriculture

	0.8%

	2.7%

	1.5%

	2.0%


	Industry

	2.0%

	0.8%

	3.1%

	3.0%


	Construction

	10.4%

	9.8%

	7.7%

	6.0%


	Transport

	15.8%

	18.4%

	16.9%

	18.0%


	Trade

	71.0%

	68.3%

	70.8%

	71.0%



* According to a survey of 1128 firms made by the Bureau of labor in Pemik.
** According to a representative study of 65 tax registered firms in Panagurishte made by the regional tax department.

As is evident from the table above, in all regions predominant are the trade firms and generally those providing services. The latter employ about 87% of the workforce.

Construction firms occupy the largest share of the production branch. The percentage of the industrial firms is small. The smallest number of agricultural firms is determined by the fact that the land restitution is still in progress. The production branch employs 12% of the workforce sector, while the industrial firms provide jobs for only 2%-3%.

Table 4 

Average number of employees per firm

	Branches

	Pemik

	Radomir

	Panagiurishte


	Industry

	5.7

	2.0

	13.9


	Construction

	4.3

	6.3

	8.0


	Agriculture

	7.3

	7.0

	16.0


	Transport

	2.0

	3.4

	

	Trade

	2.6

	3.2

	

	Average

	2.7

	3.4

	13.0 



This data suggests that at present, trade and transport are most attractive for the private business, but the average number of employees per firm there is lower than sector's average. Production firms employ more workforce and their expansion is a factor that will boost domestic economy.

Nearly all production firms also do direct sales of their production or trade in other goods. This hinders their specialization but under the current economic circumstances that is the only way for them to survive.

Table 5

 Form of legal registration of private firms
	Legal form

	Haskovo

	Panagiurishte


	Sole trader

	61%

	72%


	General partnership

	32%

	23%


	Limited liability company

	5%

	4%


	Joint-stock company

	2%

	1%



The majority of the firms are registered as sole traders and partnership companies. The higher forms of organization such as limited liability companies and joint-stock companies are rare in the surveyed regions and are established with foreign investment and/or the participation of former officials.

The branch structure data shows that it is only in construction and industry that the joint-stock companies are more than the sole traders. This indicates the initial stage of organization of private business.

3. Stratification and Financial Sources of the Private Sector
Privatization in industry and agriculture has been going slow and this prevents the private sector from allocating capital and resources for buying up state property as well as the establishment of clear and precise relations with the state and within the sector. The lack of legal ways of transferring property in conjunction with the unsettled normative documents boost the illegal actions, which nowadays are referred to as "decapitalization of state property". In the current "legal vacuum" this process is further facilitated by the diffusion between state and private capital, which in principle is a normal phenomenon.

From macroeconomic point of view the positive development of the private sector is largely on the account of the state sector. During the first three years of economic reforms the growing economic power of the private business did not lead to an increase of the GDP and is rather a result of the redistribution of the national resources. After all there is a privatization but it is a hidden one. Its dimensions are difficult to define since the devaluation of the state property is due to some objective factors, too, the main one being the movement of the input costs towards their real market value.

Further down the author tries to analyze only some of the channels of hidden privatization of state companies' assets as one source of financing the private business. With regard to the possibility of using these channels the private firms fall in two groups: big, which are a negligible part and small and medium-sized, which are predominant as a share and workforce number.

The initial stage of the stratification of the private sector is related to the different positions the entrepreneurs occupied in the economic and party hierarchy and hence the different start-up capital sources and financial channels.

The private firms of the first group are managed by former directors and party leaders, who have used their connections, market positions, technological, management and marketing skills, etc. in the state-owned enterprises to establish private ones. Basically they have used bank loans, which they had access to, to set up their firms. The highly efficient areas of business and the established markets gave them the opportunity to accumulate a considerable capital in a short period of time. This has been done mainly through foreign trade.

The established network of parallel private firms is doing unfair business (acting as middlemen) with the state-owned enterprises with the active support of their managers. The private firms control the input and output of the state-owned ones and through price margins transform the results of the activity of the state industry into private property.

