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TEL. 202-966-4471
FAX. 202-966-4456

March 8, 1994

TO: John Wiles, Roy Grohs
Project Officers
Agency for International Development
Room 6723 EUR/PDP/PD
Washington, D.C. 20523-0071

FROM: Margot E. Machol
President
Chesapeake Associates

RE: Sixth Quarterly Progress Report
and Trip Report, March 2-6

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 them 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 Ipstitute 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 secter. 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 se! up a library of current economic
publications (25,000 DM one-time funding}.

They are negotiating with the Bulgaian 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 uncollectiblz 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). Armrrangements 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 Privatizaiion 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 the 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 cperating 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 shouid 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:
Attachment 2:
Attachment 3:
Attachment 4:
Attachment 5:
Attachment 6:
Attachment 7:
Attachment 8:
Attachment 9:
Attachment 10:
Attachment 11:

Draft Study for BAEF

Paper for Salomon Brothers

Paper on Foreign Investment

Title Page of Gwartney & Stroup Book
Banker Article

Economics Article

Capitol Press Article

Demokratizatsiya Article
IME Brochure

List of Conference Attendees
Stahr’s Comparison of Securities Drafts
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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 of 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.

b/ Bulgarian National Bank _

o Issuing securities is not considered as a bankﬁg 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 Bulgari;m 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:



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 doés "listing" mean

s<There are no general law provisions for stocks to be listed. Some of the
stock exchanges create their own ruies 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.
a/ The requirements for the companies to become 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);
0 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;



- 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 and 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



Investment Fund "Razvitie"
Naturella Ise.

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 1o the Accounting Law financial reporting is obligatory for
Jjoint stock companies. They have topublish their audited balance sheets
until the end of the fiscal year (30 March).

b/ There are no law provisions about insider information.

II. TRADING IN STOCKS
1. What is the "securiry" what is actually 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.



2. How secure is ownership of these types of shares against loss, theft,
counterfeiting , unauthorized sales of new securities, eic.
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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 individual issues , 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, issu:ars do rot
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.



b/ 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 information. 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 iollow
scarce information about companies:

0 occational information about future murgers or forein participation
have impact on the demand of the stscks 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 on stock 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.

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

1. In Sofia there are two stock exchanges: First Bu]gz;rian Steck
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
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Additionally in Varna, Bourgas, Pleven, Stara Sagora, Pleven,.... In
Russe, Gabrovc....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

~IV. 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 order placed, payment made and the evidence of purchase
accomplished. When you sell how do you get the money back (and if

Soreigner, convert to hard currency)

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 of tax
3. How are gains and losses treated for tax purposes

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)



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

a/ The group of physical persons (merchants, tradesmen or sole proprietors ) involves
basically small JSirms under the Commercial Code, private owners of medical service
Jirms and handicraft entities created under the Regulation No 35 of the Council of

Ministers from 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 favc;rable trcatment when buying corporate bonds.

» -

b/ Under the legal distinctions the group involving juridical persons (firms) has the
possibility of beneficial tax trearment:

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. ' e

o There is a legislative limitation for cominercial 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 about 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,

3. Treatment of foreian versus domestic investors

6. What are thge theoretical and actual enforcement 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.




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 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 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 mezrket 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 permaner:t split and occasional
confrontation. The old nomznclature 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 cpen to him: to
cooperate with the communists in payment for their support,
or to pursue the reform along UDF 1lines, braving the
communists, and relying on the Presidert 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 2Zhelev 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 pDimifer Loudzhev and Assen

*Dimiter Loudzhev is a UDF founder, deputy prime-minister in
the coalition government of 1991, minister of defence in the



"independents" who haven't named themselves yet and who vote
unusually with the majority.

E) UDF possesses control rpositions 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
thie 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 parliasentary 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.



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 2Zhan Videnov, the



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 N2C0 (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



"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
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STATE, PROBLENMS AND PROSPECTS OF FOREIGN CAPITAL INFLOW IN BULGARIA

One of the main problems and setbacks to economic growth 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 growth and restructuring of the
cconomy, as well as the experience of many successful developed and developing countrics, which have
rcached high levels of growth largely through attracting foreign capitals, the significance of this problem
for Bulgaria is determined by the following factors: The adjustment to a situation of large internal and
external discquilibriums. inherited {rom 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
conscquences for the medium-and long-terin development of the economy. The only way of mitigating
these consequences is to ensure the inflow of fresi capitai to the country.Morcover, the attainment of
long-lasting ard stable »quilibrium is impossible without overcoming the ineflicicncy of production,
which in its turn, is a result of the structural and system distortions. The scope and naturc of these
distortions are such that the restructuring can not be done simply through reailocating the resources from
one branch to another, duc to the specific production factors which they utilize and the absence of
developed warket struciures, institutions and mechanisms of reallocation. This process thus requires large
amounts of fresh investments. In the current economic environment, Bulgaria is very short of domestic
savings, with whicl to fund these investinents. One major source of funds, especially for large-scale
investments is foreign capital. Furthermore, the structural transformatior 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 demnonstration 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
cconomic 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 countrv,s
external debt. The obsolete structure and incompetitiveness of the export production, as well as the
adversc external developments mike it difficult to penetrate this markets on the basis of the conventional
forms of trade alone and require “more sophisticated” forms, including dircct participation of forcign
capital in the cconomy. This is why now the problems of resuming the external financing and actively
attracting foreign investments should be made a priority of the economic policy and reforms.

