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I had an excellent trip to Bulgaria and am pleased to report the Institute is doing 
very well indeed. They are writing useful papers, working closely with senior 
government officials in the executive branch and Parliament, getting involved in the 
policy process, and generating significant amounts of non-AID dollars. 

NON-AID FUNDS RAISED AND PROJECTS ORGANIZED 

They have signed a contract with the Bulgarian-American Enterprise Fund to do 
a study on procedures in Bulgarian stock exchanges and on major securities traders 
(about $400 a month for 1 year) (see attachment 1). 

They have been announced as the speaker at the next meeting of the Bulgarian 
International Business Association (BIBA). They have spoken to the Association's 
Executive Director about entering into a contract with tnem to provide regular analysis 
on the economic/political situation in Bulgaria for their monthly meetings. They hope 
to have that resolved when BIBA finalizes its budget. 

They have arranged with Salomon Brothers to provide (for $1000) 
economic/political analysis for a group of potential investors Salomon is bringing to 
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Bulgaria later this month (see attachment 2). They have talked to Salomon about 
developing an ongoing relationship to provide this same type of analysis, and hope it 
will be arranged after their visit. 

The Institute has been invited to join ICEG, the International Centers for
 
Economic Growth, an organization of economic policy institutes around the world.
 
They will be invited to participate in a July meeting of ICEG's members throughout
 
Eastern Europe.
 

The Institute has been invited to join a group of policy-oriented institutions
 
across Eastern Europe organized by a foundation established by RJR Nabisco.
 

They are continuing discussions with the French Government about a 4-year 
project (for $3000/year) on market reforms during the last 150 years. 

They have been asked by the German Government to distribute 100,000 DM for 
small projects across Bulgaria on local financing, local investment policies, and the 
outlook for the tourism sector. They will receive 1400 DM/month for overhead. This 
is a one-year project, but they hope it will be renewed. As part of this project, they 
have received money from Germany for a project on the feasibility of establishing an 
energy-efficient investment fund (about 4000 DM). This is a joint venture between 
IME and the Energy Efficiency Foundation, funded by AID. 

They have a verbal agreement that they will receive funding from the German 
Ministry of International Cooperation to sel up a library of current economic 
publications (25,000 DM one-time funding',. 

They are negotiating with the Bulga'ian Ministry of Finance to do a study of the 
portfolios of small and medium enterprises. The Institute is also negotiating a project 
on aggregating information on uncollectible loans of the State sector. 

They are receiving a grant from USIS to translate and publish 3 economics 
books ($7000). The contracts with the translators and publishing houses have been 
negotiated. 

PAPERS PUBLISHED 

The Institute has prepared its first report on foreign investment (see attachment 
3). It will be published and presented to BIBA. At a later date, this paper will be 
expanded. This is the first step in organizing a major conference on this subjec: for 
the end of this year. 
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The Institute has organized a course on securities trading, to be presented in
 
Gabrovo. It came about as the result of a suggestion made at an AID meeting for
 
grantees, and will be the first such course presented in the rural area of the country.
 

Everything You Wanted to Know About Economics and Prosperity. by 
Gwartney and Stroup, has been translated. It will be published in two weeks (see 
attachment 4). Arrangements have been made for Jim Gwartney to visit the Institute in 
May and teach a course for the Institute at the New Bulgarian University. 

"Privatizing the PrivatizaCdon Process" was published as the lead article in 
Banker Newspaper (see attachment 5). 

"Economic Predictions for 1994" was published in Economics Newspaper (see 
attachment 6). 

"Bulgaria: Island of Stability" was published in Capitol Press Newspaper (see 
attachment 7). 

At the request of Demokratizatsiya: Journal of Post-Suviet Democratization, co
sponsored by American University and Moscow University, the Institute wrote an 
article, "Bulgaria's Political Economy of Transition" (see attachment 8). 

At the request of the Bulgarian Association of Commercial Banks, the Institute 
is writing a concept paper on how to organize the sharing of communication among 
banks, without violating laws, on people applying for credit. 

For Montreal University's publication of a textbook which will be used in 
Canadian and American universities, the Institute was asked to write a chapter on the 
process of creating constitutions in Central and Eastern Europe. 

The Institute is working on a project on bank privatization. A paper on the 
subject is in draft. Doug Kruse of the Banking and Finance Assistance Center of the 
East-West Center will visit the Institute die week of April 25. 

The Institute's major project has been securities legislation. Ivanka gave a one
week course to the First Bulgarian Stock Exchange in January for broker/dealers on 
how to operate. Krassen and Ivanka worked very hard to help organize the conference 
on securities legislation, which I attended. Following the conference, Walter Stahr 
prepared an article which was translated and published in 24-Hours Newspaper. 
Securities legislation will continue to be a significant effort, as they work with the 
Ministry of Justice, experts from the Central Bank and Ministry of Finance, the 
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Parliament and stock exchanges to shape the securities legislation for their country. 
This is discussed in more detail below. 

The Institute now has an official brochure (see attachment 9). They have
 
already begun distributing it widely in Bulgaria. I have sent it to 35 U.S. companies
 
doing business in Bulgaria as a first step in fundraising.
 

TRIP REPORT 

The main purpose of my trip, in addition to ongoing planning and budgeting 
with IME, was attending the conference on securities legislation held at the Council of 
Ministers. The Institute, especially Ivanka Petkova, and Walter Stahr of the SEC (who 
has been working on this project pro bono) did an extraordinary job. 

The Institute had been asked last summer by the head of the First Bulgarian 
Stock Exchange, Victor Poposov, to offer an alternative to the proposal by a World 
Bank-funded group, based on the Frankfurt Stock Exchange. Herrs Weimersch, 
Dreiling and Schwartz prepared two lengthy draft papers which are extremely heavy
handed and administrative ("a stock exchange must be organized as a joint stock 
company, with X members on their Board of Directors, approved in a specific manner, 
etc.) Understandably, many Bulgarians object to the lack of freedom incorporated in 
the German model. In other places, the vagueness of the German draft made the 
Bulgarians nervous (a license for operating a stock exchange may be revoked "if it is 
detrimental to investors"). 

We met for a day and a half (their national holiday and Saturday!) with 35 very 
senior government and private sector representatives (see attachment 10). Walter had 
prepared an excellent analysis of the 11 major substantive areas of disagreement 
between the drafts (e.g., the definition of securities, licensing of securities firms, 
organization of a securities agency, etc.) (see attachment 11). Due to Ivanka's urging, 
this was used as the agenda for the discussion. 

A few areas of disagreement were resolved--all, I should add, in favor of 
Walter's draft. Examples include whether trading on insider information should only 
be prohibited if the information is detailed (it shouldn't) or whether insider trading 
should only be prohibited for officers and directors (no, employees should be 
included). However, most of the disputes were left unresolved. Deputy Minister of 
Justice Nadelchev agreed that a small group of experts--which we expect will include 
Ivanka--will work to resolve differences. They plan to have legislation submitted to 
the Parliament by early May. 
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The Institute has done an excellent job in this area, translating drafts, 
coordinating with all the policymakers involved in the project, trying to get the best 
possible securities legislation prepared for their country. With little money and in a 
very short time, they have draft legislation far superior--and and more responsive to 
Bulgaria's needs--than the extremely costly, time-consuming World Bank-financed 
drafts. I am proud of their efforts to date. 

cc: 	 Jerry Zaar 
Mission Director, AID-Sofia 

Attachment 1: Draft Study for BAEF 
Attachment 2: Paper for Salomon Brothers 
Attachment 3: Paper on Foreign Investment 
Attachment 4: Title Page of Gwartney & Stroup Book 
Attachment 5: Banker Article 
Attachment 6: Economics Article 
Attachment 7: Capitol Press Article 
Attachment 8: Demokratizatsiya Article 
Attachment 9: IME Brochure 
Attachment 10: List of Conference Attendees 
Attachment 11: Stahr's Comparison of Securities Drafts 



LISTING AND TRADING IN BULGARIAN STOCKS 

A PRACTICAL GUIDE FOR POTENTIAL USERS AND 
INVESTORS 

OUTLINE OF PROPOSED MONOGRAPH 

INSTITUTE OF MARKET ECONOMICS / BAEF 

GENERAL TERMS 

Bulgaria is still lacking laws on securities trading and on stock exchanges. 

Primary issues or secondary trading are under the regulation of two main 

state institutions the Ministry of Finance and the Bulgarian National 

Bank. '. hey however are not authorized in the sense of the US SEC' 

responsibilities. 

a! Ministry of Finance 

o Corporations are not due to file prospectus to the Ministry. 

o The Ministry has specific printing requirements to the securities to be issued. 

o Insufficient fulfillment of obligations ot the court when registering firms let the 

Ministry to check the identity of the issuers. 

o Additionally they may require an application from the issuer. 

bi Bulgarian NationalBank 
o Issuing securities is not considered as a banking transaction by occupation. Thus, a 

permit is not needed to be granted by the BNB. 

o The issue of securities in Bulgaria is allowed only in Bulgarian Lev. A necessity of 

granting a permit can arise when the issue involves a clause regarding foreign 

currencies (denomination, effective payments etc.). 

I. WHAT COMPANIES ARE TRADED: 
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1. What have been their principal characteristics (mix of current and 
historical data - to be completed as data availability permits): 
o initial offering date; 
o volume; 

o price range; 

o typical offering spread; 
o earnings and dividend history; 

2. What does "listing" mean 
:,,There are no general law provisions for stocks to be listed. Some of the 

stock exchanges create their own rules for this. In some cases the Rules 
involve terms (like distribution of a prospectus) which does not 
incorporate their Western meaning. 
According to the Rules of the First Bulgarian Stock Exchange (FBSE),
 
the Registration Committee is the entitled body applying the procedures
 
for securities registration and signing a contract with the issuer. Every
 
issue is to be registered separately.
 
al The requirementsfor the companies to becone listed: 
o The stocks have to grant equal rights to all holders (with no restrictions 
for trading with them; with equal voting rights and rights for receiving
 
dividends);
 
o If registered on an other stock exchange the documents for this
 
registration shall be accompanied with the new registration contract;
 
o The issuer shall prepare a circular letter (prospectus) and shall send it 
to the potential buyers. The prospectus shall involve the following
 

information:
 
- total volume of all securities issued;
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- quantity, face value; specific terms of the issue to be registered; ratio of 
the stocks for public offering; preferences; voting rights; expected 
dividends and haw often they will be paid; intended use of the proceeds; 
distribution and commissions for the offering; the business of the issuer; 
(including its subsidiaries and affiliates); competition and risks for the 
issuer; relations with the banking system; ratio between domestic 
production and production abroad; current state and future development 
of the personal; business relations which if breaking off will 
subsequentially influence the development of the joint stock company; 
directors, officers aiid other key employees whose relieve or discharge 

-,will have the same consequences; 
- current directors (education, -professional experience, previous 
activities; stocks and other types of ownership; relations between these 
persons and the issuer and possible conflicts of interests; salaries of the 
directors and other employers; 
- percentage share of the public issue; minimal quantity of the securities 
traded on the stock exchange; personality of investors who own 20% or 
more of the issue (could such an ownership be considered as control 
ownership); 
- balance sheet, profit and loss statement for the most recent fiscal year 
and additional information required by the contract between the FBSE 

and the issuer; 
- financial data on every year since the previous 5- years period, including 
the quantity of stocks which value has been paid; capital; dividends paid 
(total value and on a separate stock); debts of the company; 

- copy of the registration of the company in the court (valid since the last 
tree months), date of setting up of the company, address. 
For the time being the requirements mentioned have not been followed 
very strictly. The implementation of the listing requirements is under 
way. The trading on the FBSE occurs mainly in unlisted securities. Listed 
are the stocks of: 
Lex Plc 

Credit Bank
 
First East International Bank
 

Trakya Commerce Company
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Investment Fund "Razvitie" 

Naturella Jse. 

b/To what standards must companies adhere once listed 

3. What type of public or regulatory accountability does management 
have with respect to 

o financial reporting; 

o insider information; 
o related party transactions etc. 

- ,a/ According to the Accounting Law financial reporting is obligatory for 
joint stock companies. They have to-publish their audited balance sheets 
until the end of the fiscal year (30 March). 
bi There are no law provisions about insider information. 

I.TRADING IN STOCKS 

1. What is the "security" what isactually bought? 
(book-entry, bearer or registered shares) 
In the Bulgarian Commercial Code there are no common regulations on 
securities. There is no legal definition of the term "securities". Under the 
Commercial Code however one of the obligatory conditions to lose or 

*acquire ownership on stocks is to present the security as document when 
selling it. It is not sufficient to endorse the stock to someone but to grant, 
to give him the document "security". The presentation of stock is the 

necessary condition to: 

- be member of the joint stock company; 

- to use membership rights. 
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2. How secure is ownership of these types of sharesagainstloss, theft,
 
counteifeiting, unauthorizedsales of new securities, etc.
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3. Are all shares the same with respect to claims on the company, dividends,
 
voting etc.
 

4. What seems to explain the price of individualissues, i.e., what is rationale 
that investors offer (how read the coffee grounds) 
Investors buy stocks for both dividends and capital gains. 
a! They seem to buy growth stocks primarily for the expectation of 
capital gains. They are interested in the future growth of earnings rather 
than in next year's dividends. This is the case when buying stocks of 
commercial banks. Investor know that for the time being banks have to 
make mondatery provisions for their "bad debts". So, issuers do not 
promise to pay high or even any dividends. Dividends to be paid by some 
commercial banks (Bank for Agricultural Credit, First Private Bank, 
Central Cooperative Bank) may continue to be zero for the next few 

years. 
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bi Investors however expect they to be positive sooner or later. In these
 
cases one can say that the stock price equals the present value of
 

expected future dividends.
 
Investers buy income stocks of other issuers (like Lex Plc) primarily for
 
the cash dividends.
 

Stock markets are of very low efficiency. There is no tradition to collect
 
information, there is a lack of infoimation. Investors get only the general
 
information about the companies are going on. They can only once a
 
year read financial statements of the companies. Prices mainly follow
 

scarce information about companies:
 
..o occational information about future murgers or forein participation 

have impact on the demand of the stocks in charge. The price starts to 
increase ( First Private Bank ) 
o allthogh the promise of dividends does not have any legal background
 

or concequences for companies, statements including promised
 
percentage points of dividends to be paid in the future have an increasing
 

effect orstock prices.
 
Prices on different stock exchanges move sometimes in broad spreads.
 

The market is thin, liqudity is low, trading in the stocks of some issuers
 
on many stock exchanges in the country makes prices unpredictable from
 
the reviewed points of view. Manipulations could be one of the
 

explainations of the price movements as well. It's hardly to say that.stock
 
prices reflect basic economic indicators, overall performance of issuers
 
or investors expectations of furure operating and investment
 

performance.
 

M. WHAT ARE THE PRINCIPAL STOCK EXCHANGES AND WHAT 
ARE THE DIFFERENCIES BETWEEN THEM 

1. In Sofia there are two stock exchanges: First Bulga-.an Stock
 

Exchange (FBSE) and Sofia Stock Exchange (SSE). The FBSE is a joint
 

stock company with capital of BGL 10 000 000 ; face value of the shares
 
is BGL 1000. Shareholders are banks (Foriegn Trade Bank, State
 

Savings Bank, State Insurance Institute), financial and brokerage houses
 

and trading companies
 

http:Bulga-.an
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Additionally in Varna, Bourgas, Pleven, Stara Sagora, Pleven,.... In 
Russe, Gabrove .... stock exchange departments to the commodity 

exchanges have been established. 