The second sphere of activity for those private firms is the establishment of banks, insurance companies, finance and broker houses, etc. Besides the speculations on the financial market and the opportunity to flow capital in and out of the country, these activities provide them with part of the citizens' spare money in the form of deposits, insurances, bank account operations, etc.

The third sphere of activity is to establish joint-stock companies, issue shares and accumulate the spare capital of the citizens. The dividends, which are considerably higher than the guaranteed bank deposits interest rates, attract a large cash flow.

A thorough study of the activity of such relatively big (for the country) firms in the Lovetch region shows that they have been started by joining capital from former economic and other structures and abroad. Their development - the participation in limited liability companies, joint-stock companies, their shares as well as the cash flow among them is hard to trace. Some of them register again and again changing names and joining capital, others announce bankruptcy and later register under a different name. Those could only be tracked down by the names of the founders. These scheme has been used conceal the cash flow out of the state enterprises (agricultural cooperatives in liquidation, illegally purchased state and municipal property, state-guaranteed bank loans, etc.). Besides this, many of these companies remind of pyramid structures. The suspiciously high dividends which they offer and the fact that they come on the stock market with virtually no state control mechanisms like chamber of accounts as well as the lack of knowledge and experience on the part of the citizens makes it possible for those firms to quickly issue and sell shares, generating large capital. The next couple of years will show if this is the latest illegal uncontrolled way to redistribute financial resources from the state sector to the big private business.

In general, the start-up capital and the financial sources of the large private companies are the following:

• the lack of proper legal framework gave them the opportunity to transfer intangible assets (expertise, business connections, market positions, patents, know-how, etc.) from the state-owned to the private companies.

• flow of funds out of the state-owned firms through price margins, loan guaranties, state stakes in partnerships, etc.

• accumulation of the citizens' savings in the form of bank deposits and shares on the stock market.

It was in the interest of these private firms to slow the reforms and in this way conceal their financial sources. But the legalization of their property, including the official privatization transactions, requires more and more order and strict laws in the economic life. Their hidden economic power will determine the time of the real economic reforms and this is contingent upon the completion of the initial process redistribution, i.e. the moment when these ways of accumulating capital will be exhausted.

Rapid privatization will speed up this process, adjusting the economic layers in society by:

•  legalizing the hidden capital

•  eliminating the possibilities to continue with the decapitalization of the state property.

The private firms of the second group are small and medium-sized. They are managed by enterprising specialists, some of them being in the middle echelons of the former "nomenclature". Many of them turned private entrepreneurs by necessity-because of the cutbacks in the state sector.

These firms are predominant, they create the image of the private sector and are the basis for the establishment of a middle class in Bulgaria. Therefore, the problems, the tendencies of development and the financial sources are represented by more thorough surveys in the above-mentioned regions of the country.

Generally, the fact should be mentioned that, as far as branch specialization and problems are concerned, the development of these private firms resembles the current branch structure. The problem is that in its larger part they reproduce the structure of the state sector since the entrepreneurs come from there and try to imitate it, not looking for branch diversification. This reproduces a private sector with local significance, unable to be a source of regional and sub regional growth and provide innovative opportunities for economic development. Its development is rather a response to consumers' demand for offsetting the diminishing role of the state sector.

Typical examples of this are the private firms, whose activities tend to be in three main directions: use of local raw materials (livestock breeding, meat and milk production, processing and trade); use of local workforce skills (tailoring, machine-building, construction); filling of market gaps (bread baking, soft drinks production and bottling).

The entrepreneurs from the small and medium-sized firms generally start with their own funds: bank credits. The basic results from regional surveys of the relation between turnover and workforce, turnover and inclination to bank credits and turnover, workforce and branch specification are shown in the three tables below.

Table 6
Workforce and turnover per firm
	Turnover min.lv.

	Haskovo

	Pemik

	Panagiurishte

	Lovetch


	
	w.f.

	t.o.

	w.f.

	t.o.

	w.f.

	t.o.

	w.f.

	t.o.