L 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 forcign resources began from the total rejection of external credits in the 60-tics and passed
through a period of relatively active use of commercial borrowing and financial credits, mainly in the
form of syndicated loans from the Euromarkets and finally lcad to a very cautious approach to opening the
cconomy for forcign dircct investments. Formally until 1985 and effectively until 1989 the only form of
forcign financing were the loans from official and private sources. The amount of forcign 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 forcign borrowing operations were
dclegated to only one financial institution, BFTB, which acted on behalf and on the orders of the central
authoritics. No other cconomic 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 forcign currency resources. All currency carnings, 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 forcign currencies, thus restricting them from
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taking foreign credit. This practice of forcign borrowing did not allow to maximize the volume, but also to
optimize the terms of financing and to cffectively monitor the external payment position of the country.
Bulgaria was not permancntly present in the international financial markets and appeared “sporadically”,
regardless of the situation and therefore of the costs of financing. The bulk of forcign credits was used to
finance large projects. designed to develop or to improve import-competing industries or industrics,
exporting to CMEA rather than to boost export production to western markets directly. Most of these
industries werc import-intensive. Conscquently they could not possibly gencrate foreign currency to repay
the debts. Thus the accumulation of external debt was accompanied by growing difficultics in mecting the
debt service obligations. With diminishing export carnings hardly covering even the crucial imports and a
debt service ratio rising to over 80 percent of export carnings in the period after 1985 forzign 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 cconomic growth and development. Payments on
the accumulated debt burden caused a net outflow of foreign currency resources. Thus the indebtedness
crises turned irto insolvency crises, whose only delaved acknowledgement was the 1990 declared default
on international obligations of the country. As a conscquence Bulgaria was excluded from further
participation in the international capital markets and what is more important, because it constituted a
considcrable proportion of its forcign financing, the country lost its short-term trade financing and the
trade intermediation services provided by iniernational banks thai 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 countrics. 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
inflow.The growing difficultics in providing forcign financing have lead to a gradual deregulation and
liberalization of the forcign exchange regime. Initially only the 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 were they allowed to borrow abroad. They were providing loans to enterprises above the targets sct in
the plan, but within the limits of forcign exchange resources, conveved to them by the BNB. All credit
terms were centrally administered. Besides, the banks were 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 aimn was to avoid the credit constraints,
which the only financial institution until that time, authorized to perform forcign borrowing operations
was facing duc to the excessive accumulation of debts. The activity of these bank in attracting forcign
resources, especially medium- and long-term, remained weak owing both to the initial difficulties in
penctrating the international financial markets and the lack of well trained and qualificd staff, but mainly
10 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 scrvice debts using only cnterprises, own foreign exchange funds, which they retained after
having fulfilled their plan targets to scll a considerable amount of their forcign currency carnings to
BNB.The decentralization and liberalization process continued afier 1991, In February 1991 the Decree N
15 was passcd, 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 market. As a rezult 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 lified 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 Iead to still another, one might say “revolutionary” change.
In 1985 the first legal act, Decree N 535, admitting forcign direct investments in the country was adopted.
The hopes then were associated with the access to forcign credits as well as to the western markets that
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our forcign 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 restrictive
provisions, concerning ownership rights and management. The Iegal and economic system at that time
could ncither guarantee the interests and property of foreign investors nor could they provide normal
conditions for the economic activity of the joint ventures. For the wholce 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 cconomic activity and in the functioning and management of the cconomy,
as well as in the legal and cconomic 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
especiatly true for the ownership rights on the state property and the decision making process in the state
enterpriscs 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 prrocedures of the transformation and rules of transferring the shares as well as of
cvaluation techniques and methodology the process proceeded spontancously, to a great extent illegally
and out of control and was accompanied by abuses. This made it necessary to impose a moratoriumn in
“‘August 1991 on the disposal of state property in the enterprises, which applied also to their rights to create
joint ventures and to transfer shares. As a result 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
cconomic conditions the inflow of foreign capital was weak and mainly in the form of green ficld
investments or joint ventures with private firms that predetermined the size and nature of the invested
capital.Sincc 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 Jaw, was also widened. As a result the number of foreign subsidiaries and joint ventures grew up.
According to NSI. by 1993 it has reached 1300. Their total capitalization, however, remained low.
According to the report of the newly set Forcign 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 00C - only 6.7 percent. These data speak for still another trend. Since
such a size of these companics. own capital is totally inadequate to conduct any type of economic activity,
whatsoever, it is obviously financed by credits, granted by local or forcign banks or the founders
themsclves. 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 forcign 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 casily explained. On the one hand, it is only natural for forcign 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 rcasons, 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 itsclf 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 forcign borrowing
of the country rathier than to the direct foreign capital involvement.From all possible forms of investments
pursuant to the laws almost exclusively the form of green-ficld 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 fict that because the private sector is still
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underdeveloped the interests of forcign investors are associated with the state owned enterprises, the main
reasons for this development may be traced to the late start and very slow process of the privatization. As
we have alrcady 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-owned enterprises in April 1992 and some other
normative acts it should have been renewed. Actually for small business, privatization is far along, with
almost all such enterprises transferred by the state to cither 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; cconomic recession, neophyte market structures and
institutions, uncertain property rights in a great portion of the real estate, both urban and agricultural, the
backlog of bad loans to enterprises and interenterprisc 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
adequatcely support privatization, poor financial statc of a great part of the state-owned enterprises etc. The
negotiations or: large-scale 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 is an evidence for the good will of the country
to admiit foreign investors to this process.Investments in securitics are almost absent, owing to fledging
stock market. The structure of joint ventures by fields of activity is also unfavorable 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 forcign 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. Almost negligible is the
share of foreign capital in the bank sector. With only one exception from mid-February 1994 of a Greek
bank sctting up a branch in Sofia no other forcign 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 rcasons
for this state are: the still existing numerous legal and administrative, direct and indirect restriction,
hampering the access and the activity of forcign capitals in this sector, lack of privatization,
unattractiveness of this scctor 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 portfolio, 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
epheres of the economy. The bricf 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 investments. The unsatisfving results of attracting
foreign resources are often interpreted as unwillingness, lack of interest or unfair and speculative
intentions on the side of forcign 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 is the
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
agrecment on debt restructuring has been finally reached with bank creditors in December, establishing a
menu of options, including debt buybacks, discount bonds, past due intcrest 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 1 1y change significantly, What is more important, the trade-retated sanctions will be lifted. the
trade financing will be restored and this will affect favourably both capital and current transactions of the
balance of paymients. The negotiations with the IMF on a third onc-year stand-by arrangement are
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expected to be finalized upon the passage of the 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 commercial financing and the enactment of EU Interim
Agreement along with other positive effects will help to reduce pressures on the internal forcign exchange
market arising from the resumed foreign debt service payments and to climinate or prevent sharp
fluctuition and thus reduce the exchange rate risk. The cconomic 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 arc grounded on a sound and
feasible economic program. combining structural reform measures and fiscal and monctary constraints
and financial discipline. they seem to be realistic. All the more that in 1993 most of the necessary for the
implementation of policy measures and reforms 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 cconomy. 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 facis and positive signs:\Vith 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 cnterprises, constituting nearly 10% of their total
number, will be completed and to the already in 1993 initiated privatization procedures of 254 companics
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 will be eligible for debt for equity swaps. The Law on the transformation of the non-
perforining debts of the enterprises with state ownership exceeding 50%. negotiated until the end of 1990
was passed. Apart from the fact that it resolves onc of the most serious problems 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 enterpriscs, 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: priscs
has been worked out and submitted for approvat to the IBRD for financing. With respect to the bank
reform a progress 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 is expected 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 alrcady started implementation of the modern banking
technologics 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 arc the banks with a minority 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
sccuritics 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 cnvisaged. All these positive changes and trends certainly improve the investient
climate in Bulgaria. A still great nuitber of problems and issucs, however, has been left unresolved or
unaddressed in anticipation of a proper action. So the ¢ untry now has to make any cffort at changing the
conditions which inhibit investment in Bulgaria. Any lagging behind in attracting foreign investiment can
only be a setback for the economic Ww on the transformation of the nonperforming debts of
statc-owned enterprises, negotiated t€Tore 1991 was passed in December 1993.* 30 percent inflation, zero
decline in output and even weak recovery of growth, 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 dutics, to the social security contributions, to the Income tax Law, to foreign trade
regime, Regulations concerning the management of state property and state-owed enterpriscs ctc.
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Monenute