2. Are individual stocks traded on more than one exchange 

o explain the relevant differences between the different exchanges in 

terms of this monograph's focus on how individuals set up an account 

and buy stock 

-LV. HOW DOES ONE BUY A STOCK. ALTERNATIVES AND BEST 
WAY 

1. Do you have to have an account 

2. Who offers accounts 

3. How is an orderplaced,payment made andthe evidence ofpurchase 
accomplished. When you sell how do you get the money back (andif
 

foreigner,convert to hardcurrency)
 

4. How are dividends received 
(Think of this as "walking through the process) 

V. LEGAL AND TAXES 

1. What are the requirements to open an account and buy shares 

2. How are dividends taxed? Is there withholding oftax 

3. How are gains and losses treatedfor taxpurposes 

A. Taxation when buying equity or debt 
Under the tax legislative treatment there are three main groups of persons: 
o individuals; 

o physical persons (merchants, tradesmen or sole proprietors) and 

o firms (juridical persons) 
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Two of them (physical persons and juridical persons) merit attention in respect to 
tax treatment of income on debt and equity. 

a! The group ofphysical persons (merchants,tradesmen or sole proprietors) involves 
basicallysmallfirms under the Commercial Code, private owners ofmedical service 
firms and handicraftentities createdunder the Regulation No 35 ofthe Council of 
Ministersfrom 1987 
Given the current tax treatment this group would prefer purchasing shares because 
of favorable income tax treatment (Income Tax Law, Art.13, Sec. 4, P.7). There is 
not such favorable trcatment when buying corporate bonds. 

b/ Underthe legaldistinctionsthe group involving juridicalpersons (firms) has the 
possibilityofbeneficialtax treatment: 
o in the case of making profits as a result of participation in foreign companies
 

subsidiaries after taxation there (Regulations on application of Degree No 56, Art.
 
71, Sec.3, P.3). This case however can not be considered as a motivation of vital
 

'*importance. 
o There is a legislative limitation for commercial banks when buying equity - to get 

a permit from the BNB when acquiring more than 10% in the capital of a non
financial enterprise. 

B. Tax treatment of returns on securities 
There are not legal provisions aout the tax treatment of returns on securities. The 
holders still do not know if the taxation will be on the return when sailing bonds or 
on the face value of the security on maturity. According to statements of the 
Ministry of Finance all returns on securities are subject to taxation. 

5. Treatment offoreign versus domestic investors 

6. What are thge theoreticalandactualenforcement mechanism 

VI. OTHER COMMENTARY YOU WISH TO MAKE 
Note - this could be a place to highlight and additional areas of potential 
concern for the individual investor. 
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BULGARIAN POLITICAL CONSTELLATION IN 1993
 

(1) Background
 

The first non-communist government in the post-WWII Bulgaria
 
was formed in November, 1991.
 
It was based of the October 1991 general election results,
 
Parliamentary seats being divided as follows:
 
110 for the Union of Democratic Forces (UDF), a loose
 
coalition of then 16 anti-communist parties and groups;
 
106 for the Bulgarian Socialist Party (BSP), renamed
 
communists;
 
and 24 for the Movement for Rights and Freedoms (MRF), a
 
party representing Tur2'ish minority.
 

(33% of the voters supported moderate and "centrist" parties
 
which left outside the parliament.)
 

This necessitated a coalition. Given the circumstances it
 
could only be between the UDF and the MRF. Thus, the 
government was to be as strong - or as weak - as the 
coalition. 

UDF leadership should make a clear choice between two
 
pertinent strategies: either to rely on public support
 
(which had to be ensured and broadened), or rely on the
 
administrative resources.
 
The first choice would have necessitated: 1) a written
 
agreement with the MRF to support the UDF Cabinet; 2) prompt
 
privatization ; 3) measures to secure interests and public
 
involvement in the UDF economic policy; 4) media policy to
 
keep the public informed; 5) a moderate attitude towards
 
non-communist rivals. (Public opinion polls showed that most
 
people in general expected at least part of the a/m steps.
 
At least step 3 had to be secured for MRF supporters.)
 

The easier choice was made by the UDF leadership, namely, to
 
rely on administrative resources. With this "administrative"
 
approach triumphing, none of the a/m steps were deemed
 
necessary. Thus, negotiations with the MRF got started only
 
after the first (May, 1992) Cabinet crisis. Privatization
 
(both market and mass) was stopped and postponed. Public
 
support was taken to be axiomatic. Media freedom was curbed.
 
Non-parliamentary groups, especially those representing
 
business interests, were treated with contempt.
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But the Cabinet did not really have the administrative
 
resources to run the country in such times of reform, and,
 
consequently, of permanent split and occasional
 
confrontation. The old nomenclature had to be replaced
 
first. The new people were not competent enough, and relied
 
on the overburdened central government for daily guidance.
 
Anti-communism could not of itself produce positive
 
decision-making routines.
 

The parliamentary constellation was changed significantly

after in October 1992 UDF Prime Minister, Philip Dimitrov,
 
ask for confidence vote on negligible occasion, did not
 
received support from MRF and lost its bare majority.
 

The four months long government crisis (September-December
 
1992), which passed from the Legislative to the Executive,
 
was finally resolved when a "Government of Technocrats" was
 
formed headed by Professor Liuben Berov, an economist,
 
former President's Advisor, on December 30, 1992.
 

Berov Cabinet was supported by the majority of the ex
communists (BSP), the party representing the ethnic Turks
 
(MRF), and some "dissidents" from the UDF, led by Dimiter
 
Loudzhev. Apparently, Berov had two courses open to him: to
 
cooperate with the communists .n payment for their support,
 
or to pursue the reform along UDF lines, braving the
 
communists, and relying on the Presidenc and the anti
communist feeling still paramount in the country. Thus, 
expectations were based on a broad and amorphous anti
communism: Berov was supposed to take the second course.
 
President Zhelev was expected to be the guarantee against
 
possible attempts to slow down reforms.
 

(2) Current politics
 

2.1. Current situation in the legislature is as follows:
 
A) UDF group lost 26 of its members who now either play
 
independent or have established another group; UDF fraction
 
has at the moment 84 members.
 
B) BSP group lost three of its members who sometimes vote in
 
conformity with the main stream; now the fraction consists
 
of 103 MPs.
 
C) MRF group was left by five of its members, two of them
 
occasionally vote as UDF, others play independent; now the
 
fraction has 19 members.
 
D) Instead of the initial three parties in the Parliament as
 
it was constituted by the general vote in October, 1991, now
 
there are five parliamentary fractions. The two new groups
 
are: the New Union of Democracy (NUD) with 20 members led by
 
a/m Dimiter Loudzhev an a/m Dimi~er Loudzhev and Assen
 

*Dimiter Loudzhev is a UDF founder, deputy prime-minister in
 
the coalition government of 1991, minister of defence in the
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"independents" who haven't named themselves yet and who vote
 
unusually with the majority.
 
E) UDF possesses control positions in several major
 
committees of the Parliament having chairpersons in the
 
Committee which provides final drafting of the bills; Budget
 
and Finance Committee; and National Security Committee; BSP
 
chairs the Local Governments Committee; MRF has a
 
chairperson at the Agrarian Reform Committee; and NUD runs
 
the Economic Committee and some temporary committees.
 

2.2. Constellation with the executive and judicial branches
 
differs from that in the legislature.
 
2.2.1. Obviously cabinet has no clear political image but it
 
is no copy of the parliainentary influential positions.
 
"Cabinet of technocrats" provides the possibility to bargain
 
with parties and trade unions on each issue of current
 
political importance. There are two major periods of these
 
impacts: first, before June 1993, when year Budget passed
 
through the Parliament, the cabinet was trying to mobilize
 
support outside the Parliament and among trade unions; and,
 
second, after passing the '93 budget when cabinet begun
 
trade-offs on key positions in the executive with
 
parliamentary supporters and managed to minimize its
 
dependance on the trade unions.
 
2.2.2. Constitutional Court was elected in 1991 when its
 
membership reflected influences of UDF, president Zhelev and
 
some moderates from BSP. It's possible to say that here
 
democrats have majority over the members with ex-communist
 
background. This situation will last at least until the fall
 
of 1994 when re-approval of the constitutional judges should
 
take place.
 
Judiciary is almost entirely under UDF control, especially
 
it is true regarding the Supreme Court and Prosecutor Chief.
 
UDF opposition to Berov results in a tricky juridical
 
struggle between the cabinet and the Court. The most
 
significant conflict is regarding privatization: pro-UDF
 
Supreme Court has discontinued all governmental acts aiming
 
to change top privatization officials and is intending to
 
take under scrupulous consideration all claims against
 
privatization procedures initiated by the cabinet and/or
 
Privatization Agency.
 

(3) Summary of motivations
 

Being backed by BSP, MRF, NUD, and "independents" Berov
 
cabinet survived in five non-confidence votes initiated by
 
already oppositional UDF.
 

UDF cabinet who was replaced in May, 1992; NUD is being
 
backed by the Center for New Politics (CNP), an alliance of
 
central and local administrators, trade-unionists and
 
bankers; Assen Michkovski is Head of the Economic Committee
 
of the Parliament.
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3.1. Berov cabinet started as a "moderate UDF"; they claimed
 
they would follow the UDF reform program and be a
 
"government of privatization". (Berov himself is ona the
 
drafters of the program.) It looks as if he, after starting
 
on the pro-UDF course, got intimidated by the ex-communists
 
and decided that they merited some payment for their
 
Parliamentary support. He seems to have missed the point
 
that the BSP would in all probability support him no matter
 
what he does, as they are certain that for them he is the
 
least bad Prime Minister.
 

3.2. The President is currently (February 1994) very
 
powerful, considering. The situation is somewhat abnormal,
 
as there are no institutional and/or constitutional
 
provisions, enabling the President to channel this power
 
effectively. This situation is not so much a result of his
 
own activity, as of the suicidal tactics of the UDF (which
 
made it weak in Parliament), and the weakness of the
 
Cabinet. Some internal political clashes in all the parties
 
in the Parliament contribute to the current situation as
 
well. (Similar cases are Poland in 1993, before the
 
elections in September; and contemporary Hungary facing
 
elections in May this year.)
 

3.2.1. The UDF tough line on the government resulted in the
 
increase of the BSP influence in the cabinet. The
 
compromising position taken by the Berov cabinet also
 
spoiled its relations with the President who in the
 
beginning was positive towards the government and its
 
programme.
 

3.3. One of the crucial problems to be faced in 1994 will be
 
the stability of the two party system. In the second half of
 
1993 three tendencies dominated the party politics.
 

The first was the attempt of the group around Philip
 
Dimitrov to turn UDF-coalition into an unified and
 
centralized party. The major step in this direction was the
 
re-election of Dimitrov as a Chairman of UDF Coordination
 
Council in December 1993. Against him voted the three UDF
 
sound parties - Democratic party (DP). RDP and United
 
Christian Democratic Center (UCDC) who altogether have a
 
majority of the UDF seats in the Parliament.
 

The second trend was the generational and ideological clash
 
in the leadership and parliamentary group of the BSP. As the
 
result of this struggle the so called Komsomol-generation is
 
controlling now the party. Like the UDF-leadership they are
 
in favour of the two party system based on the
 
confrontational politics. Till now this group is for
 
preserving the government and is concentrating its attacks
 
on the President. In the end of September Zhan Videnov, the
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leader of the BSP, defined Zhelev as the BSP's "strategic
 
enemy N 1".
 

The third major tendency in the party politics was the
 
appearance of two new political actors which often are
 
defined as Left Center and Right Center. The Left Center is
 
the Citizen Alliance for the Republic (CAR), a political
 
movement led by the former deputy prime-minister in Popov
 
government, Alexander Tomov. Tomov was elected on the ticket
 
of the BSP and represented the would be social democratic
 
trend in the party.
 

3.4. Motivation for all mentioned political motions is the
 
fear of fresh elections. None of the leading parties is
 
ready to undertake and realize the election initiative
 
relying just on its own efforts. (Similar developments took
 
place resently in Slovak republic and it is very likely that
 
Slovaks will follow Bulgarian type of domestic politics.)
 
This is especially true with BSP which is striving to
 
improve its positions in the administration on deputy (or
 
senior) ministerial level. President Zhelev is not capable
 
neither.
 

Parliamentary reshuffling of the constituent vote of October
 
1991 has been facilitated and motivated by the existing
 
constitutional framework.
 
It looks as follows:
 

a) Rules and Procedures of the Parliament allow
 
representatives to establish any kind of grouping they like;
 
b) Constitution itself (Article 99) provides for situations
 

of government crisis that "President shall appoint the prime
 
minister-designate nominated by the party holding the
 
highest number of seat", in case this nominee fails, "the
 
President shall entrust this task to... the second largest
 
parliamentary group"; should the new nominee also fail to
 
form a government in one week term, the president shall
 
transfer the task to "one of the minor parliamentary
 
groups";
 
c) Constitutional Court Determination N20 (of January 1993)
 

provides no limits for the repetition of this procedure, and
 
prescribes no pre-conditions with regard the constituent
 
will of voters.
 

Berov government was a typical weak post-communist
 
government, pushed to choose between two possibilities to
 
commit a suicide or to be murdered. It can be predicted with
 
90% certainty that the new parliamentary elections will take
 
place in 1994.
 

(4) View from in-outside:
 
John Wilton before the Bulgarian Press
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"I think 1994 is a year of potential for Bulgaria but to
 
realize the potential the focus needs to be on the economic
 
agenda and not on political agenda or struggles for power"
 

"The first priority is passage of the budget for 94 which
 
will help to restore macroeconomic stability.
 
Secondly is the potential agreements with the Paris Club and
 
the London Club and work needs to proceed in order to
 
realize that potential."
 

"Then what needs to be focused on is the real economy.
 
Bulgaria was successful in 91 and partly in 92 in
 
macroeconomic stabilization but where the reform was not
 
moved forward at a fast enough pace is the structural change
 
of the real economy."
 

"I would list four or five priority areas. 
One is privatization, that means market privatization and 
mass privatization. This requires passage of the amendments 
to the privatization law. 
Secondly, ... to impose financial discipline on state 
enterprises. 
Next, I would mention agriculture. You need to continue the 
process of returning lend to private farmers and encouraging 
them to invest and to restore agriculture. Bulgaria is a 
potentially very profitable agricultural economy and this 
could generate a bit of employment. 
In terms of law, ... the focus should be made on the tax 
laws (profit and income tax), bankruptcy law and the stock 
exchange and securities laws. 
I also believe the other area to try to tackle is social 
policy - the reform of the social insurance and pensions". 

Sofia
 
February 20, 1993
 

Krassen Stanchev,
 
to be used by Salomon Brothers Inc. group
 

visiting Bulgaria in March 1994
 



STATE, PROBLEMS AND PROSPECTS OF FOREIGN CAPITAL INFLOW IN BULGARIA 

One of tie main problems and setbacks to cconomic grow\h and reforms in Bulgaria is the lack of 
sufficient in quantity and adequate in forms external financing and foreign capital inflow. If we put aside 
the contemporary concepts of capital import as a powerful factor of growlh and restructuring of the 
economy, as well as the experience of many successful developed and developing countries, which have 
reached high lcvcls of growth largely through attracting foreign capitals, the significance of this problem 
for Bulgaria is determined by the following factors:Thc adjustment to a situation of large internal and 
external disequilibriums. inherited from the past. in the conditions of total isolation from the international 
credit and capital markets requires drastic cuts in investments and imports and therefore has very serious 
consequences for the meditini-and long-term development of the economy. The only way of mitigating 
these consequences is to ensure the inflow of fresh capital to the county.Moreover, the attainment of 
long-lasting a'd stable -'quilibrium is impossible without overcoming the inefficiency of production, 
which in its turn. is a result of the structural and system distortions. The scope and nature of these 
distortions are such that the restructuring can not be done simply through reallocating the resources from 
one branch to another, due to the specific production factors which they utilize and the absence of 
developed market structures, institutions and mechanisms of reallocation. This process thus requires large 
amounts of fresh investments. Inthe current economic environment, Bulgaria is very short of domestic 
savings. i%ith which to fund these investments. One major source of funds, especially for large-scale 
investments is foreign capitalFurthernore. the structural transformation and radical economic reforms 
require not just additional inflow of funds. but also technology and knowledge transfer, new managerial 
and organizational experience, skills and techniques and last but not least, new way of thinking and 
attitudes. The presence of foreign capital in the country could play very important role in this respect both 
through the changes promoting impact of competition and the demonstration effects of its market-oriented 
behaviour and modern business culture.Because the Bulgarian economy is heavily dependent on the 
international markets, and at the same time its foreign trade is still geographically very concentrated to 
the former CMEA countries, which are now suffering from a severe economic crises, the recovery of 
economic growth depends to a very high degree on the ability of the country to reorient and expand 
exports to the developed countries. This is also necessary in order to resume payments on the country,s 
external debt. The obsolete structure and incotupetitiveness of the export production, as well as the 
adverse external developments make it difficult to penetrate this markets on the basis of the conventional 
forms of trade alone and require "more sophisticated" forms, including direct participation of foreign 
capital in the economy.This is why now the problems of resuming the external financing and zctively 
attracting foreign investments should be made a priority of the economic policy and reforms. 