	Up to 1.0

	7

	102

	5

	98

	3

	65

	5

	118


	1.0 - 2.5

	15

	114

	24

	91

	8

	95

	22

	95


	2.5 - 5.0

	19

	191

	26

	153

	15

	150

	35

	162


	Over 5.0

	28

	477

	87

	358

	41

	335

	66

	614


	Average

	12

	182

	28

	225

	13

	210

	21

	259



w.f.= workforce per firm. 

t.o.= turnover per employee in thousand leva.
Table 7
Turnover and inclination to bank credits

	Turnover min.lv.

	Firms using bank credits


	
	Pemik

	Lovetch


	Up to 1.0

	50%

	47 %


	1.0 - 2.5

	75%

	73%


	2.5 - 5.0

	100%

	100%


	Over 5.0

	100%

	100%


	Average

	79%

	69%



Table 8
Turnover, Workforce and Branch Specification

	Branches and Activities

	Pernik-Radomir

	Panagiurishte


	
	w.f. per firm

	t.o. per employee

	w.f. per firm

	t.o. per employee


	Industry*

	43

	315000

	24

	265 000


	Food-processing**

	10

	181000

	9

	210 000


	Tailoring

	25

	72000

	11

	165 000


	Construction

	21

	245000

	8

	190 000


	Agriculture

	45

	142000

	16

	140 000


	Average

	28

	225000

	13

	210 000



* Includes metal-working, instrumental equipment, spare parts production and machine repair, plastic articles production.
** Includes production of bread and pastry, sausages, soft drinks and juices.
The data shown in the tables above suggests the following conclusions and relationships:

• Workforce number increases in direct proportion to turnover, given the fact that only about a half of the employees have permanent contracts of employment.

• The turnover per employee increases in direct proportion to total turnover, i.e. efficiency goes up. The average turnover per firm shows that at least the leading companies are vital and able to offer higher wages than the state sector.

• The need and opportunity for bank credits are greater for the firms with larger turnover. About 70% of the surveyed firms have used this form to provide investment. Other popular forms of taking credit include advance payments in construction (30%-50%) and credit sales (particularly in trade)

The bank credits data leads to the conclusion that serious production cannot be established without taking credits. However, the small scale of activity and the low expectations for the near future make more than a third of the private entrepreneurs claim that they have the ability to self-finance and no need for bank credits. These are highly-qualified people, who know the market and have kept the personal contacts with suppliers and consumers from their previous jobs in state companies with similar business.

As far as branches are concerned, credits are taken mostly by firms which are in machine-building, bread baking and meat processing. About 16% of the trade firms use credit sales and 12% (mostly building and machine-building firms) use advance payment, which varies between 10% and 50% of the value.

A special survey of the largest group, that of the trade firms, shows that their average turnover is 20% to 50% lower than that of the surveyed production firms. This is due to the predominant small firms, which aim at keeping the family members employed and adding up to the family income or at best providing a decent standard of living. Such firms employ 1 to 3 people at the most and do not take credits. On the other hand companies vary in this aspect considerably. The medium-sized ones employ 5 to 7 people, often use credit sales and in certain cases bank credits. All big trade firms use bank credits.

The problems that the big and medium-sized firms in the surveyed regions face are classified in two groups.

The first group of problems concerns the attitude of the private business towards the governmental policies, legislature, interest rates and taxes, privatization, etc.

The negative attitude to these factors is predominant in the answers of all entrepreneurs but is particularly underlined by the bigger. This is due to the passive and obscure governmental policy regarding the measures to boost private business, the bureaucratic obstacles and especially the inability of the state to deal with crime, which discourage these entrepreneurs to expand. The indifference to the governmental policy is greater in the answers of the smaller entrepreneurs.

About 80% of the surveyed firms think that the high interest rates hinder the expansion of their business. On the other hand only 20% complain of high taxes. Most of the private businessmen regard an interest rate of 15%-20% as normal enabling them to take credits for investment.