MNpeaw na 3anoqnar aucky-
CHW NO XOHKPETHA NPWBAT!-
JAUMOHHA CXBMA, 8 HyXHO
A3 CH WIACHW pPaINnxara
Memay nalapen nnpasuren.
CT0CH NONXON KbM NPUBaTH-
JauvAra.Bnpecaratednnoe
KOHLANUMI MHOFO YECTO €O
CMecBar-nponaménreupel
THPrCOpalrnemparxarona-
3apHa NPUBATUIAUMRA, 3 M-
€OBAT3 NPWBATMIAUMR € €
8THMKET ANMWUHWCTPATUBNA,
COUMANNCTHUECKA, NARBA W
np. Teh Xa10 Nput Teprosere
NPABNTENCTOOTO WPAE MHO-
0 NG-.amKa PONS, ONpene-
NAAKKU XO@ NPEANPHATHE We
€O NPUAATUIWDA, OPraHnan.
pavxu Nnponam6ara m nony-
Yapawxu NpHxoanTe OT NPo-
nambara, no-c6exTMBHO e To-
I1 NOOXON KbM NpUBa™3a-
uwATa 0a 6bAe Hapuuan an.
AMHWCTPATHOEN. B 1031 KON,
TeXCT MOMEM na palrnex.
0aME ¥ BLIMOXHOCTUTE 33
KOPYNUMA, KORTO HO @ PAAXO
ABNEHNS B CNy“aure, KOraro

o
"
npauumncmenmmcmryunu
y“acTpar a CTONaHCcxa aen-
HOCT, N
32 paanuxa o7 bprogete
MACOBATANPHBATUIAUWATA-
PAHTHPA MHOrO NO-BamHa
PONA HA NAIAPHATE CiNN.
Crenxaronsnoperecapal-
npenencHys cpenHacenaxn.
@70, JAKOHNTE HA TbpCEeHe-
TO W NPeQNaraMero onpene-
JAATN3IAPHAIA CTONHOCT HA
drpmite. ET0 33W0 Hun ce
CIpyBa NPaBHIHO Macosa- .
TaNPHBATHIAUMANA COCMA- *
T2 33 NAJapeN NOAXOA KbM
npusariaunara. Taaum te-
30O 8 HANOMKNA 1 B Hayu-
HaTa nuTEeparypa - CKOpPO-
WEH APUMED @ CTATWATA Ha
Wwnr u Whsunep ,Mpusa-
THIAUNATE K CTUMYNNTO 33
MENVIKMbHTA B NROX0AOHVA
niepvwone Marouna Espona®,
Journalof Comparative Eco-
nomics, 10Hn 1933 r.
CxemaranaMacoearanpm-
£8arM3aumnA TpAGoa na co oc-
HOBABA Ha ’

6eannarxoro painasaxe Ha aanose.

dx0 UBNTa e MACOBO ywac-
TMB Ha HaceneHwero. boean.
NarTHOTO padnpenenenne Ha
nanoee rapaMtupa nosede
y~aCTHULW, XOBTO OT CBOR
CTPaHa IHAYWTENHO NOADG-
*PADA GYHKUWOHWUPA-
HOTOHa Nalapa. Axo
CO 830M3 HAXKAKDA
1axCa, Janacenane
BbIMOXHOCT HA Cy-
GexTurenaydacroar,
TO ABHO 8, 48 MHOTO
x0pa we Co 0bIALP-
mar o Npuno6uoa.
H@Ha AANo0E. Haxon
OT TAX HAMA N3 umMart
HBO6Xx0ANMATA Cy-
Ma, a NoseusTo we
ceebvanvpxarnopa-
AWCUNHOTOHEemBNA-.
HWE N3 NOBMAT PUCK, HACT-
pOEHNE, KOETO B MOMENTa
ce 3368nR3IDA y NOTPEGUTE-
nvre. B roan cMuchn nanon-
IBAHETO HA AyMaTa .HNCKA™,
XOraro €@ ropopuy 3a WcKa-
HATa TaKCa, 8 HaNbNHO 6ea-
CMWCNEHO, ThA XATO (HNCKA
CTOWHOCT™ © KATOropHA,

TACHO CBbLPIAHA C yHK-
UMATA M3 MHAMBMAY3NHA-
Ta NONGIHOCT W CTENGHTA
Ha HBXENAHWe Na CB PUC-
ryea, loxonkoTo Matapu-
ATa 8 HANLAKO HOBA Ja