1. BACKGROUND AND CURRENT STATE OF FOREIGN FINANCING AND FOREIGN 
CAPITAL INFLUXAs a result of the domination of one-sided theoretical concepts and ideas about the 
role and importance of capital import and the conservative and inconsistent external borrowing policy, 
almost during the whole Socialist period Bulgaria had used only limited amount of foreign resources and 
was almost totally isolated from the process of international capital movements.The evolution of the policy 
of attracting foreign resources began from the total rejection of external credits in the 60-ties and passed 
through a period of relatively active use of commercial borro'ing and financial credits, mainly in the 
form of syndicated !oans from the Euromarkets and finally lead to a very cautious approach to opening the 
economy for foreign direct investments. Formally until 1985 and effectively until 1989 the only form of 
foreign financing were the loans from official and private sources. The amount of foreign borrowing was 
small owing both to the conservative external borrowing policy and the absence of diversification of the 
forms, sources and instruments of financing and to the fact that foreign borrowing operations were 
delegated to only one financial institution. BFTB, which acted on behalf and on the orders of the central 
authorities. No other economic entity was allowed and had access to the external capital and credit 
markets. The exchange controls applied not only to the external operations, but also to the internal 
allocation of foreign currency resources. All currency earnings, regardless of their origin were compulsory 
centralized and were in the same way centrally and according to the plan allocated. The exchange controls 
made it impossible for the enterprises to service debts in foreign currencies, thus restricting them from 



taking foreign credit.This practice of foreign borrowing did not allow to maximize tie volumn, but also to 
optimize the terms of financing and to effectively monitor the external payment position of the country. 
Bulgaria was not permanently present in the international financial markets and appeared "sporadically", 
regardless of the situation and therefore of the costs of financing.Thc bulk of foreign credits was used to 
finance large projects. designed to develop or to improve inport-compcting industries or industries, 
exporting to CMtEA rather than to boost export production to western markets directly. Most otthese 
industries werc import-intensive. Consequently they could not possibly generate foreign currency to repay 
the debts.Thus the accumulation of external debt was accompanied by growing difficulties in meeting the 
debt service obligations.With diminishing export earnings hardly covering even the crucial imports and a 
debt service ratio rising to over 80 percent ofexport earnings in the period after 1985 foreign borrowing 
became increasingly a source of new credits to service the debts incurred in previous periods or outright 
borrowing for consumption with no real contribution to economic growh and development. Payments on 
the accumulated debt burden caused a net outflow of foreign currency resources. Thus the indebtedness 
crises turned in~to insohency crises, whose only delayed acknowledgement was the 1990 declared default 
on international obligations of the country. As a consequence Bulgaria was excluded from further 
participation in the international capital markets and what ismore important, because it constituted a 
considerable proportion of its foreign financing, the country lost its short-term trade financing and the 
trade intermediation services provided by it;zernational banks that go along with it.Since 1990 foreign
financing has been almost exclusively in the form of loans from the international financial institutions and 
from official creditors on the basis of bilateral and multilateral intergovernmental agreements within the 
programs of assisting reforms in Central and East European countries. Disbursements from these sources 
for the period 1990-1994 amounted to USD 2.220 billion. These loans and grants could neither cover the 
needs of the country in foreign financing nor could they substitute for the absence of private capital 
illow.The growing difficulties in providing foreign financing have lead to a gradual deregulation and 
liberalization of the foreign exchange regime. Initially only th internal allocation of currency credits was 
decentralized as the newly established after 1986 commercial banks were authorized to grant internal 
currency credits. At that time, however, these banks had neither their own foreign exchange deposit base 
nor %'-erethey allowed to borrow abroad. They %,'ereproviding loans to enterprises above the targets set in 
the plan, but within the limits of foreign exchange resources, conveyed to them by the BNB. All credit 
terms were centrally administered. Besides, the banks w%-ere strictly specialized in a particular sub-sector 
and could not freely choose their customers. Similar to BFTB, their roll was restricted to technical 
executors of decisions taken by the central authorities.Later the decentralization process went on as the 
new banks were licensed to perform external operations. The aim was to avoid the credit constraints, 
which the only financial institution until that time. authorized to perform foreign borrowing operations
 
was facing due to the excessive accumulation of debts. The activity of these bank in attracting foreign
 
resources. especially medium- and long-term. remained weak owing both to the initial difficulties in
 
penetrating the international financial markets and the lack of well trained and qualified staff, but mainly 
to the fact that at this time the credit-rating of the country as a whole had already started to fall
 
dramatically. Decree N 56, enforced in 1989, allowed the enterprises, too to take credits abroad, but under
 
the permissive regime of BNB. Further restriction on the possibility to take credits abroad was the
(bligation to service debts using only enterprises, own foreign exchange funds, which they retained after 
having fulfilled their plan targets to sell aconsiderable amount of their foreign currency earnings to 
BNB.The decentralization and liberalization process continued after 1991. In February 1991 the Decree N 
15 was passed, which amended the foreign exchange regime. introducing internal convertibility of the lev 
and floating exchange rate regime. This allowed the enterprises to service the obligations on the approved 
by BNB credits by using not only their own currency funds, but also by buying foreign exchange in the 
then established currency tmarket.As a re.'t!t of the bank reform, started in 1990, a great number of new 
commercial banks were founded and some of them were licensed to perform external operations. Thus the 
number of banks, participating in the foreign borrowing of the country increased. The administration of 
exchange rate and interest rate was lifted and credit policy was liberalized. Since then the banks can 
freely choose their customers and negotiate with them all credit terms.The deteriorating external 
conditions and access to external credits have lead to still another, one might say "revolutionary" change. 
In 1985 the first legal act. Decree N 535, admitting foreign direct investments in the country was adopted.
The hopes then were associated with the access to foreign credits as well as to the western markets that 
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our foreign partners would provide rather than with the inflow of foreign capital.An evidence for this was 
the policy and practice of establishing joint ventures,as well as the legal act itself with its rcstrictive 
provisions, concerning ownership rights and nmanagement. The legal and economic system at that time 
could neither guarantee the interests and property of foreign investors nor could they provide normal 
conditions for the economic activity of thejoint ventures. For the whole period of its action until 1989 
only 19 joint ventures had been founded.In 1989 Decree 56 introduced some progressive changes in the 
ownership and legal forms of economic activity and in the functioning and management of the cconomv. 
as well as in the legal and economic regime of foreign investments. At the same time it left a large 
normative vacuum in a number of problems. which hampered the inflow of foreign capital. That was 
especially tne for the ownership rights on the state property and the decision making process in the state 
enterprises and that was a major obstacle to the process of establishing joint ventures. The legal 
framework was laid and the process of transforming state enterprises into joint stock or iimited liability 
companies began thus formally allowing the foreign investors to acquire shares in them. Because of the 
lack of clearly defined procedures of the transformation and riles of transferring the shares as well as of 
evaluation techniques and methodology the process proceeded spontaneously, to a great extent illegally 
and out of control and was accompanied by abuses. This made it necessary to impose a moratorium in 
August 1991 on the disposal ofstate property in the enterprises, which applied also to their rights to create 
joint ventures and to transfer shares. As a rczult the access of foreign investors to the public sector, 
comprising nearly 95% of the economy, was almost closed or at least made difficult and put under 
administrative control.The lack of privatization, demonopolization and decentralization of a number of
 
industries and economic sectors, which should have been a source and driving force for the,ownership
 
transformation, hampered the development of the private sector. It was represented by a constantly
 
growing number of small, financially weak private firms with their activities concentrated in the informal 
sector or in retailing, transport and other services.As a result of all this and with constantly deteriorating 
economic conditions the inflow of foreign capital was weak and mainly in the form of green field 
investments or joint ventures with private firms that predetermined the size and nature of the invested 
capital.Since 1991 two other laws on foreign investments have been subsequently passed and adopted, the 
latest one dating from January 16, 1992. Each of these laws liberalized further the legal and economic 
regime of foreign investments.The liberalization applied to decreasing the number of prohibited for 
foreign investors industrial branches and spheres of activity, limiting the scope of the permissive regime 
as well as to the initially partial and later full liberalization of the repatriation of profits. income and 
investments. The range of investment forms. which are now subject to special treatment and protection 
under the kI.w, was also widened.As a result the number of foreign subsidiaries and joint ventures grew up. 
According to NSI. by 1993 it has reached 1500. Their total capitalization, however, remained low. 
According to the report of the newly set Foreign Investment Commission the share of foreign and joint 
ventures with capital equal or lower than Leva 50 000 in their total number is 76 percent and of those 
with capital exceeding Leva 500 000 - only 6.7 percent.These data speak for still another trend. Since 
such a size of these companies. own capital is totally inadequate to conduct any type of economic activity, 
whatsoever, it is obviously financed by credits, granted by local or foreign banks or the founders 
themselves. However inaccurate and approximate they may be. the following data may give us an idea of 
this trend: out of the total of USD 200 million foreign investments by 1993 reported by the FIC, the direct 
foreign capital involvement according to the Ministry of Industry data is only USD 24 million.This trend, 
of course, can be easily explained. On the one hand, it is only natural for foreign investors in a highly 
uncertain and risky environment to try and limit their own investment risk by reducing the size of the 
inputted own capital and burdening the new establishment with as much as possible debt. On the other 
hand, for the same reasons, most of the investments concentrate in branches and spheres, which require 
low initial costs and bring immediate returns. All these reasons notwithstanding, from the point of view of 
the possible adverse effects on the external payment position of the country, as well as considering the 
stability itself of the enterprises concerned , this trend can be interpreted as unfavorable.From the 
abovesaid we can conclude also, that joint ventures must have contributed mainly to the foreign borrowing 
of the country rather than to the direct foreign capital involvenent.From all possible forms of investments 
pursuant to the laws almost exclusively the form of green-field investments has been used. The other 
forms as mergers, acquisitions and investments in immovables for commercial use are rather exceptions 
than common practice. Taking into consideration the fact that because the private sector is still 
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underdeveloped the interests of foreign investors are associated with the state owned enterprises, the main 
reasons for this development may be traccd to the late start and very slow process of the privatization.As 
wc have already mentioned. the privatization process. started after 1989 pursuant to Decree N 56 had been 
hold up. at least in its legal part. with the imposition of the moratorium in 1991. With the adoption of the 
Law on Transformation and Privatization of state-owncd enterprises in April 1992 and some other 
nornmative acts it should have been renewed.Actually for small business, privatization isfar along, with 
almost all such enterprises transferred by the statc to either municipal or private hands, by fair means or 
foul. The large-scale privatization, however, was beset with obstacles and was hardly launched. Economic 
factors at work hampering privatization include: economic recession. neophyle market structures and 
institutions, uncertain property rights in agreat portion of the real estate, both urban and agricultural, the 
backlog of bad loans to enterprises and interenterprise arrears, rudimentary commercial banking and the 
inability of the financial sector and the government.s limited ability given the size of the budget deficit to 
adequately support privatization. poor financial state of a great part of the state-owned enterprises etc. The 
negotiations on liarge-sCe investment projects with foreign investors moved very slowly. The first deals 
were struck only in 1993. It should be taken into consideration, however, that these were at the same time 
the first large-scale privatization deals in Bulgaria and this isan evidence for the good will of the country 
to admit foreign investors to this process.Investments in securities are almost absent, owing to fledging 
stock market.The structure ofjoint ventures bv fields of activity is also uifavorable with the share of 95 
percent of such enterprises engaged in trade and service sector and only 2.1 percent in manufacturing 
industries. It is also an evidence of the unfavorable assessment of the investment climate and risk in 
Bulgaria. The bulk of foreign investments in the country reflects thus far the foreign investors, wish to be 
present in the local market rather than being seriously involved in large projects.Alhnost negligible is the 
share of foreign capital in the bank sector. With only one exception from mid-February 1994 ofa Greek 
bank setting up a branch in Sofia no other foreign bank has opened a subsidiary in Bulgaria. Only two of 
the now existing 43 banks are with foreign participation. Only recently the first major deal in this sector 
has been struck between FPB and an affiliate of the South Korean concern Daewoo and three other 
investment banks with foreign participation have been licensed to operate in Bulgaria. The main reasons 
for this state are: the still existing numerous legal and administrative, direct and indirect restriction, 
hampering the access and the activity of foreign capitals in this sector, lack of privatzation, 
unattractiveness of this sector to foreign investors due to its instability arising from the unaccomplished 
process of consolidation of banks, the late adoption of banking regulations and the problems of cleaning 
up the inherited from the past bank portfolio3 from the "bad debts"*. Another disincentive for foreign 
banks to set up operations in Bulgaria was the insufficient influx of foreign capitals to other branches and 
tpheres of the economy.The brief overview of the evolution of the policy and practice of attracting foreign 
resources, described above, shows that despite the significant progress in the liberalization and 
decentralization of the foreign exchange operations, both internal and external, and despite the fact of its 
very liberal foreign investment legislation Bulgaria has failed to substantially increase the volume of 
foreign capital inflow both in the form of loans and investrnents.The unsatisfying results of attracting 
foreign resources are often interpreted as unwillingness, lack of interest or unfair and speculative 
intentions on the side of foreign creditors and investors. In reality, however, the reasons are somewhat 
others. 