Bank credits, mainly short-term, have been used by 60%-70% of the biggest firms. Particularly negative for their investment policy is the fact that they cannot use a grace period and payment by installments and are required to submit a mortgage guarantee for the credit. This guarantee has gone up from 80% in 1991 to 120% in 1994. A large part of the private firms claim that they need credit to buy or build own premises. Credits are not being taken only by the small entrepreneurs, who do not plan to take a chance and expand.

As far as taxes are concerned, people disapprove not so much of their amount as of the lack of differentiation, which favors the trade firms.

Only 14%-20% of the firms show interest in the forthcoming privatization of state industries and wish to participate. A greater interest is shown toward the free buildings of the former agrarian-industrial complexes and production cooperatives. Part of the firms are afraid of the privatization because they do not know who will be the owner of the production premises they are renting at present.

The second group of problems regards the local circumstances under which the private business operates: rents, relationships with the local authorities, employing qualified personnel, relationships with the bureaus of labor, etc.

About 60% of the companies operate in rented premises. Mots of them regard the current rents as acceptable but are concerned about the future of their business because of the uncertainty with the ownership of the production premises, whether they will enjoy privileges in buying them and generally about how the privatization will be organized and carried out.

The problem with the municipal sites is directly connected to the opportunity to acquire business stability through property. Most of the firms, especially those in building and industry, complain of the lack of sites and assistance on the part of the city councils in this respect. Actually the dissatisfaction of the private business with the policy of the local authorities is rooted in this issue. Half of the surveyed firms do not believe that the city councils could help and do not seek assistance. Only 20% of the companies have gotten actual help from the city councils.

A small percentage (about 20%) of the owners of private firms think that the expansion of their business is hindered by their low qualification. At the same time, a great deal of the problems concerning tax payments, relations with the banks, low quality of the products and services are due to underestimation of this factor. It is an indicative example that the joint-ventures employ local workforce with the highest possible qualification.

The problem with the properly qualified workforce depends in the first place on the region and its business structure. The data shows that only 10%-15% of the private firms use the service of the bureaus of labor. This is indicative of the lack of qualified specialists on the labor market and of the efficiency of the retraining system. Another reason which does not encourage the private firms to seek contacts with the bureaus of labor is the insufficient information which the latter provide on the incentives the firms could enjoy on the basis of different decrees.

All private firms (building and industrial) that do custom work for state companies or city councils complain of delay in the payments. The few offers made to the building firms reveal the crisis in the state sector and the small purchasing power of the private business and the population.

4. Conditions and possibilities for financing the private business
In the first year of economic reforms the government declared its priorities and specified different measures for encouraging the private sector. The land restitution law, the covered civic property restitution law, the privatization law and the foreign investment protection law provided the basic normative conditions for its development.

According to the Program for structural reorganization of industry and development of the small private firms, which was developed with the help of IMF, the World bank and the EU, the PHARE Program made some preliminary studies of the obstacles for the development of the private sector and the possibilities to remove them and of the establishment of business centers in Vama and Plovdiv and carried out a competition for consultants with the "Small Enterprises" fund. Unfortunately, except for the studies and consultancy, it is the second year that the promised funds along this program for financing business projects of private firms through the "Small Enterprises" fund do not come. It seems like the idea of establishing a regional investment fund in Smolian has been given up.

Practically, the other measures of the government in this respect are equally unsuccessful. The existing funds with the Ministry of Industry and the Ministry of Labor and Social Welfare are the only institutionalized instruments for active development and employment policy.

The "Small Enterprises" fund has been established in 1991 by a Decree #108 with the Ministry of Industry. The fund extends investment credits 50% below the basic interest rate of the Bulgarian National Bank only to private firms, which meet two requirements - employ up to 30 people and have capital up to 3 min. Iv. Another method, which have been used in practice to help the private sector, is the redemption of 50% of the interest on the investment credits.
The activity of the fund so far is quite moderate. During its three years of existence it have extended credits for 32 rnln. lv. to private firms whose basic activities are bread baking, meat and milk processing, woodworking, clothing manufacturing. In 1992 the fund gave credits to twelve firms. Five of them were given investment credits that total 3 730 000 lv. To the other seven the fund has paid 50% of the interest on the credits taken from commercial banks. The amount of money that has been used for this purpose in 1992 was 1,7 rnln. lv. and in 1993 - 0,820 mln. lv. The management board of the fund has decided to extend credits to three firms in 1994. The total amount of the credits is 4,4 min. lv.