XOpaTa, MOXBM N3 OYAK-
03M@ TaIM HBCHIYPHOCT Na
HIONTHE BUCOKN npenaTc.
TOUA 33 YRACTHO WMOHHO
H4pe3 MexaHnIMa Ha OTGRF-
0aHe Ha pucka. flpyr kpa-
WbIbNEeH KaMbK HA NpMBa.
THUIAUMATa @ aeyctena-
HHOCTTA HA CuCTBMATA

HAUWOHANHA W peruoyanta macosa
npKUaardIauun

(DupmuTte C axTupu Hagon.
penenaHa BENUUMHA CO On-
pensnaT xaro HauMoHanHu
¥ CaNPOAMBT HA HALWOHAN.
H3 MaCc08a NPWBATHIAUWA,
a NPeanpwATHATa C axTHBW

noatoannpar, HoHan onpe-
nenexa Apyra rpawnnua,
cnenea na ce NpuBaTMau.
par 4ped parvonanna (06-
NacTHa) Macos2 NpusatMIa.
uws, Bamno 8 Cowo

BGEKW Aa NONYYW AAN BbLB BCAKG NpeanpusTue

NBHAUMOHANMINDAHO H4POI
HaUMOHANKA M3C0Ba NPUBa.
TM3auuA. CXemMuTa, KOuToCe
ob6cumaar cera, npensnm.
nar cso6onex wIlop xuae
£a CBUHBACTHPAT TOUKN, KO-
Wro Ce paanpenennat 6ean-
NarHo 8MecTo n8N008. Teup-
neHuero, 4e Cxemara, npu

XOATO 8CEexXW NONYyWasa firn
OT BCAKO NPBANPWATHA W
chen T08a NPECTPyXTYPMpPa
noprdenna cu (nanonisan-
X1 UHAODMAUNA OT NAJapH-
T8 H3 UEMHU XHWMW), 118 N0-
HECe MHOrO Ne-LOGpw pe-
ynram, )

Kaxro v pna ce HapUyar UEHHUTE KHKIW

palnasann 68INNATHO HA

Hacenewwero, (Hanp. aA.
noea, Bayvuepw, xynowuj,

76 TpA6GBa na Morarv na ce
nponasar. Beaxkaxewnorpa-
HHUBHWA BBPXY NpoAam-

‘npotryckute,

* c1anu Ha npu-

6a1a WM BOART N0 REMW
nMyuwtecTaenu 3ary6u no-
panw no-sucoknte {na
YePHWA NAalap) uewn Ha
NPOXBLPNANGTO UM,
OcHoBHUTE NPUHL NI Ha
CXEMWTE Ja Macopa Npu-
8aTMIAUMA cnenea na ce
Cbo6paanear c anra, Yo
NPUBATHMIAUKATA 0 AbN-

' npeanpuATHS HA DC

Mupao. 1ona e MHOrO No-
obewanawa crparentaoren-
HOKPAT™AaTaNpPyURaTAIAUMOH-
Ha caenxa ¢ Han 500 npean-
PHMWA, Brupo, TR NG0a BbI-
MOMHOCT Ha
anMuHuCTpa-
UMAT3 N3 OFCT-
PaHit HAKOM OT

3360nR3aKHM 8@
NO-paHHUTE

BATU2aUuMA.
Tpeto u Mome
64 HaW-BaXHO,
TA noleonsea
Ha WKOHOMMU- o

4eCKWTa Cy6exmi na nonyuar
HAXONXO WAHCA M3 Nalapa
Ha UBHHK KHwa, Taxa cCTpa-
XbT, 48 NOREHATO XOPA WO
nponanar nsnoeaere.cu 3a
HMWO", we Hamanea. Mpw
QNOWCTAWETO HA TOIW MBbXa-
HUIBM MNOFO XOPa We Co
PA3NGNAT € aKUMATO CH HA
MHOfO HWCKA UEHa Ha Nbp-
BMA@TAN, HO HA CNEADAWNUTE

rocpouennpouec. Eanoor
HOWHWATE WIMOPEHWA @
NPOUECHT H3 O6YUEHWE HA
HACENEHUBTO W Ha anMu.
HACTPWPAHE HA OCHOOMWM-
Te Nnpaswna, onpenenAuu
DYHKUNOHHPAHETO HA Na-
Japa. Toba 61 MoOrno na
€e nanonea, xaro co op-
raWnauwpar [

npofaxow Ha naketi o1 no okono 50 .

CKW WecT Meceya )

€7anK T00a MOXE M A3 HE CO
CNyuw, Th KQTO TC L0 MOraT
NPHUGNNIUTENHO 03 OUCHRT
Jary6ara/newan6ara orpam.
HaYa Npondm6a W NO 1031
HAuWH ulo
6bnar cvb-
NAJIHGHNA
A33anaaar
$act or as-
noeere Ja
crensawm-
Te erann.
Bepoarno
@ to8a aa
co oxame
ecrecroen
Me@XaHu-.
JbMHA 06YNEeHUE, xapau xo-
para aa cpasHABaT NPUPAc.
T3 H3 XaNWTana NMIOC a1Bu-
nCHTMTE, OT enHa CTpaHa, n
N0x0Na OT BNArAHeTO Ha Na-
puTe 8 6aHKa MNW NIpaIxoa-
03HBTO WM, XOWTO MOXaHN-
JbM 13 HM NOMOrHE 03 Han-
PaDAT MHOrONG-PAUMCHANEH
n3I60p NpY YNPABNBHWE Ha
CbCTORHMETO CH.