2. PROBLEMS AND PROSPECTS OF THE FOREIGN CAPITAL INFLOWThe main difficulties 
in attracting foreign capitals in the country arise from the following basic problems and issues:The 
immediate and for the moment most serious reason for the reduction of foreign capital inflow isthe 
declared and continued for almost four years now default on the external payments of the country. 1993 
seems to be the turning point in this respect. After three long years of negotiations a framework for an 
agreement on debt restructuring has been finally reached with bank creditors in December, establishing a 
menu of options, including debt buybacks, discount bonds, past due interest bonds and front-loaded 
interest reduction bonds. The agreement will be probably signed in June 1994. After this the financial 
relations of the country are expected to gradually normalize and the pattern and magnitude of external 
financing r ly change significantly. What is more important, the trade-related sanctions will be lifted, the 
trade financing will be restored and this will affect favourably both capital and current transactions of the 
balance of paynments.The negotiations with the IMF on athird one-year stand-by arrangement are 
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expected to be finalized upon the passage of (he budget and bankruptcy laws in the first quarter of 1994. 
Additional financing from the IMF and IBRD to assist in implementing debt reduction has also been 
agreed upon. The financial assistance of international financial institutions and the expected growth in 
exports associated with the resumption of the conuncrcial financing and the enactment of EU Interim 
Agreement along with other positive effects will help to reduce pressures on the internal foreign exchange
market arising from the resuimcd foreign debt service payments and to eliminate or prevent sharp 
fluctuation and thus reduce the exchange rate risk.The economic situation in the past four years, 
characterized by a sharp and continued drop in output, high inflation rate and expectations, shrinking 
internal markets, high degree of uncertainty, instability and chaos made investing in the country highly 
risky.However. if the government succeeds in meeting its targets for 1884*, considered by many as too 
optimistic, the situation may change significantly. So far as these targets are grounded on asound and 
feasible economic program, combining strnctural reform measures and fiscal and monetary constraints 
and financial discipline, they seem to be realistic. All the more that in 1993 most of the necessary for the 
implemnentatio'i of policy measures and reforns legal acts and laws have been passed.*The main reason 
for the slow inflow of foreign capital are the delayed reforms and transformation of the economy. This is 
especially true for the financial sector and the restructuring and privatization of the public sector.Despite 
the unsatisfactory progress so far the prospects for the coming years look optimistic. The grounds for this 
optimism can be traced in the following facts and positive signs:WVith respect to ownership transformation 
a progress has been made. The legal framework has been laid. Restitution of urban property and small
business privatization have been already completed. The restitution of agricultural property is far along.
The incorporation of state enterprises has been completed. The large-scale privatization has started with 
the first major deals struck with foreign investors. The privatization program for 1994 has been worked 
out. According to it the privatization of 320 state-owned enterprises, constituting nearly 10% of their total 
number, will be completed and to the already in 1993 initiated privatization procedures of 254 companies 
another 480 will be added.An additional possibility to take part in the privatization process will be 
probably included in the debt restructuring agreement with private banks as some of the instruments of the 
debt reduction w'ill be eligible for debt for equity swaps.The Law on the transformation of the non
performing debts of the enterprises with state ownership exceeding 50%. negotiated until the end of 1990 
was passed. Apart from the fact that it resolves one of the most serious pioblems so far of the banks and 
the enterprises concerned this law includes a similar to the above mentioned possibility for participation in 
the privatization. The emitted against the in public debt converted claims of the banks government bonds 
can be used as a payment instrument in privatization.Amendments to the Law on privatization are 
expected in the near future which will accelerate this process.The economic policy measures aiming at 
tightening the financial discipline, including closing up constantly loss-making enterprises, bans on 
lending credits to not credit worthy debtors, strengthened responsibility of enterprise managing boards 
and control over the disposition on public property as well as the forthcoming passage of the Bankruptcy 
Law will help to recover the financial health of the state-owned enterprises thus making them more 
attractive to private investors. A project on the restructuring of the financial sector and public ente:prnses 
has been worked out and submitted for approval to the IBRD for financing.With respect to the bank 
reform aprogress has been made, too. The legal framework, including the Banking regulations has been 
adopted. The process of consolidation of the banks is far advanced and is now moving to its second phase 
- the expansion of the banks own capital. This latter process isexpected to be at the same time one of the 
maim methods of attracting private capitals. The consolidation of the banks and their adjustment to the 
requirements of the Banking regulations, the already started implementation of the modern banking 
technologies along with the possible positive effects of the aforementioned Bankruptcy law and the law 
regulating the old "bad debts" in reducing their operational losses will help to stabilize the financial sector 
and will make it attractive to private investors.The private sector became increasingly active in banking
during the last years. Only in 1993 numerous private banks, investments funds and banks, financial and 
brokerage companies were established.The government intents to start yet in 1994 the privatization of the 
banks. The first in its list are the banks with aminority share of state ownership, followed by some of the 
largest state banks.Despite the absence of any regulatory framework a number of stock exchanges has been 
founded all over the country and the turnover in these markets started to increase. The significance of the 
securities as an instrument of mobilizing capital resources grew rapidly, especially in the private sector, in 
anticipation of a widespread privatization. In 1994 the development of the secondary market for treasury 
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bills and bonds is cnvisagcd.All these positive changes and trends certainly improve the investment 
climate in Bulgaria. A still great nui,:ber of problems and issues. however. has been left unresolved or 
unaddresscd in anticipation of a proper action. So the cuntry now has to make any effort at changing the 
conditions which inhibit investmcnt in Bu I a Any lagging behind in attracting foreign investment call 
only be a setback for the economic rmforn The lav on the transformation of the nonperforming debts of 
state-owned enterprises, ncgotiated-c ore1991 11was passed in December 1993.* 30 percent inflation, zero 
decline in output and even weak recovery of growtIh, zero nominal increase in the budget deficit as 
compared to 1993 that along with the nominal increase in GDP will decrease its share to 6.8% of GDP, 
the basic interest rate will be reduced to the inflation rate at the end of the year etc.* The Law on VAT, 
the Law on the tax administration, amendments to the tax provisions in Decree 56, to the Law on the 
turn-over tax and excise duties, to the social security contributions, to the Income tax Law, to foreign trade 
regime, Regulations concerning the management of state property and state-owed enterprises etc. 
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I I III J'Ian laliee, eaaeiiceKpenzap Ina AcoilitLl~simua ita in-bpeocKunlJZ Ualwlu 

~llleo6oPOTHTe cpOXQCTEB Ha npen-

1111 BIUIJEI/1J 10 1(0l1 11A nPWRLMTa 6sxa nony4aBaHM Ka-
I lll IITO 	 KpeX1HT OT 6aHKOvre. Tosa ca
ill~ I lii 1111nr~nLI r~laTnr~uh ~r axa HapeLieHWTie KpeflHTLi no 

HopmaT"Ba 3ao6opoHticpec-I~1 11111 	 UrH RIETB~u EnHII EVIII 	 E 
Ba. OTnam ca mroneWvie Qbn-Ii I iiI 
oBe Ha flpelflpMTMRTa. CbLtec-CE 

TByBaLU"Te no rooa speme m-p-
roBCKO CTonatHCKO o6eglHeHii, 

~ .~ l~flIIIE IU~flII~r DIIIE HA KaToHanpilmep,.XLIMCHa6,,Me-

PEWEHIJS HAM/-ibP3O C 
kZ~ ~ III UD EHH11T 4W IrYJI T HAl 	TanCHa6'. .ynrapra6aK", nlpo-

MHuflOHHI CTOKW' H jap., 6.qxa 3a-toe~j I-' 	 flb.M)+eH" ga HaKyflyBaT flpOW3-
eeea~a nponjYKLt"R, Ho 6e3 gaBA~lY EARHR51 

SAHKA 3A CTofAHCK/I 	 A l T /5 E)(IMce oTqliTar noTpe6HoCTMTe Ha 
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TH4eCKWre cHJIHHa AenyTarWre, PHCKyBOa Aa crpewH. BnapniaMeHra e rorn 
BinPOClb ma. Tona. KaKrOo e~~e B3HIRxme, tlWe KOKBH ca re. 

"I AieTe, onpe~enRwHm nonHrH'4e-
A1oae~e Ao rio-CHHo flPOrIBonOCra,
Onme H weCKHR *CHOOT yf Hoc cbopmmpoaaHHRI 

6 nOKHpa pa6oTara my.We ce npoacar nW- o6a4e napna. 
Ho opmeHTHPaHa naaapHa MKOHOMWKa. peA MeH, He flo-paHo OT KpaR HaHHKon or TaX He *enae Aa flpH3Hae, 4e T.r 
c noaeaeKi~eTC CH AeMoHCTpHpa 

HuH" npe3 nponenra Ha 1995-Ta. Taailce- moi nporHoaaceonpeLnenn OrpmagapWO3HM OTKnoHeHmfi BA~cHo " BfnBO Ta HKOHOMH'4eCKH Cb6lrHFi Or KpaR HaOT flolHTH~ecK~m L~eHrhp. AIc ocHoaa-I1?Ilm a mJI Hme, M.r., KOHT oBrornMa CTeneH PeWHxaMeceua3aworo npea nocineAHHTeHa 1993 Ana c-DA 6 
aTa Ha npaBHMTenCTBTo raMr. Te KaTo 4e ji1 Ha napnlaMeHra. 3 aLworo CbLeCCTeyBa-H 

pa3meH~xa POnlHTe CH. flo-paA~HKan-3a5JLKa L40TO B MomeHra MHO3HHCTCiHaTa no OrHoweHme B HCHa HKoHoMH'4e- 3ano)KH Ha Ka6HHera Ha npocS,. liepoB N 
3a j~kaCKaTa pect)opma C.QC HanocJneAbK 3a- B KpaAHa cmeTKaroeopH 3a ueHaTa, KOAro B Kpan He 1~993 r.nuawua Hace- COa ceJ1cHweTo, a acbHwwpaLL~ara ce, KaTo 3a-

lPebpHa B HeroB 3an1L)KHHK.TAS1 IKbPA)KMjOEI LJ4HTHMK 
Tosa CraHa cbaKT c rulacyoaHe,-o HOHa rt~ADaBOL4HTeJk~pS~a~cmka cfl~eoe maHAaT 3a nlperoOopM~ge*"HA~ckame Cfl CbC CraXaHoBcKH Temnose flpme- c flOHgaH

eAHH Or Apyr no-crporm HKOHOMH- CK~b1 Kly*6. L0aHeHan~auao 3a BCH'4KH 
'4ecKH 3aKOHH. rpynara H3nlbnHm flopb4eHWCTO, CKoe

O'4ePraoaw~ara TO 3amHa - flPHHumnHo CnopaayMece peCTPPIKTiBHa
Abp)K(aBHa floflTHKa HHD c npeJICraBHTenHre HO 6 aHKMrew~e 3aZabn6O4H KpeAHTOPKIH.pa3AeneHmeTO Ha 6 eAHM H 6oraTM, KO-

Ol-ryK HaTarhK COaI1MTM4eCKM H H4KOHOAh~i4eCKH 
no. 

6e3orro-

CTHYLA14ONCH pernlaMeHT, no KOATO TO. na3apHHre pa3BiHrHR, 40 Ha CT0 ca HaBa He~ooepHe Aa lpH~o6me 4bopmara o6pOTHOTO MHeHtle. 3a paollHKaHe npoue~ypa 30 CMRHa HO npaBHTeniC- Or 
xpan HO 90-a, CHHA~HKaJH;HAr npoTecT BLLBcn e A (HM6o"; ) timawe nonHTH. pRH 993r.nbFL-4~ee n e ~ecTo oaHmtiC~anaPHR CQC) KOI~onpenar

0m 
I anaBa~ HaCTpyKcryparOH oniHueTBOpRBoa OaTepHaTH~ara; Ha MHHY

4) CTp~inra.rntO~fgeCTSYaawe FiCHa npe~cTaBamePK$4Te no 03ApasnaaHeTO 3a Or HanOTO HO 3T pB4ecHO Cr0- TBOTO~EUIAk HO flpo4,. Sepoe c nOjAKpenara
.. U. a lHCTBOTO H o6U~eCTBeH, MaKap &iHea, nJommukJ Iamafl Ha scf, Anfc H HCfl HanpaeH4 c-bwe-ChbBCOm ny~nH4H0M3paeH, KoHceHCYC CTBeHHl Cr1nK, npeAEBH)4qaHM, wnH -- no floson T03H MepKH H CHMBon1H3mHOo CflC.ukHM flonS4TIqeClcara 42opMa 30 3ano4ea-

He Ha CToflOHCKa~a pecoopma, 1136pBHa 
Or TRX TpR6aa npeA" BCH'4K0 Aa cecnomeHOr PBMKO130TO Cnopa3ymeHmeuk o.Toraoa, 6e KoanI1HUOHHo fpaOMenc- c 6 aHKTe-KpenlHTOPKIHa nHTMcq u eTBO.C:C 3BHa AMmKeA o peweHmeHa npo6nema CSbpewm 

HHAT nbT, HorareaTOA6e Ch 3HarHO c MB$D, npmeMaHeOT HO 3aKOHO 00apecpopiv u? H36PaHJ.nJeACTBmeAOPH Or reai' bKowro afoc- Ao6aBeHara CTOAHOCTcc o6ReuxE iPOTHB Hero. MBb3MOKHOCT-TOnpe3 1994 MHH~naoUHAa Aa ce y~bp-CHHAHKanHHRT HaTP)CK ToraeanoCb >Km B rPaHHiL~aTa 1104v--~ CTH4E 50% B roAlHOKACE uecrao 1H3MCKowLePlHcmunrym na3apHa pec~Jopma H34mcneHme.rn aa~ ukm floee4ero He3OBHcHMmk 11Hpa6oTewe 30 Hen. KaKro floKOOBaT CToflOHCK" flpeeHiiaHH4n CMflTaTrora~aujHMre COH4O)4M 30HOo6wuecree- mHaro BepOqTHO ClpaHe HOcfl0~a HOflpe3 A6KeMBpw M.r. cra~axme cow-
HOTO MHeHHD, HHTO '4JeHoee HOCHH-AHKarH, HMTo neHCHoHepHTe, HHTO A0-

sBfl. He mo)KO ta ce)C8MR%4e Te3NAerenH HeHaA-.Ao6pe opraHM3WPaHara Heu~a ca ycnex CaMO HO npaUHrenlCTBOp" (je3pa6OrHMTe(Or Kpa1 HO 1990) ObnHa 
6Ax fipoTM CB30- TO KarO TaKOBO.or CTa4eH H

flonNHecK&4 HaTMCK Cpewy 

6O4Hara naoapHa HKOHOMMKa. HR~ma- MI3o6Luo ycneX;4Tenp~w we 0CHoBaHHe £10 HO npaOBHTeInc-
TeniCTBOTO. POO~nHKaTa meKAY HaTlHCKa 

Ce CMATa, '408 EbJI- TOOTO HO Sepos ca lpo,4ylCr Ha HeperapmgA XapaTa ca MOTHBHPaHHCpeu4y npaBHrenCTOOTO HOflyKaHOB H 
penm1- WiHTDJHocrra HO npeAMHOTO, f1Pa~Brio3HO HuH erHH46CKH .3a' HJH .npO- renceoO, Or eAHa CTPaHa, H OT npyraTO~ja Ha npocb. Sepoa e o'4DB"Ha: 1)B TMB" -

Kpag HO 
naaapHoTO cronaHCTBO. Cnopeg90-a Ha ToraoaWHoro 4iaCMRHaTa HOIIofHTHKaTanpatBH- AaHHH no OTHO-OT aBrYCT-cenreM13pH 1993 r.TencTao 6e OrIa3aHo 4QoBepMCO a40 HcTpoeHH4Ara ca 

WeHwe HCpaHaa oeHaOrmeKYlo'4mi eKOHBOJneHTHH3anlO4He pec4)opmH4; 2) flHnCBaWe KOH-
HBOHHTO qbH0HCOBH &HCTTYUHH HHa CTO Or XOpara flOAKpenAT-42 
6aHXWTe KpeAHTopH. OnlmrT OT 90-a 

24 I4KOHOMWKA
 

*f.0JCvAAC-S
 



SOPHH xopa MOraT na ce OTKaNKaT 6e3 roTom Aa CTmrHO AO ..H. HarnHL~e ca KOniKOTO ce mo~9eapryMeNTH OT rno-HaTamuJHw lO~e4e C~eACTsa OTnpero- ycnomBin TaKa Abnro O'IaKeaHaTa Pe-sop"t. floTabp.aaaAKH JAeneridpaHH- JQbP)al3HIIR (OOH~A3a peKoHCTPYKLAWR HCOOPMa Ha 6bnrraPCKara HKOHOMMKa AaTO cm nlW1HoMoW4HR 3a npaBHTeflCTBo- pa3aHTme, OTKb~ero 0 flPeABM~eHo Aace 3a~eiN(H c no-6bp3W TeMnone. Pa3-TO, flapnameHrT TpR sa Aa CH~ OCW-Y- cen L~aTaCOTCYMHTe no Cnopa3y6mpa Ce. aKoI HMICoA HuH HeL1Ao He CJ1O-pH6- 8 mecua cnoKoAHapa6oTa,a Ata MeHideTo C JlOHAOHCKWId 'uiy6.)H nPbT 13CfiUidTO. nlorid .Aoeie jAo ycnewed KPaA. 
Cre40HiO Ha HMKoH nOnHTMIAIIOTJ1RBaTa nnoJOH06 CTOFurencreara o6a'ie 04ePTBHl4Te Ha Ha nileHapHaTa 3ana oe'4e pidCyoaTflocTraHeTo Ha cnopa3ymeHwe c CrInKM Ha npaeHrenCTaOTO (c flOAKpe-J"1OHJOHCKHRi luy6 Hanara nocTidraHe- anokaniniHH KOOTHH 3a TauH ronaTa Ha napInameHTa) wLe H3Beea HiaTO Ha 6naronP&IH 3a CrpaHaTa cno- rpe~eHa AHHa. TO ca Ha mfleHme, me BCIKa CThfl-Ha BbnHaTa H8;H-XyI)OHHpa3ymeHHRI C M84) H CBeTODHaTa 6aH-

a Ka8Heae nfCT~OTOla H napulameHTaHOBaTa HMidCTOpidR 6bnraPCKH Ka6id-Ka8,3a Aa Ce rapaHT&dpa flPWTOKbT w~e 6btaT 6/ OKq allH c floonetil HHa meT. meno3soneCpeAlCTsa 3a npOACTOnw4HTe nnuawa- wrpencTma OTAFRCHaTa no0lLO £onycHaT JiM ToB8 flOIIHTW4eCKH- JoeMHa. TR OT C13ORHHn. A nbmmy Kbm noanidceaHeTO Ha CTPaHa T13bPA", mieTO CHniH, KOHT'O He ro nolAKpennr? AKOcnopa3ymemHe C ThX MHHana flpe3 paanpeeneHHeTo Ha flOnHiTMHeCKOTO 
nPHemaHero Ha AbpXCaBHidn 6It~xceT 

CbAHm no flo~eeHHeTO M flpe3 noc- nPOCrpaHCrao o HapoAHoro cb6paHHeuneAHHr CeAMHLAM Ha3a 19 94 r.Togo6'4e e TCH o6~p3aH 
m.r.. CbC CidrYP- He orrooapn Ha TOBa B o6tjeCreoro HHOCT mo)KOM Aa KaKemc ype)ca~eTO Ha J1oWHTe KpeQMTH, 

- idol 3aw4oro 'ac no-CKOPO rpn96Ba Aa ce npoie~aTHa HmeHHO TO peOH3mpaxaKOOTO AlpN(8T H MB4D, H CS. C T03H cbo6 CTO Ha CTo naPuamedrapH M4360pm . CTpyaa Mid 
aKT WOeCe OTCTpaHAT ctopmaHTe 38 

LLOHHeTo Ha CTOAH AneKcaHAPOB ce o6a4e, me e o OHTH'dOCKO neKOM MC-5O-npoteHTO~aTa PeAYKUMRlpedKH flPeA flpmaTM3alAHAra, T~bP - Ha fme~a ce~p-rHe O3w lOCOKS, 6e3 AaAbnra. 3aLLoTo ceAmMLAH, CnOAART rIpeACTaBHTO,1MTO Ha me)K~yHa- KaTo Oce 3RCHH KaKea L1ije 0 CbA6aia Ha
 
POAHHTe d9MH8HCOBHMHHCTHTYUHH. 