The private firms could also use the incentives provided by Decree #110 or the Councils of Ministers from 13.6.91. They are paid by the "Aid and Credit for Bulgaria" fund and aim at retaining the existent and creating new jobs. These incentives are too small while at the same time require a lot, so practically only the very small and beginning businesses show interest in them. Some more important of these incentives include full-period unemployment benefits to persons turning self-employed and 3,6,12 monthly minimal wages to firms employing young specialists or disabled persons.

The complicated and inefficient system of providing credits and incentives, the lack of transparency of the taken decisions and the requirements to qualify, the bureaucratic goals and lack u. coordination in the activity of the governmental institutions make these incentives less efficient and limit their application.

Another source of finance for the private sector are the commercial banks. Their policy is directed towards extending short-term credits mostly for operating capital. Practically, it is only the trade companies that benefit from them. The banks have no interest in extending long-term investment credits because of the high risk.

In spite of the tighter control, which the banks exercise in crediting, bank inspectors have estimated that in 1991 - 1992 half of the credits to the private firms were not guaranteed. The practice shows that mortgages (basically houses, apartments and other real estate) are hardly liquid and the banks have difficulties selling them to redeem the debts of the disloyal credit takers. Part of the credits to the private firms was guaranteed by state companies without checking the real ability of the former to secure them.

In 1993 there was an avalanche of debts of private firms to the commercial banks. Part of the debts are regarded as difficult or impossible to redeem. The banks answered by increasing the guaranty to 120% of the amount of the credit, which, in conjunction with the high interest rates, made it impossible to take credit, except for a very short term.

The existing opportunities for currency credits through different foreign credit lines are difficult to use. The minimum amount of credit is way above the needs of the majority of private firms. Furthermore, the small and medium-sized business is not able to provide the required guaranties and in practice only the big companies could benefit from these funds. They had been attractive until the middle of 1993, when there was a considerable difference in the interest rates of the leva and currency credits. Since the end of 1993, with the devaluation of the lev this difference disappeared and if the inflation forecasts are to be considered, it all makes the currency credits unattractive.

The conclusion is that the terms of the financial aid and crediting of the private sector are becoming worse. A decreasing number of private firms could meet the requirements for crediting and the trust of the banks is in inverse proportion to the amount of the overdue credits. The aggravating social and economic situation in the country prevents the central executive power from providing assistance to the private sector.

5. Policy of stimulating the private sector
The lack of efficient policy of stimulating the development of the private sector in Bulgaria has its objective reasons. The main one is the general shortage of funds. The problem is to define the priorities in the social and economic policy of the state.

In 1994 the government does not have many reasonable alternatives to act. The great pauperization of the population and the chronic shortage of funds for social security and pensions as well as the engagements in servicing the foreign debt take up all disposable state funds. From this point of view the possibilities, and respectively the intentions, for direct state financial assistance for the private sector are hypothetical.

The state policy should be based on indirect methods: establishing a favorable environment by law and order and lifting the administrative barriers before the private business. Such policy should be selective, giving priority to the development of the small and medium-sized business and the production firms. Firstly, many subjective barriers should be removed to encourage the development of the private production firms. Some of them are:

• To introduce protective duties on the import of goods which Bulgaria produces and efficient export duties to stop the draining of valuable raw materials - timber, furs, non-ferrous metals, etc.

• To settle the legal and normative problems concerning the preferential use of free municipal and state-owned areas, idle and unfinished buildings, machines and equipment by private firms.

• To increase the incentives for creating new jobs.

The most important issues to solve for establishing a favorable environment for the development of the private sector are the completion of the land reform and the rapid privatization in industry.