Hsaxow ot BUHTOBETE U rankuTe

Ha MacosaTa n

MbpBUAT TexHuueCKu aun-
POC, KOHTO 8bIHKMKBA, @ UP-
f3HWI3UNATA HA paanpene-
NeHWETO W 06nexyanaxeto
H3 nponamGure HA nAnoee
ornorpeénrennte. Bce owe
@ CNOPHO KOW TONHO TPRGEA
na ynpaenmBa npwearmaa-
UnAT3, ToeCT YprGaa nu na
6b0ar CHININEHN MHBECTH-
UMOHHW HOHAO0BE, MK NbK
APYrv nocpenHnumn 8 caen-

npusBarniupaHe Ha

E0uH OT BbIMOXHUTE NON-
X0OM KbM NPHBATMIAUMATA
8 Na €8 NPeANOMU Ha HacT-
HUTe GaMxW Na cnywar 3a
nocpeannun. Te wo oTkpu.
AT OTQONHM CMETKW WIBLH

** OCHOBMWA CW 62NaHC, TOOCT ..

w0 Jano4Har T.Hap, Jan6a-
NaHCOBK ONBPAUMK, THi Ka-
T0 €3 HIBECTHN ONACHOCTH:
70, NPON3TUUAWM OT HEpery-
NUPAHOTO Y4acTve Ha B6am-
KHTO HA N3JAPHTE HA UBHHK
XHAW, NPIBUTANCTROTO
Tpr6ea o16n13I0 0a Ha6no-
AaBa 1031 lanbansHcosw
onepauny 1 NOTounTe OT en-
Ha cMe™a xwM npyra. Ha
CTpaNaTa Ha axTueuTe @ 6a-
NAHCACHOBNTACMBTXNN GaN-
KUTE8 6UXA NONYUMNK AKUNK
OT HHUPMNTE, KOMTO CB NDH-
BATMINPAT, HA CTPAHATA HA
nacuewre te we winanar
UBNHW KHUI HA HACBNBHKMO-

BBIITAPCKADNL 3 BAHKA
Boaeme 3a BAIUNTE ITAPU!

puBarn3aunsa

KUTQ MemQy WHBECTHTOPW.
Te. Oprannanpansro v yn-
PABNEHHETO HA Tedu GOH-
noBe MOoxe N3 CTPY0aT MHO-
ro c¢xwno. Chwecraysa w
ONacHoCT Te Aa CO Npeobp-
HaT 8 TpoManK Oprankla.
UK, HHCKXOCHECKTHUBHA M NO-
naravew Ha xopynuwa. Ero
33Wo Hue ce 06RBADAME B
non3la wWa noaxona, npen-
LB GET

NPHBATHIAUMATI

10, XOWTO Ca 0IBMAKWUA CPE-
Wy axuunte Ha NPUBATHIN-
pannte ¢upmu. 3a 1am cu
PONR GaHKMTO WO nonyua-
83T KOMUCWOHA 33 BCAXKA
caenxa,

Tadu cucrema 6v nanona-
03aNa MpPemara, KORTO 8BuE
81IIpaneHaor 6amxua. To-
83 8 MHOIO CHLLENTBEH MO-
MENT, THH XaT0 Taxa Co ocu-
rYPABa NECeHNOCTLNHA BCO-
KK 0 N3IAPA HB LUEHHN KHH-
™a 4pe3J KNOHOBGTE Ha 6an-
KiTe. Ax0 650aT CH3INANGHH
VHBBCTMUNOHHA $ONA0DE,
TO. M3rNEMAA, LB MHHD MHO-
O BPOME, Npeau 10 Na Wir-
PanAT KAOHOBA MPOXA, NOK-
PHBAWA NOBENBTO rPANCSD
B Bvnrapur, Tooa cuve cu-
TYPHOCT WO NONPEYM Ha Ha-
CeNeHWBTO KaTo UANo na
YMaCTL ? aKTUBHO & npoue-
ca.

UlenHnTo xHurM, wana-
OBHW HA HACenenweto,
HAMA N3 C8 NPEXBLPNAT
Guanvecxn, xoeto we
HaManw pajxonwra. Be-
POATHO ak0CO 060CO6AT
Fpynn 0T N0 5-10 pvpmu,
33 WHDECTUTODHTE wWo
606 A0-NBCHO Oa Cho-
ART PAICMTHAETO H3 na.
3apa. Tean nauxu wnu
KYNOHWMOrat na ca nNpo-

. PUKyear w

" 'HauHO NPEUMYWECTB0, TbN

NaBaT .an 6N0K” MM aruIM-
T8 HA QUDMNTE, BKAOUEHKU
260 BCEXU OTAGNEH XyNOM,
MOrarTaa cepasnenatwnpo-
Na0nar Karo 0TAENHA anuwa,
K310 OCTANANUTG axuiv Co
3anajepar wenoxbTHare. Ta.
Xa H3 NBPUKR BTAN BCEKY BK
noNYNUA S TakuBa KyNOWA,.
BCONMY :
BRAIONBAWY
no 10 ¢sp-
mu. Nocne
abe pecr.
HWUWTE Ja-
eaxo ¢ ue-

1K 3aN0INADAHBTO HA Ha-
CONEHNAI0 C NPHBATIIAUM:
ATA @ IHAUNTENNO ONPOCTE-
HO WManwwuno 0 na co cno-
MCHAEA, M0 6aMrnT0 CrODO
UIC BLBENAT HODK TERHUKIE 1
WHCTDYMEHTH, XOWTO fa
YNECHAT THProsuATa, Thi ki«
1072 Guxa yoennunninobo-
MWUTO HA COENKMTO ¥ NEwan.
6110 Cn,
Ee3orroeopocrana envm
DAMGH BLNPOC: KaK N 6b-
08 OPraNu3NpaHa CIPyKTy-
para Ma ynpaoncHue Ha
DUPMUTE B NPEXOAHMA Ne-
pwon? Toan npo6nom o ot-
. XPUTJa npeanoxenwa. Ne.
+ COH KWIX0A 61 61N0, aKo Ha
npasutancrootoce paipe-
WK 03 3anaiwn 10 - 20 % or
axuwure. Haw-noworo, xo-
070 MOX@ 12 CO CNyu4k TO-
rana, 0 HacToR-
. wara cuTyauma
na npogbamn
OWe NIBeCTHO
opeme, Korato
4acTexs wxeec-
TMTOP Npuao-

HHTE WA
Ol MKHOB@-
HWTE axunu
we ce ny6-

Iy
B
UEHWTE NA TeIN KyNOHW, 1o
D3 IHAUNTENHO WE ONPOCTH
Npoueca Ha blemawne Ha pe-

(T
I} o
FRTTS '.,.’ldll

WEHWEe OT CTPIHA HA WHBEC. .