6ewe nPHOT no npHL~un OT BIOA)9(O- 0'4ePranMre Ce HKOHOMHL40CKw flpomO-
HSra KOMHCMM npoeKT0aKOHaCMAHaTa Ha CO6CTeeHocrra e eAHO OT 
3a no- HH. ETO 3awo H4HaA-peHOCTHHTe KPH-UIHTe KpeAHTH 6ewe flpeoJo)KeH HOB, THKap1 HaOCHoBHMTe CPeACTaa Ha napnameHra H flpaaHrenC-NKOHOMH'4e- AidaMerpanido flPOTHBefoflonoeH KaToCKaTa aOrOTTPF16Baa M3'laKaT AO JnrToro Hapecoopma Hnpeanojiara RICHH H cxema 3a ypeoaidero M. 3 alMOTOKaTeropH4HH AOACTBH11 OT CTpaH8 Ha 1994 r., 3a Aa CraHe JICHO KaKoa wue eDUflKO cjieneaLo flpeanO)(OHHO 3a aK- cbA6aTa Hipe3yITaThlTeOTnpaDWreulCTaoTO3a (IPCCTPYKTyPHPBHe Orpwre reide-TYBIH3Hp8HO Ha Abp)9(8HH11Ha HatAHoHaI1HOTo cTonaHCT~O. 

6,oAxeT PanHw 3anaBKi Ha Ka6HHeTa - ypexuKAs3a 1993 r. WaypeW.AaHeToHa nowMTe HOTOKoAro e Ka3811 A', Tpn6aa Aa Ha BbHWUHHRI Abrir, Ha nOWM~ree KpeAHTH CO.CTpemOIJ Aa .M3nomna" KPeHTM H flpMHaaHraa 

roaWHa AOCera fOKa39a, '4e Kaazm-Koa- crieA T03H flepHOA Ce O48Ksa e4,OKMhT JIODHR 3a HeKonecOKPaTHa npomnHa Ha1HL4MOHHH flpaBHTeilCTea wmar 110-Mo- OT npidnaraHe Ha 3LQlc. IlPHXOAHre OT KOHCTHTy&IpaLLHn HaPOAHOTO Cb6pawe" floTOHui~an 3a BoneHe Ha cTonaH- QQC ca OCHOBeH H3TO4HM9( 3a 6Fo- HHO BOT (H36OPHrOcKa nUIO1THKa. flapTHMro OCTaBAT Te3H Or 1991 r.). AKO 
npaBeirnCra Aa pa6oTFIT, noHeN(O no-

A)KOTHH P83XOAH no o6wOeCTueHo 0CH- npewiHe c ycflOx 6 t01JA9(THMT8 113fH
ryp~lea~e, KOmneHC8LHmw w noMowid. TaHMA.I IKa6mHerhT Ha Sepos wge nOly4tiny'4aaaT Bb3MO9(HOCT Aa HO HOC11T Ca- QOToraaraKbe H3TO'4HlIK we ca AaHb- owue eAHa roAidHa HcJ1OABaLUMTe M360-.,m" nflKaTa OTroBOPHOCT 3a Heflony- K~bT060POTa H 8KUM13&TO. BCRIKa Trep- PH Wen1RpHH MepKM. ca npe3 flpoiierra Ha 1995 r.
AOCT RXraxiao6naCT a40 313P Ha 3a T03H cueHapHbl we CbAeACTaaTflpo6neMbT Ha 1994 r. o6a~e w~e o5WOecThOHO HOAOSOnCraO, OT KOOTO HAKOJ1KO 4faicropa: a) pa3HornCMTa
6bQe orpaHw4eHRTnondrid4eCKM maH. Il3THMT8 HOMorar Aa HO CO13b3fon- HaA-ee4e a3 CL1C, 
 Ho H o scfl; 6)
a Ha npaBWTenCT~OTo Ha npocb,. Be- 3ear. AHarnHabT Ha C'bOTHOWOHMOTO Ha CTPeme*bT Ha Apyridre napTHIdi AaPOO. flpi I1pemaMHO Ha 61oAzera 3a HHAOKCa Ha flOTPe6HTOelCKMTe uOHHM cb4opmmpaT anTepidaTHaa; a) CTeneHrarOAiHara - 1118BH0 YCJ10018 3a cnopa- T03H Ha PeaJ1HMTe AOXOAW 3a 1992 H Ha o6 tueCTeeHO HeOloonCeoO OT3YMBHHO c MBcD, a cne~oearoeno H 3a 

eo1993 nOKa3Ba, '4e flp3 1993 HHAeKC'bT CHrypeHOCrn8 npea nmpeara noflooM~aorcny*lctaHO Ha 38Abul)KeHH.9Ta no Libn- Ha AOXOAHTO e no-cna6o KOHTpOriMpaH Ha roAiMaTa. HaA-BeOOrIHO m3rne)KcIa
ra. 3a BbMLIJHM mHBCTHLAWN m gOCrn AO 
 iH 40 COFIpomOHR Ha npo6Moid. TeaM npMOmaHOTo Ha 61oApieTa cpOL4y KOHd'4y)KAH naaapw - CQC OKoH'4arejiHo we npo6HaMW HOClenear Ce3MHmm ripome- Llecmw cnpnmo pa3nH4HiK flPTH. Toa
3ary6m POJTaT Ha CHMson Ha na3apHO- MM, a ca oepORTHO cJ1OACTSIHe Ha o6~e-
 wLe o3Ha'Eaaa STopo npaaMrenCTaO Ha
TO pa3DHTMOe Ha C~paHara. scfl H nap- CTDOHH (0aKTopw. Cbwjara CM~yaUH~n npodTO OH p3ma
Hap be aI18meHTaHTe rpynm, nOAAbp)KaLwi sePJRTHO wLe ce 3acawn" H npe3 Ta3H Hpe roHMp. e b~id id~
11paBMTefCTOOTO, idMar cm8 pbleTe rOAM~a. A aaeAHo C HeR H idDKyWeHMe- flpepcyTaaraoraaa3SHa nAOulOMflpemaMHeTO Ha 6 1oA)KeTa, HO HO HnaB- TO 3a CHHAHKaneH HaTHCK H flonynlT '4eCKOPHTO Or Blb3MO)(HMTe nOnbO)9HTOI1HH KM o6 

eLLaHdR Or 
BI1HRHMe K8KTo Or CTpaHa Ha
 

cTonaNCKW Pa3BWTHR. 
CTpaHa Ha OCHLIKM CAICTaK H OTCTpaHa Ha scn. npe3
PWCKbT 38 Tsx 11aPTH4M.


npoHM4a mag-BO'40 Or 0'4aK~aHKTe BCH'IKH CueOHapHId 3a npe*Aeope-
AeHThT Wuemma no-manKH B'b3MO)KHO

cbanNH Crid Aa 6aIaHC~pa, nopaAH nponyCKHHABa libTid no-6bp3MR pbCT Ha MeHHH4 Ma6opw MHH813aT npe36e3pa6oridUara npea raaM roaiHa. K-bm 
esH np03 1993 r. floflyntCTKHRT 3apRA HaTyarnHO HenpwemaH8 Ha 61oA~eTa 38 OCHOBHMTO naPTHH ObB HH3GbH napna-Tnx CS1OABa Q COAo6aeH H paCTAUwOrO Ta rOAH~a. W13bH TOMa KOHCTHry-He)#cenaHMO 38 AonyCKa,~o Ha '4Y)9(AH 

Meira 0 AOCram'deH Aa Cnpe KpOXKHTOUHOHHaTa flpoUOeypa 38 npeAK3BMK- K~bJHOBeKaflMTa1M, oTh)KAecroaaaHo C Hernid- Ha CTonDHCKO Cb)9HBA~aHe,OaHO Ha Taxi~na M36opM, YCTaHoBOHa c*HMpaHe KaKro rojsa c~a~a crieaCTBHO Ha m360-Ha HaUH8I1HHa 6 M3HeC. PeWeMMO N2 20 Ha KOHCTMTYUMOHHHFI
PHCKOBMRT pI~,e npea 1991 r. PaanidKara orrorasanePHOA 3a CTpaHaTa H CbA OT AHYaPH 1993 r., npeAOCraaFI o6a'ie 0, '40 Bb3Mo)CHOCTHTO 3a 6b~e-npaeWrerCT~OTo eOAO anpHn-maA. o- s-o)HOoT 3 6earpaHHwiii nperpy- wUoKOmneHCMPaHe Ha 3ary6eHOTo MDTora~a Lue CO r1pema 6I*.a~el-bT H I1mpaHMHR e napulaMeHTa H Cbaaa yc- rnex~ar ane4 no-HeonpeQnHM. 
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KAIUITAA,nol. ~ 
~~ 'bP)KABIO tYEPA.BAEH14E 28mpa~i6upt_9,94r 

K Ei-C'AIlE 

Line~FNcoronittiti lie xaviU lwwuo 112t3icJxau crpon C IpIc- ifc~aT 6a;I6 o Ipoll Tira no O102 no rlooAnITpioTapcKn~t H36.
aT1Cx ulua 00532 PIOTV'.~~11iTUce rpCOOCTaUItlo c O C 100WflCTKO pm a O Iilc K1.CBO CT53IXflnapUJtttc.Uuw ccAjIola r IIEAIIB .41 T ulcnOcior* z ato Hif 3y.iiBn[ricotn~ ~ IIROB A arrnI'ttiin~o tiiin O 1'CMWCO0flitttoarr Hl

4 ~4omuu'co T0JICB2B As 11ofu33iORTO s A ay CTPUB (a pa,,, a0o0CrTa o6LptcauocT- rocnoncawi at lJocr (Tiilcaui1pot3'eta la~.no'im. cIA. aOTUiHiiii CK533%Foa Eopona.(C1.weCKiio..CMTaIti CA0CMtttiuA0T .4.., Op1*1111fn,.& :C~~ChM 111 -41 11P 03UT1111ICAOo~imq C.66HJ Il 11Co~" 0TpO3.TItOCTUitI~iOT7Uii~ aCHO,11MHCTOftCK1aTj 6H 6mno na'tma'tyjKAH BCC.-anio ~ .to*a c..wianpacnopmTcT H~raa 3aKOtiOMCpHO nelpipaxa npit.~
.useOinc 4'YIACHUti.bjjxrnttc UJ1T~OT nDPUEZWCCX12H~ aRCMeC.- -TtI~LLHC3 aa'i3BCTo cii al~ maIIC'.B: pa~om, CnoOT 

''FlUT53tOTh53Cton. -'xalpirti111:,,J11 Pa NIC~~ COCRasoi Balon'4o RxA njtt iooo alnmin6op a R c c~ a i cm Cfl sMimAy, H pHTHTC13if-MfrT ctiaaiKal it. "Ii" Bw a 811H9CC11(lC tIIbtIHlT Kp OIIII-."- " . r o-C O O C B JIH'C y W1IaO C A C T C r AUR 6 Xa nPCpx atiaTe CA no n1m-wcc xu4 

Tti,C1.1U 13 BJIU.U0203,423 HUioAxcTU)'ElHticTuc*-(lO 01-ioi)noao'toam- KocTatiano),oTrcpc", namito- Korato 'iAllCTpat~io lkhilu. 
ilora IMCCIITJI. YUO %13NTa.unraH -. Jno-ctontoKRlTCJiHO'~~BX0OCHHC

aR
Ha o68c. 0 al an lrn

T,,B Eapona" OqaKBIT "IYAoTaopit t Om~Tiio11.-HmH IKaK0H 3t1ioiOtatiC..pwln.QoxaeH1 ,biwH a113
Mewy~mmYcies.+il~t~i~i c.CUIOT, 'CIIAC, 'IC 4TRX~iTaflO'ina c a Ta ompa3a, TO.11dB? MBO3siiT-

Ati, 6anxaticAxi ROBB?! AtO 1o. sIstil K7..CHC) .Patio YCCTCBU,MCCTHHJa?xtiaorI.nP*T3311 palni;l IC 11positi ftiyz a1.TPC~L~O AOCTDCHBRtRcManhnI3*HHBC- nano mwiic ana~TCJICTiAITO C cUT-no~xctic. Toi wc 6uic 
nilln,-tio mirnczsaw HSCflCAHMB C napnauoin., Btmcsc.M 6UT",3153 m6H-CHnaoTItA iBar Cam no coCciiH, CCImnoCeasuc m0011333 TOi I pIMBycaanp 

Aas BUM.IryiCNTCoocma Jlcntt 21 C nnbMeTiapn ~ana 
253Wtt~f~cn~ecro P3MoKsTCAUIIIICTO151.a1UHfHHCB iC)' ttsMcpCtto aAYMaT-a,n1PCnrAH38HKCa oafli~cticcYCT8HtonctaT-acmc. NaBLIwtIJI, oSHSIMOsHiT"ITICn 3ACTpe~A= Bores.,Bc4BiOC1,OTKBOWOB~M. aiap, it naplima, 1501 OCDCHToolRI11SllaTa untiopia mcT-etmuas iit a5B On&KIOONICO TC 150311411 ABCe" tipsOhCpoTc ITla. c,11 O KOMIIJCXCOB 3V.OOCT5-0U6YraPOp,io, PnrT'rh opcAC-cxcmnc.rr- x ononorICIT CTIf- o rio'aCmo4ywramC. Qya~ 1101.OMp~a3iT8 "M 

AaiIIHNHIOTO CRM04ya=BCra33 Earn Ha MAJILICUrTal HO TAfftrm Hie5c BoC- CTIT lla~ocO Te3H Ieutinyeuo cc, pasnara: 0r 01111TIMMna, CIGLMSDRT C 6uiaco1Canawi.) 60318 W J7HoI HaVOUIaO CK0 O~aw~cRCcIIBTO11BI-C~aanpaoNgGraix....... IUno '10n CCjl23n03HaOUaTPilTYan,
1.11 a 1011TI14CC15UT-34CTO c KOCTO 1 311)1111 CDBOAH11SMIA C)Xi 86 gTIHT-CIII31liiiiAT-e HOTM.1500IOCUII NTaH CHIII, 1500CC Ha im n c A Ciaolb3OMCO 51 a Tpt113IT''iesamCI Orr*K~iU C1O3M'iACR- 4~lCpTt~rt 10O L(O0H3CCH. ncu*. -Z.iii psnooi 6CTU CTO0B5IB CCfll.P'Tr- maBTii-ppomcroT a ia~ fla~,-opanliKOHoTHtnyUs9 
j I ~ noO.O" raca~XuWIIIT ~ ~ "ar 051113313ftjama'mil&'CTnli'4cC14~'~"~' ;;~ ~ tis0Pa~. "I a~~ 
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Bulgarian Political Economy of Transition
 

by Krassen Stanchev, Phd,
 
Institute for Market Economics, Sofia
 

Introduction
 

In this article I would like to argue that since 1989, in
 
most of the countries in transition, at least at the
 
beginning of the period, economic policies have been, in
 
a literary sense, a sort of political economy rather than
 
pure economics of reshaping centrally planned economies
 
into market-oriented ones. Whatever economic steps
 
undertook in Central and Eastern Europe, especially
 
between 1990 and 1992, a strong political will was
 
required in order to initiate them. Often unexpressed,
 
economic initiatives and approaches of the governments of
 
the region have deep political meaning securing or
 
hampering coming political and economic developments.
 
Rapid privatization in Czech republic for instance was
 
not just brave economic move of the leadership of the
 
country; politically it managed to replace "overnight"
 
the burden of responsibility for the major enterprises
 
off the central authority and to spread it among Czech
 
citizens, providing them a ground for further individual
 
engagement in the country's economic affairs. Or, to give
 
another example, it was not a political rollback or
 
unexpected change of the economic philosophy of the
 
Hungarian government when, in early 1993, the prime
minister Antal allowed trade unions to considerable steak
 
of the privatization. Without a permit to play this role
 
trade-unionists could obtain heavier political weight.
 

In Bulgaria, where for background reasons political
 
complexity of the economic reforms was (and still is)
 
more evident than in the average country of the region,
 
the largest restitution scheme is in implementation. It
 
might be regarded as a sign of proven respect of the
 
property rights, but this does not mean that Bulgarian
 
governments have been the most market oriented. I will
 
stick to the Bulgarian case. Thus, I will attempt to show
 
to what extent events of the economies in transition,
 
scrutinized in the point of pure economics, are dependant
 
on political decision making and, in a turn, how they
 
could influence certain patterns of political behavior.
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1993: "Lost" Year of the Economic Reform 

official data for the entire 1993 are still expected, but
 
some figures could be named. The GDP shows a 5.5 % 
decline in the first half of the year compared to the 
first half of 1992, when GDP decline was twice as high 
12.6 %. It is evident from the official forecast (4 %)
that in reality the recession was deeper. In the first 
ten months of 1993 industrial output decreased by 7.2 %. 
In 1992 this decline was 16.2 %, so there is a tendency 
to slow down of this sector. 

There are two opposite tendencies in the dynamics of the
 
overall output too: the great decline of the agriculture
 
output is in contradiction of the delayed decline of the
 
overall output, and especially of the service sector (
which will probably register a sizable real growth). At
 
the same time private sector produces over 50% of
 
agricultural products. Its share in retail trade is about
 
70%, and in foreign trade - between 35 and 40%.
 
Construction sector 1993 performance is 50% private. As
 
reported in June 1993 16% of the banking sector is
 
private, with no foreign bank operating as a single body.

Number of employees in the private sector grew by 14.5%
 
in annual calculation and now about 43% of the active
 
work force is fully or on part-time basis involved with
 
this sector.
 

The 1992 inflation rate was about 80 %, and 1993 - 65% 
(as predicted). Consumer prices rose by that per cent but 
there are reliable calculations which show the level of 
60%. Prices on services rose faster than other prices by
about 14% in monthly calculation but due to the size of 
the service sectczr they contribute insignificantly to the 
general inflation rate. Growth of food prices were weaker 
than in 1992. Prices controlled by the government 
(electricity, petroleum, railway and communications) got 
much closer to the real level thus facilitating
structural economic measures. They used to play a major

role in producing the annual inflation rate.
 

In three years calculation consumers price index rose by

900% since March 1991 when the economic reform started.
 
Further marketization is scheduled for 1994, electricity

price shock is expected first due to the rapid falling of
 
the Bulgarian currency against dollar which took place in
 
November 1993 and January 1994. (On these matters
 
government is constantly bargaining with the trade
 
unions).
 
The total number of the unemployed exceeded some 600 000,
 
but in general there is a slow down in employment

decline, due in the first place to the slow down of
 
unemployment growth in the state sector.
 

Soft budget constraints were implemented in 1993.
 
Actually the year state budget was voted in the
 
Parliament on the second week of June. It was also update

late December. Budget deficit amounts about 11.2% of GDP
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and is 3.7% higher than expected in June (and then
1993

negotiated without any consequences with IMF). The major
political and economic event 
of 1993 was the fiscal
crises of December when cabinet was forced require
Parliament to amend 

to 

'93 Budget Act in order to cover most
of the spending on pensions, stipends and other
compensations of 
households incomes. Fiscal 
crises was
due basically from not fulfilling revenue part of the
budget. This resulted as consequence 
of the disappearing


of the taxation basis of state 
enterprises and the
banking sector. 
Gains on capital turn were less 
than
expected. Revaluation technics 
of fixed assets used by
enterprises allowed 
them not to report - in case theyhave had'any -.gains and not to pay respective taxes. 

Bad foreign investment climate is created to a great
extent by the Bulgarian foreign debt 
situation; the
weight of external dept is 11,5 billion US $. 
net 

General
solution has been reached on negotiations on a 9,273 bn
debt to the London Club of commercial bank creditors. The
Bulgarian National Bank 
(BNB) started recently to serve
the payments on 
interests on this debt. It diminishes its
capacity to use financial instruments to keep stable
lev/dollar ratios at least not allowing exchange 
blows.
If everything goes smoothly, 1994
in 0.5 bn dollars are
expected from foreign 
 sources to 
 finance economic
changes, foreign 
debt services including. Major prerequisite is hard
a constraints budget voted by
Parliament end of 
February. This is also 
e pre-condition
to negotiate with the Paris club of state banks creditors
to which Bulgaria owes about 20% of its foreign debt.
 

Fiscal crises 
of December 
 1993 has shown that the
governmental sector 
of the economy is completely out of
control. Above reported data on declining GDP, in three
annual calculation, 
speak for themselves. In sense,
a
they mean that almost one third of the national economy

disappears. At the 
same time private sector performs
better and better. There an
is economic vacuum between
emerging private and
sector declining state one.
Aggressive redistribution 
 results in a significant

decapitalization of the state property.
 

Agency for Economic Coordination and Development, a
governmental economic 
think tank, reported recently on
four ways of state capital siphoning-off.1 First, in 1993
the nominal value-added exceeded 
 the level of the
previous year by 
20% what amounts a 13% drop in real
terms. Second, labour expenditures' have raised 
their
share of the value-added by 18% what means that they have
been "eaten up" 
not covered by other factors. Third, for
the enterprises with a potential for net investments, net
investments amount just 57% of 
the allowed depreciation
cost; that is allowed depreciation costs have been
rescheduled to 
 wages, interest on credits 
and other
 

IThe Bulgarian Economy in 1993, Sofia, AECD, December
 
1993, p. 7.
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liabilities. Fourth, "the steady negative values of net
 
retained incomes are the clearest evidence that incomes
 
siphon off from the state into the private sector";
 
[what] "reflects the actual privatization of incomes
 
generated in state enterprises". "Negative net retained
 
incomes over the nine-month period of 1993 (-23 bn leva),
 
as well as the net growth in receivables from enterprise
 
sales (6.1 bn leva) were covered by new credits (13.3 bn
 
leva), unpaid taxes (8.9 bn leva) and net disinvestment
2
 
(5 bn leva)".
 

Obviously, only prompt privatization can provide a
 
solution. But the pace of Bulgarian privatization is
 
among the slowest in Eastern Europe, having just seven
 
large facilities privatized so far, on some of them 
revenues from the deal still expected. ("Large" according 
to the definition of the Bulgarian Privatization act 
means enterprises with fix assets estimated before the 
deal to amount over roughly US $ 350,000.) The does not 
deals with any scheme for mass privatization but there is 
a room for underground privatization. 

Unsolved the following patterns of underground
 
privatization will continue to spoil economic reforms.
 
First, the redistribution of company portfolios along
 
holding structures allowed them to attract profit-bearing
 
assets to the newly-formed companies and direct
 
liabilities to holding umbrella. Joint ventures lacking
 
in capital, as well as joint partnership, are being set
 
up with a minimum private stake. Sanctions are impossible
 
because such incorporations are legally-grounded. Second,
 
the sale of shares and equity does not conform to the
 
legally-stipulated maximum amount of 5% of company assets
 
(under Article 10, Paragraph 2 of the Transitional and
 
Concluding Provisions in the of Privatization Act) and
 
its exceeding entails no sanctioning. Third, joint-stock
 
companies sell shares to pay the debts of the state-run
 
shareholding companies, thereby reducing the government
 
stake in them which is highly unprofitable as government
 
shares are sold at their face value.
 

Reform Policies So Far
 

At the starting point of the reform Bulgaria used to have
 
economic structure almost identical to those of ex-

Czechoslovakia (47 % industry, 36 % agriculture, and the
 
rest services - source: Komerzbank) but in the West
 
Bulgarian products were less competitive than Czech and
 
Slovak ones due to the internal Comecon member-countries'
 
specialization. For example, Bulgarian high technology
 
had to compete with Japanese. First year of reform showed
 
an export decline by about 100-150 ml USD on a quarterly
 
basis, almost entirely due to the fall in agricultural
 
and mechanical and electric engineering exports.
 

2 Ibidem; End of March 1994 $/leva exchange rate is 1:37.
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Reform aiming at transition to market economy has started
 
in February 1991 when coalition government was elected by
the Constituent National Assembly. Parliament itself was

elected on the first free general elections after 1947 in
 
June 1990, and in it renamed ex-communist had 52% of the
 
seats. Despite of this fact, coalition cabinet was
 
dominated by anti- and non-communist reformers and

economist who managed 
to set up main economic reform
 
targets. These target were and 
to great extent still are
 
as 
 follows: a) financial stabilization, inflation
 
curbing, money agqregates and budget deficit regulation,

filling the 
internal gap through external financing; b)

changing, patterns of economic behavior through prompt

market privatization; c) exercising 
 pressure on

enterprises 
 to adjust to the changing economic

environment and setting up fundamental market economy

institutions in 
 the co,,ntry; d) attempting to follow
 
coherent economic policy.
 

In March 1991 nominal interest rates jumped from 2 to 47

% for all credits, including those already given.

(Exceptions from 
this rule were very few: for the loans
 
to build private flats, the loans for young families, and

for environmental 
loans with an incentive for the latter
 
to realize respective projects before the end of the
year.) 
 Since then nominal interest rates have been
 
floating around the figure of 52 % in annual calculation,
 
being now (February, 1994) 56%.
 

Between March and July 1991, 
 Bulgaria was the first
 
country in Eastern Europe 
to adopt an entirely new
 
Constitution which established the basic 
 rights to

private property and provided the possibility to avoid
 
political clashes similar to those 
which, for instance,

Russia was encountering last year. Although there is good

constitutional prospective for market 
 economic
 
performance, due to the constitution making just after
 
the economic changes has started 
two months of 1991 were
 
completely lost in terms 
the legal preparation of the
 
reform.
 

Necessary for political reasons, general elections in the
 
fall 1991 have postponed economic changes. The 
 new
 
government redefined to certain extent 
 economic
 
priorities, mainly through giving advantages 
to the full
 
restoration of the old property as existed late
it in 

40s. Aiming to tackle anti-market resistance of ex
communist "nomenclatural', the 
 new non-communist
 
leadership of the country, 
which had dominated in the

economic and political decision making since fall of 1990
 
missed the right 
time for choosing right priorities for
economic reconstruction. Understandingly, leaders
 
concentrated 
 on classical (or "historical") market
 
formative entities - small trade, small enterprises and
 
(small) farming, which were viewed as hard to 
control by

the ancient regime or, at least, were 
considered as its
 
opposition. This view was supported by the restored old
 
(late 30s and 
40s) parties which were more important in
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Bulgaria than in the rest of CEE countries. Vast area of
 
accumulated know how was abandoned 
as unimportant and
 
"socialists' field of influence". 
 High technology, in
 
which Bulgaria 
used to play as the role of the biggest

supplier to the Comecon market, is 
just the most shocking
example - when Comecon was dissolved the whole sector 
collapsed overnight. 

Bad foreign investment climate was created a great
to 
extent by the Bulgarian foreign debt situation; the net 
weight of external dept is 11,5 billion US $. (1992 GDP 
according to the official statistics is a little bit less
than US $ 84 bn.) General solution of the debt problem
depended on negotiations on a 9,273 bn debt to the London 
Club of commercial bank creditors, as was reported

recently. (To make a comparison, Poland foreign debt used
 
to ashared around 20 % to the London Club, owing the rest
 
to the official creditors.) Other factors are: collapse

of the East European market, Gulf War and Balkan Crisis,

high interest rates, uncollectible loans, missing

regulations, bureaucratic and some
barriers political

instability. As a result foreign investments 
in Bulgaria
 
are 26 times less than in Hungary and 6 times less than
 
in Rumania.
 

The pace of Bulgarian privatization is among the slowest
 
in Eastern Europe, having just few large facilities
 
privatized until February 1994. According to the
 
Privatization act (adopted in April 1992) "large" means
 
enterprises with estimated fix assets on the eve 
of the
 
privatization deal which amount roughly US $ 350,000. The
 
process was postponed due to the lack of political will
 
and the restoration (or. restitution) of old property

which was nationalized in late 40s. Having something in
 
common with privatization from legal point of view,

restitution hardly proved not to be economic 
substitute
 
for the former. It causes social 
tensions and diminishes
 
incentives for the market behavior of the vast majority

of people who believed in the reform. Public support for
 
the restitution, proved by all public opinion polls in
 
resent years, might be explained with desired miracle
 
solutions of everyday economic troubles. Bulgaria never
 
ceased to be 
a country of small owners: 88% of houses and
 
flats in the country are private property (census of
 
December 1992), more than every second 
 family owns
 
agricultural land or expects 
to restore its property

rights on it (though 86% of the restituted landowners
 
live big cities). Given these facts, restitution easily
 
seems a fast solution. Established on the basis of the
 
public suspicion about "who is to buy the enterprise",

"at what price", and "from where are the money", the
 
legal procedure of the Bulgarian privatization is too
 
"careful".
 
According to the lowest estimates about 35% of the land
 
has so far been given back to its owners. But
 
privatization 
 is still stalling due to inadequate

legislation. It has become a political issue only in the
 
following sense: coalition cabinet formed in
a) new was 
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December 1992 and immediately pretended to be a
 
"Privatization Government" which replaced UDF-predecessor
"Restitution Government"; b) seekers to take big stake in
 
privatized enterprises pump public moods against foreign

investment through privatization; c) pro-UDF judiciary,

Supreme Court 
 especially, has discontinued all
 
governmental acts aiming to change top 
privatization

officials; 1993 spend in
was a tricky juridical struggle

between the cabinet and the Court.
 

Privatization Act does 
not deals with schemes appropriate

for mass privatization or banking sector privatization.

The legal framework also leaves room for underground

privatization. There 
three major patterns of underground

privatization: 1. redistribution of
the companies'

portfolios along holding structures 
 allowed them to
 
attract profit-bearing assets the
to newly-formed

companies and direct liabilities to holding umbrella;

joint ventures lacking in capital, as well as joint

partnerships, 
are being set up with a minimum private

stake; 
sanctions are impossible because such corporations
 
are legal; 2. the sale of shares and equity does not

conform to the legally-stipulated maximum amount of 5% of
 
company assets (under Article 10, Paragraph 2 of the
 
Transitional and Concluding Provisions in the Law of
 
Privatization) and its exceeding entails 
no sanctioning;

3. joint-stock companies sell shares to pay the debts of
 
the state-run shareholding companies, thereby reducing

the government stake 
in them what is highly unprofitable
 
as government shares 
are sold at their face value. The
 
new 
draft amendments to the privatization law, based on
 
mass privatization, has been submitted 
to the Parliament
 
in September, 1993. Hearings started in January 1994.

Compared to the existing (Poland and Czech republic) mass
 
privatization schemes Bulgarian one is more

administrative as an 
approach are more contradictory as a
 
procedure.
 