Twropute, 3a nanponane xy-
NOH MNKM aKkuwe, noTpebute.
NAT we TpA6Pa Na nocem
MECTHUR KNOH Ha 6anxara,
pa6orewa C 163N anuvK, W
na rw 06rev Ja nponamoba.

PaBHit 8bImoxHo

i
I

; 6we no-ronam
“l : aRAN OT TOIM HA
gl npaaurencrso-
MLkl vo, * rorasa

e npo6nemvr 3a
OPrAHWUINPDINEG HA MOHNAM-~
MbHIZ CTaba Weros npo6-
nem. MemuybpemenHonpa-
BUTENCTBEHUTO AreHUNK We
yYNpamHABaY HAN3IOP Han
MeHuambspure. Paibupa
Ce, UMA MHOIO NO6PU CTu-
Mynin, kOwT0 No-no6pe pe-
wabnar npo6nema cobCTpo-
HuX - Npencraguten.

CTH U edexTuBHO

painpenencHue Ha-axunurte

Haw-pamHoTONpEanMCTEO -
HA TaJW CXCM3 O HeWwHaTa
NPOIPAUHOCT - XA PAKTEPHUC-
TMKA, KOATO TBLPOE 4eCT0
PANCOA 1 NPEANOMEHWATA Ja
NpWBaTHIAUMA.

Mpaswtencrooto napa Ma
HACTHATE GaHKu axuwv 3a
paanpenenrne cpen Hace-
neuvero. Bawxkure winapar
KYNOHW, A3TO BCEXW @ BIO-
MaHe cpewy aecar onpene-
nesnnpennpuATUA. Hacena-
HUBTO NONYYABA TEIW KYNO-
HW W PEWana fanu na Npo-
N300 UENWUA KYNQH MW CIMO
uacr or Hero. Cneq 6 mece-
ua npouenypara ce nosta-
PA € HOBA rPYNa NPeanpua-
™A,

MemayapemMeHHo pervo-
HanuwTe Npapurencroenu
areHunn NpapAT CbhWOTO -
13I6upar 50 npeaNpPUATUA OT
per1oHa n paanpenensTrex-
HITE AKUMN MOXAy GaHKuTe,
Ja na 6v0aT PalnaneHn Ha
HaceneHuero. Bammoanup-
BOHAYANHATA CTOWNHOCT HA
NPenNpWUATHATA HA rNapa ot
Hacenewneto na 6wne en-
HaKBa 13 8CEXH POTUOH.

Cxomara ocurypspa v
cpasHutenHo 65pJ npexoq.
Ho 6vpanHara He 8 eQnod-

xaro NpubbvplaHarta npuaa-

-TM3aunA MOme Na nooend
-A0 COPUOIHW COUWANHW

npoénemn, CobpIannc 603-
pa6otmua. PaBHOMEpPHOCT-
13 Ha NPOUECA ONPERBNBHO
8 ®@nava xapaxTepucTuxa.
Cxemara noleonroa cra-
6UNHOCT W MBXABOCT.

AxO Npuemesm, 4a v cnpa-
BCANMBOCTIA 0 OT JHAUEHNO,
HWMB CMB Ha I:INBNMO. ug Cxo-
Mara OCHIYPRBA CPABHHTEN-
HOCRpabennteo painpens-
NEHWE HA HAUMOHANHOTO 6O-
rarcroo. OcoeH 1082 TA W3-
nonNaIBa Han-eCcTectoeHnTe
Cunn 8 Npoueca Ha npepal-
npenenewne Ha NRNOBATS.

B xOHTEeKCTa Ha OUMAHLO-
suva Nalapw Cxgmara non-
puHacR 33 6LpIOTO Palsu.
TMe Ha doHnoBute GOPCH.
He32BHCHMOOT TOBA, 48 MO-
™@ 03 UM COMHBHUA OTHOC:
HO 8QEKTUBHOCTTA HA TaIN
CILATOrUA HA PBINWA CTAPT,
HUG BAPBAMS, 48 APTyMEH.

THI8 B HEAHA NONJa €a no-
CHNHKU OT NECHMUCTUUNUTO
6enexuxu, Cxemara crumy-
NUPA ¥ HOBOBLBOABHKATA B
NEVHOCTTa HA 6aKKNTE, NPaA-
BEWKM M OCHOBHW NOCPBR-
HALM B NPOLECa,

Ta noanomara 1 npexona
KbM HOPMANHAa NbpMaoHa
GrHanCOBa CUCTEeMA, Xaro
NPaBuTENCTHOTO HaManaga
£10 MUHUMYM YHACTUETOCH B
PO3NHWA CEXTOP HA WKOHO-
MUK3Ta ¥ NONYYaBa NPUXO-
AWFNABHO €T NaHbLM (KOBTO
MOoxe 13 6bne noaxpena 3a
NPeANOMEHHA OT NPABNTEN-
CTBOTO 60ameT - 6en.Ha
pen.).

ECrecraeHo NnaHLT uMa u
MHOTO HeCHhabpwencTea.
Kputuxute co ocwosaoar
TNAoHO Ha BceobwoTo Haen-
PUEMAHE HA MACOBATA NPW-
8aTMI3UNA W padrnamnar
edEeKTMBHOCTTA KATO KPaK-
Ha ofwecroena uen. Wece
8bIALPXUM OTKOMEHTAP HA
TeIW XPUTHKW, Thit KATO TO
4ecro ce caemnar no Cy-
6EKTUBHU MHEHWRA, NPAKO OT-
XBLPARWK APYraTa rneaHa
Touxa. Bco nak enwa pen-
NWKA @ HyMHA: NAJapHUTE
WKOHOMWUKY CB CHCTORT OT

~ XWNAQW ape6mn npeanpues -

M3Y1 ¥ MHBOCTHTOPY, B HE
CaMO OT GUDMKU TAraHTH,
Mwuoro ot nocnenwwre wac.
NenBanuANOxKaInar, ue na-
FOCHCTOANHOTO HE @ Cbo-
MECTUMO C ronama gude-
PBHUMBLMA HA aoxonwra.
Tooa & Taxa nopanw daxra,
4O roNeMuTae painwxu a Qo-
X0ONT8 NPBUBT Ha Wrpoxo-
MAWAGHNTE VHBECTHYMK B
HOBEWXWA KANWUTan, xOWto
OT CBOA CTP3HA & enna or
ADVMMEWNTE CHAW HA WKO-'
HOMUIBCRWA NPOrpec. Race
nomMara #a xopara na pas-
6EpATNAIIPHATE MEXAHNI-
MW 8 eONHCTOEHWAT HaunH
nace chanane enro No-6o-
raro obwecrao. Npouecsr
HANPUBATUIAUNMA TPAGDA na
WINONIBA BCHYKHK BLIMOM-
HYW C1DATBrMM, XONTO N06pa
€6 cyuaraear.