Three years of legal reform were spent overcoming legal

deficits in the fields of: a) taxation and taxation
 
administration, VAT regulations; b) last part the
of 

Commercial Law (first was adopted in May 
1991) which
 
deals with transaction and bankruptcy regulation; c)

banking supervision and banking sector interference in

the real estate and privatization issues, uncollectible
 
loans; d) emerging stock exchanges and securities
 
trading; e) social 
 security funds regulations and
 
separation from the state budget; f) adequate corporate

law. Bankruptcy, securities, social fund and some
 
taxation regulations are still missing. It seems,

however, that the implementation of the existing

legislation still is a significant problem
 

Pure Politics and Pure Economic Decisions
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Meanwhile, since 1990 Bulgarian has changed three

Presidents, last elected through 
direct popular vote;

three legislatures; two sets 
of local governments; and
 
five executives. 
To a great extent current political

constellation is consequence of 
the first entirely non
communist government in the 
post-war Bulgaria which was
 
formed in November, 1991. 
It was based of the October
 
1991 general election results, Parliamentary seats being

divided as follows: 110 for 
 the Union of Democratic
 
Forces (UDF), 
a loose coalition of then 16 anti-communist
 
parties and groups; 106 for the Bulgarian Socialist Party

(BSP), renamed communists; and 24 for the Movement for
 
Rights and Freedoms (MRF), a party representing Turkish
 
minority; (33% of the voters 
supported moderate and
 
"centrist" parties which 
left outside the parliament.)

This necessitated a coalition. Given the circumstances it

could only 
government 

be 
was 

between the UDF 
to be as strong 

and the 
- or as 

MRF. 
weak 

Thus, 
- as 

the 
the 

coalition. 

A clear choice had to be made between two pertinent

strategies: either to rely on 
public support (which had
 
to be ensured and broadened), rely the
or on 

administrative resources. The first 
choice would have

necessitated: 1) a written agreement with the MRF to
 
support 
the UDF Cabinet; 2) prompt privatization ; 3)
 
measures to secure interests and public involvement in
the UDF economic policy; 4) media policy to keep the
 
public informed; 5) a moderate attitude 
towards non
communist rivals. 
(Public opinion polls showed that most

people in general expected at least part of the 
a/m
steps. At 
 least step 3 had to be secured for MRF
 
supporters.)
 

The easier choice was made by the UDF leadership, namely,

to rely on administrative resources. With this

"administrative" approach triumphing, none of the a/m

steps were 
deemed necessary. Thus, negotiations with the
 
MRF got started only after the first 
(May, 1992) Cabinet

crisis. Privatization (both market and mass) 
was stopped

and postponed. Public support was 
taken to be axiomatic.
 
Media freedom was curbed. Non-parliamentary groups,

especially those representing business interests, were

treated with contempt. But the Cabinet did not really

have the administrative resources to run the country in
 
such times of reform, and, consequently, of permanent

split and occasional confrontation. The old nomenclature
 
had to be replaced first. The new people 
were not
 
competent enough, and relied on the overburdened central
 
government for daily guidance. 
Anti-communism could not

of itself produce positive decision-making routines.
 

The parliamentary constellation was 
changed significantly

after in October 1992 UDF Prime Minister, Philip

Dimitrov, ask for confidence vote on negligible occasion,

did not received support from MRF and lost its 
bare
 
majority. The months
four long government crisis

(September-December 1992), 
 which passed from the
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Legislative to the Executive, was 
finally resolved when a
"Government of Technocrats" was formed headed by
Professor Liuben Berov, an 
economist, former President's

Advisor, on December 30, 1992. Berov Cabinet 
 was
supported by the majority of the ex-communists (BSP),
party representing the ethnic Turks (MRF), 

the
 
and some
"dissidents" from UDF. of
the Because this support


"dissidents" were 
expelled of left the majority fraction.

Apparently, "technocrats" had two courses open to them:
to cooperate with the communists in payment for their
 
support, or to 
pursue the reform along UDF lines, braving

the communists, and relying on 
the President and the

anti-communist feeling 
still paramount in the country.

Thus, expectations 
were based on a broad and amorphous

anti-communism: 
Berov was supposed to take the second
 course. President Zhelev was 
expected to be the guarantee

against possible attempts to slow down reforms.
 

But parliament delayed the adoption of the most important
tax and economic laws 
(VAT Act, Turnover Tax Amendments,

Uncollectible Loans and
Act, bankruptcy regulations)

required by IMF as a pre-condition for signing the new
stand-by agreement for 1993. 
That made the position of

the government unstable, and, in increased
tern, public
costs of the transition to market economy. Searching

arguments for non-confidence votes 
and for prevention of
their image public, parliamentary parties introduced

economic populism in the 
Bulgarian political life in a
 very substantial manner. Economic populism will pay back

in the coming political events of 1994.
 

In general the "cabinet of technocrats" failed in its
attempts to stimulate the national industry and to
provide radical 
 turnover in privatization. The

uncontested successes 
of the cabinet were as follows: a)
the principal agreement on Bulgarian foreign debt; b) EC

and EFTA agreements, largely prepared by the predecessor;

c) negotiated transport corridor 
through Serbia; and d)
keeping the inflation in reasonable limits, around 65% 
in
annual calculation and predicted before 1993 budget was
voted. Solution of the foreign debt problem 
makes

Bulgaria far more attractive for 
foreign investments.

Lacking policies for attraction foreign investments,

given the embargo looses, blocked
with privatization

domestic capital shortages Bulgaria has to
used have 25
times less foreign investments than Hungary in 1992, and
around 20 times less investments in 1993 not due to the
improved economy of Bulgaria but to the changed situation
 
in Hungary.
 

Current government was a typical weak 
post-communist

government, pushed to choose between two possibilities to
commit a suicide or to be murdered. But what is strange,

not bearing 
transparent political responsibility and/or
affiliation this cabinet turned 
to perform more effective

economic policies than the UDF government in the second
half of 1992. Then the administration feared to introduce

several new price 
 shocks (prices on electricity,
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petroleum and communications were absolutely artificial
 
thus stopping structural changes and needed external
 
financing), and used the first opportunity to resign. As

it was with quasi-coalition cabinet in 1991, unclear
 
political responsibility facilitates unpopular economic
 
policies but being pregnant with its own predictable

limits. Weak cabinets reach their political limits. The
 
problem is that, with the substantial although often
 
silent political support of BSP, it managed to fulfil
 
some major political destinies of UDF (to start
 
privatization, to reach an agreement with banksthe 

creditors, and to diminish the inflation rate 
in 1993).

This creates a political vacuum around the new political

leaderships ofthe country.
 

.Motivation for all mentioned political motions the
is

fear of fresh elections. - None of the leading parties is 
ready to undertake and realize the election initiative
 
relying just on its own efforts, mainly because of
 
lacking needed majority in the legislature. (Similar

developments took place resently in Slovak republic and
 
it is very likely that Slovaks will follow Bulgarian type

of domestic politics.)
 

But Bulgarian reshuffling of the constituent vote of

October 1991 has been facilitated and motivated by the
 
existing constitutional framework. Rules and Procedures
 
of the Parliament allow representatives to establish any

kind of grouping they like. Constitution itself (Article

99) provides for situations of government crisis that
 
"President shall appoint the prime minister-designate

nominated by the party holding the 
highest number of

seat", in case this nominee fails, "the President shall
 
entrust 
this task to... the second largest parliamentary

group"; should the new nominee also fail to form a
 
government in one week term, the president shall transfer
 
the task to "one of the minor parliamentary groups".

Constitutional Court Determination N20 
(of January 1993)

provides no limits for the repetition of this procedure,

and prescribes no pre-conditions with regard the
 
constituent will of voters. a result in
As parties the
 
Parliament have all incentives to re-group their fraction
 
expecting more "appropriate" times to 
call for elections
 
and to run the country.
 

explained weak
For the reasons "cabinet of technocrats"
 
survived five non-confidence votes, remained in office
 
longer than any of its recent predecessors, and managed

to push two 
annual budget through the parliament. It

might turn that this cabinet has been the most cost
effective transitional government of Bulgaria.
 

What is important for the political ind economic
 
developments 
of 1993 in coming months of 1994 is that

they were focused one single point: 1994 Budget. There is
 
no legal requirements for foreign financing 
 of the
 
Bulgarian economy. Debt service 
is about to change the
 
image of Bulgarian companies abroad. Prompt privatization
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is already a fiscal matter due to the reason that only it 
can take the fiscal burden off the current and any other 
provisional government. By no doubt that US $ 0.5 bn 
foreign support will change completely all the economic 
restrictions of Bulgarian economy that have been running 
is since three years. If 1993 was a year of aggressive
fulfilling and redistribution of economic vacuum
 
inherited from the past, 1994 could be the right year to
 
stop economic decline.
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DRAFT 02-09-94
 

TO: 	 Mariana Todorova
 
World Bank
 

FROM: 	 Walter Stahr
 
Securities and Exchange Commission
 

RE: 	 Securities Law Issues
 

This memorandum attempts to identify the key issues to
 
discuss at the upcoming conference on a securities law for
 
Bulgaria.
 

There are three draft laws to consider at the conference:
 
the draft stock exchange code prepared by Professor Haupt; the
 
draft securities act prepared by Professor Wymeersch; and the
 
draft securities law I have prepared. I have attempted, in one
 
law, to address all the major issues;.Professors Haupt and
 
Wymeerach have addressed essentially the same issues in two
 
separate laws. In my view, it does not matter much whetherthere
 
is one law or two laws.j/ What mattsrs is that Bulgaria promptly
 
adopt an adequate law or laws.
 

The three draft laws reflect agreement on many general
 
issues, such as the need to prohibit insider trading. The three.
 
draft laws also reflect diaagreement on many issues, such as how
 
to define insider trading. I would not devote much of the
 
conference to "general principles," on which there is likely to
 
be agreement. Nor would I attempt to proceed section by section
 
through any of the draft laws. Rather, I would organize the
 
conference around issues, such as "insider trading."
 

."Securities" 

It is important to have a broad, workable definition of
 
"securities." It is also important, even if there are two laws,
 
to have only =l definition of securities. At present, the Haupt
 
and Wymeersch drafts have different definitions of this critical
 
term. S H 1(4); W 1(a).
 

I/ In some sense, the Stahr law is also two laws, since the 
criminal provisions are proposed as a separate amendment to the 
criminal code. 

,oi' 



The most important difference between the stahr definition 
and the Haupt and Wymeersch definitions, in my view, is in the 
area of "imvestnnt contracts." An investment contract is a 
contract uiT iereby a person invests in a common 
enterprise with a reasonable expectation of profits derived
 
substantially from the efforts of others. Investors may be
 
purchasing "investment contracts" even if they are not purchasing
 
shares .n a company -- indeed even if there is no company. One
 
example of an "investment contract" is a Ponzi scheme, the
 
"business" of which is to pay early investors with funds raised
 
from later investors. Such schemes are almost always fraudulent,
 
because at some point there will be no new investors to pay the
 
existing investors the promised return.
 

There are some limits in the Haupt and Wymeersch definitions 
that may prove difficult. For example, the Wymesrsch definition 
includes "bonds and other forms of seouritized debt which are
 
negotiable on the capital market." A small company may issue
 
"notes" that are illiquid and thus arguably not "niegotiablm1 
thiy are nevertheless securities. 

The Wymersch definition also "assimilates" certain 
instruments, such as "mone-market instments!," that would 
perhaps not be covered ae on. It would be
MSt-f-dinit 

useful to discuss these "additions" and whether they make sense
 
in Bulgqria.
 

L-2<. Initial Disclosure
 

There appears to be general agreement that, before an issuer
 
sells its securities to the public, it should disclose certain
 
information in a prospectus. There are, however, some subsidiary
 
issues on which there appears to be disagreement.
 

One is how to define "sell to the public." The wysersch
 
draft generally requires a prospectus if at least 50 persons are
 
solicited or if information is circulated to the public,
 
including by personal letter. W 2.1. (Should a personal letter
 
to only ten people require a prospectus?) The Wymeersch draft 
exempts, however, offers "to a restricted circle of persons." W
2.4(1). Would this allow sales to a "restricted list" of 1000 
persons? The Stahr draft generally requires a prcspectux-if-an-_ 
issuer, or an affiliate or underwriter, sell: o- -r more 
investors within a period of 180 days. S 47(1). 

A related question is what other ons from the 
prospectus requirement are appropriate. sW i- an offer made 
"only to lawyers" be exempt? _qjM W 2.4.1(a). Should all debt 

§M_ W 2.4.2(c).
securities issued by Bulgarian banks be exempt? 

Should all securities offered by an employer t., its employees be
 
exempt? In W 2.4.2(g). Should securities issued by limited 
liability companies or partnerships be exempt? Sa S 47(2). 
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It is important to remember that an exemption from the
 
prospectus requirement is .Jjan exemption from the rest of the
 
securities law. An exempt offering is, or should be, subject to
 
the general prohibition on securities fraud, so that false or
 
misleading statements in an exempt offering are illegal.
 

Both draft laws generally rely on the Securities Agency to
 
define what information is required in the prospectus. Ane W
 
2.2; 5 37. The Stahr draft, however, oiist-.Emi
re r, thus limiting somewhat the discretion of the Agency.
 

Both draft laws prohibit sales of securities until the
 
Secnirities Agency "clears" the prospectus. There is an important
 
difference, however, in the clearance process. Article 2.5 of
 
the Wymeersch draft requires the Securities Agency to "establish"
 
that the prospectus contains all required information. This
 
makes the Agency responsible for the accuracy of the information,
 
a liability that should be on the issuer and underwriter. Under
 
Article 38 of the Stahr draft, the Agency does not pass on the
 
accuracy of the information, and indeed it is illegal, under
 
Article 6 of the criminal section, to represent that the Agency
 
has determined that a prospectus is accurate or complete.
 

Both draft laws envision that the Securities Agency will
 
"comment" on the prospectus and that the issuer will then maXe
 
changes. The Wymeersch draft, however, prohibits offers between
 
the filing and clearing of the prospectus. The Stahr draft
 
allows offers during this period, so that the public has somewhat
 
more time to review the prospectus. S S 34.
 

The Wymeersch law addresses separately disclosure when
 
securities are first offered to the public and disclosure when
 
securities are first listad on an exchangG. Since listing
 
securities on an exchange is a form of "offer," the Stahr law
 
does not address listing separately. Is a separate chapter
 
necessary?
 

The Wymeersch law requires a separate approval, from the
 
Minister of Finance, for the sale of foreign securities in
 
Bulgaria. W 4.1. should such approval be required? The
 
Wymearsch law also allows a prospectus approved by an EC nation
 
to serve as-the prospectus in Bulgaria. should there be such an
 
"EC exception?"
 

(. Periodic Disclosure
 

The first issue to discuss here is whether, after an issuer
 
sells its securities to the public, it should makea i 
public reports. In certain respects, the Haupt draWdoes Bat 
provide for such reports. In many respects, though, such reports
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are more important than initial reports, 
since they provide the 

ongoing information about public companies. 

The Stahr draft requires periodic reports from 
all
 

This includes companies with listed equity
"reporting issuers." 

securities, companies that have offered securities 

to the publiC,
 

and companies with more than 500 shareholders. 
8 41. The Haupt
 
from issuers of
 

draft apparently requires periodic reports anl= 

H 19. This would mean, for
 

securities listed on exchanges. 

example, that a company with 10,000 shareholders, 

but no stock
 

exchange listing, would not file periodic reports.
 

The Stahr draft requires both annual and semi-annual
 
The Haupt draft,' ,1ously, n1Os not
 

8 42& 43.
reports. 
 Is
require an annual report, only an ",interim report." 

H 19. 

not the year-end report more important than 
a six-month report? 

Both drafts allow the Securities Agency to specify the 
form

of pariodic reportsy the Stahr draft also allows 
the Agency to
 

set accounting and auditing standards "supplementary 
to, and
 

consistent with," the Law on Accounting. This authority will
 

help the Agency improve the reliability of financial 
statements,
 

the most important part of periodic reports. 

Tho Haupt draft requires issuers to publish "immediately" 
all facts which "could lead to a-substantial fluctuation in 

the, 
H Is. Does this require an issuer to
price" of it- securities. 

two weeks, disclose low earnings? Does

disclose that it will, in 
this require ¢'sclosure of preliminary merger discussions? 

There,
 

are two issues-here: should Bulgaria require this type of
 

disolosurel and, if so, how should the needs of investors 
and
 

issuers be balanced?
 

4. Fraud and Manilgulation/
 

Fraud and manipqla on are related but distinct. 
Securities.
 

desiqned to persuade someone
 fraudc,-hdf-Udes any-itiltatement 

to purchase a security. Manipulation includes a variety of
 

practices, such as fictitious trades, aimed at influencing the
 

price of a security.
 

Perhaps tha most serious problem in the Haupt-draft is that 

it does not have a genelp on securi 
u they are-
Section 36 prohibirg-wcorract statn P only if 

made or used for purpose of influencing the price of 
a security.
 

.,,,any false statements about securities, however, 
are not intended
 

They are nonetheless fraudulent.
to influence prices. 


Scotion I of the criminal section of the Stahr law is
much 

broader: it reaches 4nyntru.e iatementpf-matAPrial fact made 

a sale, purchase or offer of a security.in connection with 
Section I also prohibits the failure "to state a material 

fact

c4 



necessary to prevent the statements made from being misleading in
 
light of the circumetances under which they are made."
 

There is also no prohibition of specific manipulative
 
practices in the Haupt or Wymeeruch drafts. Section 36 prohibits
 
the use of "means calculated to deceive" for purpose of
 
influencing a security's price. Section 3 of the criminal
 
section of the stahr draft specifically addresses practices such
 
as apparent transactions that involve no change in actual
 
ownership. This is not a complete list of all manipulative
 
practices, but a complete list is not necessary bacause there is
 
a general prohibition on manipulation in section 1.
 

The Haupt draft also pzohibits "improper" inducement into
 
"speculative stock exchange trAnsactions" by those who are
 
"inexperienced." H 37. Many stocks in Bulgaria will be
 
speculative and many investors inexperienced. Depending upon how
 
these terms are interpreted, this prohibition could discourage or
 
prohibit aegitimate transactions. In my view, it should be
 
omitted,
 

/5. Insider Trading 

The first issue here is whether to prohibit insider trading.
 
There are some securities markets that do not yet prohibit 
insider trading; there are some academics who argue that insider
trading ensures that markets reflect all information. Most major
 
markets, however, prohibit this practice because It injures and
 
discourages the "average investor." I would strongly urge
 
Bulgaria to prohibit insider trading.
 

Both the Haupt and Stahr drafts would prohibit insider
 
trading. They are both based on the EC Insider Trading
 
Directive. There are, however, some differences between the two
 
drafts:
 

Section 2(1) of the criminal portion of the Stahr draft 
defines "inside information" as nonpublic information about an 
issuer that, if made public, would likely have a significant 
effect on the price of its securities. Section 39(l) of the 
Haupt draft is similar, but requires that the information be 

b ele. Why should insiders who trade on general information,
 
U/such as that their company will be acquired soon, be exempt?
 

The Haupt draft, under Section 39(2), only prohibits insider
 
trading of securities traded on an exchange. Why should
 
securities that are not traded on an exchange be exempt?
 

The Haupt draft, in Scotign 39(3), apparently limits the 
"insiders" at a company to the management and supervisory board, 
and excludes the common employees. In the United States, insider 
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trading by employees is at leant as common as insider tradinrgbY
 
officers and directors. Why should employees be exempt?
 

Both the Stahr and Haupt draft contain some exceptions from
 
the prohibition on insider trading. The Stahr draft exempts
 
trading if "the insider reasonably believes the information is
 
not inside information." The Haupt draft allows an insider with
 
inside information to buy or sell to "execute an entrepreneurial
 
plan." Each of these exceptions should be discussed and, if not
 
well justified, omitted from Bulgaria'$ final legislation on this
 
issue. 

6. Securitie. Ex hanoes j 

This is an area in which there is likely to be substantial
 
disagreement, both among Bulgarians and among the foreign
 
experts. I would suggest that these differences be approached
 
from two perspectives: the stock exchanges and investors.
 

Bulgaria already has two major stock exchanges in Sofia and 
several smaller ones elsewhere. The Sofia Stock Exchange, which 
has patterned its rules on the Frankfurt Stock Exchange, is 
likely to find it relatively easy to comply with the detailed 
requirements of the Haupt draft, which is apparently patterned on 
the statute governing the Frankfurt Stock Exchange. The First
 
Bulgarian Stock Exchange, which has patterned its rules on the
 
New York Stock*Exchange, would probably have to make substantial
 
changes-in its rules to comply with the Haupt draft.
 

If the stock exchange provisions of the Haupt draft would
 
rovide better protection for inejptors than the Stahr draft,
 

they should be preferred. If, however, stock exchange provisions
 
do not really protect investors, but simply lmit the structures
 
of exchanges, the Stahr draft should be preferred.
 

For example, section 4 of the Haupt draft requires that 
every stock exchange have a stock exchange council, that two
thirds of the members of the council bg elected by shareholders 
and one-third by other stock exchange participants, and that the 
council exercise many specific responsibilities. Would investors 
suffer if a stock exchange was formed as a partnership and had no 
"council?" Would investors suffer if a stock exchange council 
was elected gfljy by owner-members? Would investors suffer if a:.oo_ 
council delegated responsibility for some of the issues listed in-
Section 4(2) to a general manager? 

If the answer to these questions is "no" then Section 4 of
 
the Haupt draft is perhaps not necessary. And if it in not
 
necssaryt it is not advisable, because it operates to prevent
 
competition between exchanges that are organized on somewhat
 
different lines.
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Another important aspect of this issue is the relation
 
between the stock exchanges and the securities Agency. Section I
 
of the Haupt draft allows the Securities Agency to deny or revoke
 
a stock exchange's authority to do business; it provides,
 
however, only very general standards to guide this substantial
 
power. Is this power necessary for the protection of investors?
 
The Stahr draft assumes that it is not necessary as long as the
 
Agency has the power to prosecute the Exchange and its officials
 
for violations of the securities laws. S 19. If the Securities
 
Agency has the power to close down a stock exchange, should not
 
the power-be defined and limited, to prevent abuse?
 

V.<securitles Firms
 

The major issue here is who2 should license securitim firms. 
Under the Wymeerech draft, thnf J n alonal Bank would 
license banks as investment firms, the stock exchanges would 
license stock exchange members, and the Securities Agency would
 

W 7.2, 7.4. Under the Stahr draft, the
license all other firms. 

Securities Agency would license all securities dealers, although
 
banks which now have licenses would have a one-year "transition
 
period" to obtain a license from the Securities Agency. S 25, 

5.
 

There are obvious advantages to having one licensing
 
authority -- avoiding different standards for different types of
 
firms -- and to giving the Securities Agency the ultimate power
 
of revoking a securities licenue.2/ There are also obvious
 
difficulties involved in telling banks, some of which are already
 
active securities dealers, tha- they must obtain a securities
 
license to continue in this business. There are no advantages,
 
at all though, in giving the stock exchanges a parallel power to
 
license securities firms.
 

A second issue is what activities shogld require a license.
 
Both the wymeersch andr-9tEihrdrafts cover firms that purchmeand 
sell securities for others. The Wymeersch draft does not cover, 
however, investment advisers that do not purchase but simply 
advise. an S 22. Although different rules may be necessary for 
such firms, it seems appropriate to subject them to some sort of
 
licensing scheme. Many of the other "exclusions" of the
 

are covered by the "trading exception" in
Wymersch draft, W 7.3, 

the Stahr draft, S 21(4).
 

Both the Wymeersch and Stahr drafts envisage that the
 
Securities Agency will draft rules applicable to all securities
 

J/ it is fairly clear that, under the Wymeersch draft, the 
Securities Agency could only "withdraw" the authorization of a firm 
that it originally authorized. W 7.4(1), 7.4(6). 
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firms. W 7.6; S 28 & 29. This makes sense. There are Dome
 
differences in the rulemaking authorities, of which perhaps the
 
most important is capital. The Wymeersch draft provides for an
 
initial capital requirement for firms licensed by the Securities
 
Agency, W 7.4(2), but no'-ng2IM capital requirement for all
 
securities firma. This i-crft1M T-foinvior-protection.
 

.Investment Comvanies
 

The first issue here is how to define "investment company."
 
The Wymeersch draft does not define "investment company," so that
 
all of its requirements could be e avvdldcalling an investment
b 

9omPany something else./ The Stahr draft e-ifInes an
dba-icwtl 
"inv.tomen-- any"-a-ne that is primarily in the business of 
investing or trading securities.
 

The second issue is what forms of investment company to
 
allow. The Wymeersch draft requires that investment companies be
 
organized as companies or partnerships; it apparently does not
 
allow for the trust structure that is common in Europe. W 5.2.
 
The Stahr draft also allows for this structure. S 49.
 

A third issue is how to address the conflicting interests of
 
investors and those who run the investment company. The Stahr
 
draft prhitk n investment company ff investiag in the
 
securities of its investment aviser or anyavMiate; it also
 
prohibits investments in securities being distributed by the
 
investment adviser. S 54. The Stahr draft also requires that
 
the depository m&y not be affiliated with the investment adviser.
 
S 52. The Wymserscb draft says nothing about investments in
 
affiliates; it does require that the investment company not act
as its own depository. W 5.8.
 

A fourth issue is how to deal with basic changes in the 
investment company's policies. The Wymeersch draft requires that 
certain issues be addressed in the articles of incorporation,
 
5.10, and that these articles cannot be changed without the
 
agency's approval, 5.16(5). The Stahr draft requires that
 
certain basic policies can only be changed with the consent of
 
the shareholders, in the case of an investment company, or after
 
three months notice, in the case of a unit trust. S 55. It
 
seems preferable to leave these questiond to the share or unit
 
holders.
 

There are many similarities here between the Stahr and
 
wymeersch drafts, since both are based in part on the EC
 
directive on Undertakings for Collective Investment in
 
Transferable Securities ("UCITS"). Thus, for example, the
 

2/ See Article 5.16: "No company is entitled to call itself 
'investment company' unless it has been authorized by thii Agency." 



portfolio limits of the two drafts are quite similar: both limit
 
tivostment in any one issuer to 5% of the investment company's 
assets and 10% of the issuer's securities. W 5.4, 5.5; S 54. 
One potentially important difference is that the Stahr draft 
would allow for an investment company that invests all its assets 
in sacurities of the Bulgarian government; the Wymeersch draft 
would lit investment in such securities to 40% of the assets. 
W 5.4:/, 54(3). 

Maior Holdinas and Tender Offers
 

It appears that many of the particular differences in this
 
area arise from a more general difference about tender offers and
 
other takeovers. The Stahr draft is generally friendly to
 
takeovers, because they often allow shareholders to replace
 
incompetent managers or to sell their shares at substantial
 
premiums. The Wymeersch draft is much more hostile to takeovers,
 
perhaps because of their effects on employees and othe~i.
 

Although it is important to recognize this general
 
difference, it may be more productive to discuss the particular
 
differences between the two drafts. There are several important
 
ones:
 

The Wymeersch draft does notpre or misleading
 
statements in connection with a tender offer. In my view, this. 
-s he-ost fifunmentai an basic potectlo-n for shareholders in 
a tender offer. section I of the criminal section of the Stahr
draft also prohibits false or misleading statements in connection 
with proxy solicitations, another common form of corporate
 
takeover.
 

The Stahr draft, like the EC directive, ruis prs-
from major shareholders at the 10%. 25%. 50% and 75% levels. S
 
57.--e Wymeersch draft requires reports at every 5% level or,
 
if a company elects, at every 3% level. W 8.1, 8.3. More
 
frequent reports not only provide more information for other
 
shareholders: they also provide more opportunities for corporate
 
managers to argue that a shareholder attempting a takeover has
 
failed to file required reports or provide required information.
 
The more frequent reporting requirement may tend to discourage
 
takeovers.
 

Article 9.1 of the Wymeeruch draft prohibits any partial
 
tender offer. Although partial tender offers do pose risks for
 
the shareholders who do not tender, they also often offer
 

Disclosure
shareholders substantial premiums for their shares. 

seems preferable to a total prohibition.
 

Article 9.1 also prohibits cash offers unless the funds are
 
already on deposit. Again, if there is disclosure, this seems
 
unnecessarily restrictive.
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Article 9.3 requires a bidder to transmit a draft offer
 
document to the target company. This will not only allow the
 
target company to prepare its defense, but also create
 
opportunities for insider trading. Article 9.3 also allows the
 
target company'soar-d-ofirectors to FegaRle the bidder to
 
supplement its prospectus. Targets would undoubtedly use this
 
provision to delay and frustrate tender offers. It seems far
 
better to require the offeror to make its own disclosure, an in
 
Article 60 of the Stahr draft.
 

Article 9.4 forbids any tender until the Securities Agency
 
declares that the prospectus "contains the information necessary
 
to enable the addressees to reach a properly informed decision on
 
the bid." As in the case of the initial disclosure system, this
 
may give the Securities Agency too much responsibility for the
 
prospectus. In this context, moreover, this approval process may
 
be used to delay and discourage takeovers.
 

10. Enforcement and Private Liability
 

A securities law will only work if it is enforced. There
 
are several aspects to this issue.
 

First, there must be a connection in the law between the
 
various requirements and prohibitions and the sanctions. For
 
example, the Haupt draft requires interim reports; there is no
 
sanction, however, for failure to file such a report or filing i
 
ral'sereport. The Stahr draft provides sa rron. against
 
vitT-n-61 "any provision of this law or any rule or order 
under this law.' S 68-70.
 

Second, the securities agency, or-some other authority, must
 
have authority to lnvestlgate potential securities violations.
 
There are eustantial-advanta, to having speciaUzed securities
 
investigators rather than leaving this to generalist prosecutors.
 
See S 67.
 

Third, the securities agency must have a variet "_f 
enforcement sanctions available. If criminal prosecution is the
o0i-ysaiie on nvailabie i rities violation, mosti:-----

violations wil2 not be punished at all. If milder sanctions,
 
such as a civil fine or injunction, are available, much more 
comprehen91VW7dtbled enforcement is possible. The Haupt and 
Wymeersch drafts rely mainly on criminal sanctions: the stahr
 
draft has a range of sanctions. H 36s W 12: S 68-70.
 

Fourth, the enforcement efforts of the securities agency and
 
prosecutor must be supported by rivate-Jiability. This allows
 
investors to sue those who have injured them through violations
 
of the securities law and recover their damages. The Haupt draft
 

10
 



has some civil liability provisions, H 18,./ but they are not
 
comprehensive. The Stahr draft essentially provides that any
 
person who violates the securities law and injures another person
 
through his violation is liable to that person for his damages.
 
S 71. It also provides for "joint and several liability" for 
those w b act together to violate the securities law. 

to1.SBecurities Agency 

I have saved for last the area I expect to be the most
 
difficult: whether to have and how to structure a separate
 
securities agency. This is also, though, the issue on which
 
foreign advisers have the least to contribute. Let me comment on
 
.three "minor" aspects of the issue.
 

A securities agency must obtain and maintain the confidence
 
of investors. To do this, the agency must control carefully the
 
conduct of its members and employees. If at all possible, the


(4 of the securities agency should be full-timeemyfl 4.~'members 


to minimize the possibility of conflicts ofinterest. The
 
' securities agency should also have the ability to issue and
 

enforce a conduct rule to cover issues such as securities trading
 
by employees and professional secrecy. In W 11.3: S 10.
 

(~ ~ A securities agency cannot function without adeqjuate 
funding-* Eventually, a securities agency may be able to "pay for. 
fs-elf" through fees on securities transactions. The U.S. SEC,
 
for example, collects about $50 million more in fees than it
 
spends each year. At the outset, however, reasonable fees will
 
generate only very modest revenue, not enough to fund a
 
securities agency. This is why it is important to have public as
 
well as fee funding. Aem W 11.2: S 4.
 

Actions by the securities agency should be sVoMect to reviaw
 
bya urt. For example, if the securities agency im roperly
 
di6ies a securities license, its decision should be subject to
 
review and reversal by a court. The last sentence of Article
 
11.2 of the Wymeeruch draft is apparently intended to grant
 
personal immunity to agency employees, which is reasonable. It
 
could be read, however, to limit sharply the ability of a court
 
to overturn an incorrect agency decision, which is ngt
 
reasonable . 12. ) 

'/ As noted above, this provision may create too severe a
 

liability for a company that fails to disclose "important facts."
 

1" 31. 
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