MarepuarmT o norroTuaN
NONOKNANIAMACOBATRNPY.
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NAJ3PHA NKOHOMKUKE,
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TAHST KbPAXXW/H\OBA
¥ypHaAucmka

Monutikata o Bvnrapun ce .npaeun”
8 NApNaMEHTa, TBBPAKU NOAUTHK, OcTa-
Han uaexH Hero. W toea e taka. Eto
3o BCeKM, KOWTO Ce onura aa npasu
NPOrHo3a 3a nonutuuecxkara 1994 r.
6ea na ce cvobpasnapa ¢ HaMepeHuATa
Ha Denyratute, puckyea na crpewnw.
Brnpocer e kakeu ca te,

M neete, onpegenaugu nonuTtuye-

CKUR XMBOT Yy Hac chOpMUPOBAHWA —

CAC v BCN, 3aremxa, ve ca 3acouman-
HO OPWEHTUPAHA Na3apHa UKOHOMMKa,
HHWKOR OT TAX He xenae A3 NpuU3Hae, ye
€ NoBeneHksTC CU NeMOHCTpUpa ce-
PYO3HW OTKNOHEHWA BAACHO WM BNABO
OT noNHUTHYEeCKkHA uenTvp. U ¢ ocHopa-
HWe, 3aWoTo Npea nocneaxute aga
Meceua wa 1993 r. ve xato ue nu
PaameHuxa ponute cu. Mo-paaukan-
Hata no oTHoweHWe Ha WKOHOMMUYe-
cxarva pedopma CAC Hanocneask aa-
roBOpU 33 UeHaTa, KOATO Nnalwa Hace-
NeHuero, a admwmMpawara ce kato aa-
WHTHWK Ha cSeaHAbawMTe cnoese
BCN cve craxanoscku Temnose npue-
Ma eanH ot Apyr No-CTPOru MKOHOMuY-
4YeCKM 3JaKOHMU,

Oueprapawara ce PecTpyKTHBHA
AbpxasHa nonuTuka we 3anwvnbouu
PasaeneHuero Ha GeaHu u Gorarw, ko-

€70 OT CROA cTpaHa we paanenu “abu
Patenute no cvwara AcMapKauuoHH
NUHWA, BeponTHOCTTI Hoou napna
MEHTapHU u3Gopu A= nooTopu cuue
CTDYBAWATa KOHPUIrypauws Ha nonw
TUYeCKNUTe CUNKM B NapnamenTa e rona
Mma. Toea, kakTo seye BUAOAXMe, LW
AoBsene 0o No-cunHo nporwsonocra.
BAHe u we 6nokupa paborara My.

We ce nposenar nu o6aye napna-
MeHYapHu uabopu npea 1994 r.? Cno-
PEA MeH, He No-paHo ot KpaA Ha T.r
HNU Npe3 nponetra Ha 1995-v1a, Taau
MOA nporHoaa ce onpeaenn ot TpUana-
3 MKOHOMUWYECKW CLEMTUR OT KpaA Ha
M.r., KOUTO B ronAma crenen pewnxa
cvabarawna NPasuTencTBoOTO, 3 0rTam 1
Ha napnamexra. 3aworo ChutecTByBa-
uoTo B MomeHTa MHOauHcTo: B HC
3aN0XHK Ha kabuHeTa Ha npod, fieposu
B KPaiHa cMeTka g KpaAa Ha 1993 r.
€aMO Ce npesbpHa B Heros 3ant HUK,
Tosa craHa daxr ¢ rnacysaHe o Ha
M3HNaT 3a nperooopute ¢ flonaoH-
CkuA kny6. Winewnagpawo aa ecuyxu
'Pynarta uanenuu nopvuenuero, ¢ Koe-
TO 3aMHH3 ~ NPUHUMNHO cnopasyme-
HHe C npeactasuTenuTe Ha GaHkuTe-
KpeauTopku, OTTyx HaTaT™k camo no-
NUTUNECKH U MKOHON MYecKU Ge3oTro-

Lile cnpe Au
omHoBo
|noAaumukama
{ukoHo-
Muveckume

pedopmu?

KPACEH CTAHYEB
MHcmumym 3a nasapHa ukoHomuka

Mpea nexemepu m.r. CTaHaxme ceu-
AeTenu Ha Haii-no6pe OpraHu3aupaxara
(0T kpaa Ha 1990) svnHa oy CTaugH
NONUTUYECKU HATUCK cpelwy npasu-
Tencreovo. Paanukara Mexay HaTtucka
Cpewly npasnTencTooto Ha flykanos u
ToRa Ha npod. Bepos e ouesmana: Ne
kpaA Ha 90-a Ha rorasawHoro npasu-
Tencreo 6e oTka3aHo Aosepuero aa
3anoyHe pehopMu; 2) nunceawe KO~

CTHTYUHOHEH pernamenT, no xoiirto 1o-
83 Henoeepue na npuaobue dopmara

Hanpoueaypa 3a cMAHa Ha npasurenc-
TBOTO (1 MAGopH); 3) UMawe NONUTH-
Yecka naptua (CAC), konvo npeanara
¥ ONWUBTBOPABA anTepHaTueara; 4)
CbllecTeysawe AcHa npeacrasa 3a
MepKUTe No oaapasABaHeTo Ha cro-
NaHCTBOTO U obecTBeH, maxap u He
ChBcem NybnuuHo uapaseH, KOHCEHCYC
NO NOBOA Te3n MepKH,
Nonutnueckara hopma aa 3anousa-
He Ha cronaHckara pecpopma, uabpana
TOrasa, Ge KOANWMUMOHHO npasurenc-
T80, Che 3aiHa naTa MOxe aa ce cno-
PH. nanu Yoea 6e eAUHCTBEHO BLIM DX~
HUAT BT, HO Torama Toii 6e cbaHaTenHo
“36paH aopu O Tear wouro BNOC-
neAacvene ce 06ABMX: pOTHMB Hero,
CrHaukanHuaT Harhek Torasa no Cb-
LLeCTBO MaKCcKBaLWe Na3apHa pedopma
W paGotewe 3a Hen. Kakto noxagear
TOrasawHuTe CoOHNaxu Ha obwecrse-
HOTO MHeHHe, HUTO YNBHOBETS Ha CUH-
AHKATH, HUTO NEeHCHOHEPUTE, HUTO QOo-
pu GeapabotHute 6axa npoTs Cceo-
GoaHara nasapra MKOHOMMKa. Hama-
we O0CHOBaHWe fa ce CMATA, ye 8 Bbvn-
rapua xopata ca MOTMBHpaHu penu-
FMO3HO #NK eTHUYECKH .33" Unu npo-
T™MB” nasapHoTo cronawcrso. Cnopeg
AaHHKU ot aerycr-centemepu 1993 r.
HaCTPOEHHWATA Ca NOYTH eKBUBANEHTHU
- 42 Ha c1o ot xopara noakpenar

nasapHute paseutua, 40 Ha cTo ca Ha
obpatHOTO MHeHue. 3a pPa3nuka or
Kpan Ha 90-a, cHAUKANHMAT nporecrs
kpaa Ha 1993 r. no cwvwecTso s0au KbM
3aNa3eaHe Ha CTPyKTyparta Ha WHay-
CTpHATA.

Ot Havanoto Ha 93-va npasurenc-
TBOTO Ha npod. Bepos ¢ noakpenara
Ha BCN, ANC uw HCA Hanpasu cuvue-
CTBEHU CTLNKK, NDeABUMAAHM, XeNaHK
¥ cumBeonuaupanu or CAC.

Ot vax TpA6Ba npeau scuuxo Ana ce
CNOMEHaT pamMKOBOTO CnopasymeHue
€ GaHKUTe-KPeaUTOpPKM, HavanHoro
PelweHre Ha npobnema ¢ swvrpelwsHus
APNr, BEPOATHOCTTA Ha cnopasymekua
¢ MBO, npuemaneto ma 3axona 3a
AoGaBeHaTa CTOAHOCT U BLIMOXHOCT-
Tanpea 1994 uncdnaumnara aa ce yALp-
XKW B rpawnuata noa 50% e roauwHo
usincnenune. losevero Heaasucumu
CTONAHCKH NpeasuXNaHWuA CMATaT 3a
MHOro BepoATHO cNUpaHe Ha cnana Ha
BBN. He moxe na ce Kaxe, ye veau
Hewa ca ycnex camo Ha npasutencreo-
TO Katn vakosa.

W3o6wo ycnexure Ha npasurenc-
T80T0 Ha Bepos ca npoaykT Ha Hepe-
WHTENHOCTTa Ha NpeaAMWHOTO NpasK-
TENcToo, oT enHa CrpaHa, u or Apyra ~
#A8 CMAHATa H3 NONMTUKATa NO OTHO-
WweHHe H3 CTpaHaTa, BoAEHa OT Mexay-
HapoAHNTE HMHAHCOBY UHCTUTYUUM U
GaHkute kpeautopu. OnuTuT or 90-a
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ABE MHEHWA 1O EAHA TEMA

BOPHW XOpa MOraT aa ce oTKaxxart Gea
8pryMeHTH OT No-HaraTuWHK npero-
8opu. MMoTebPXKAABANKK AenerMpaHm-
Te CH NbNHOMOWMA 33 NPABUTENCTBO-
TO, NapnNaMeHTLT TpAGBa Aa cu ocury-
pun 6-8 Meceua cnokoitHa paboTa, 3ana
W nosene A0 ycneweH Kpaii.

Nocturanetro wa cnopaaymewue c
JlonaoHckua kny6 Hanara nocturae-
70 Ha 6NaroNPUATHH 3a CTPaHaTa cno-
paaymeHnA ¢ MBQ u CeetosHarta 6au-
Ka, 32 08 Ce rapaHTUpa NPUTOKLT Ha
Ccpencrsa 3a npeACTOALIMTE nnaya-
HHA. A NBLTAT KbM NOANMCBAHETO Ha
CNopasyMeHWe C TAX MHHaBa npe3
NPUBMAHOTO Ha AbPXaBHUA GroaXer
331994 r, Ton o6aue 8 TACHO 068bPIaK
C YPEXOaHeTO Ha NOWNTe KPeanTH, Ha
KOeTo avpxar u MB®, u CBE, C Toan
8KT e ce OTCTPaHAT opmanHuTe
NPeYKH Npea NPHBAaTUIALMATA, TBLP-
AAT NPBACTABHTENHTE HA MexXayHa-
POOHWUTE (HHMHBHCOBW  MHCTHTYUMM.
CMAHaTa Ha co6CTBEHOCTTa @ eaHo OT
OCHOBHWUTE CPEACTBA Ha MKOHOMMYE-
ckaTa pechopma U npeanonara ACHU W
KaTeropuyHu AGHCTBHMA OT CTPaHa Ha
NPaBUTENCTBOTO 38 NPECTPYKTYPUPaHE
H3 HaUWMOHANHOTO CTONAHCTBO.

Koito e kasan _A", tpabsa na e

FOoAWHa NOCera NoKaana, Ye KBazu-Koa-
JIMUMOHHW NPABHUTENCTBA UMAT NO-MO-
WeH NOTeHUWan 3a soaeHe Ha CTONAH-
cka nonutuka. MapTuure ocTasaT Teaun
npasurencraa na paboTaT, noHexe no-
Ny4asaT BL3MOXHOCT 03 He HOCAT Ca-
MM NpAKaTa OTrOBOPHOCT 3a Henony-
NADHWU MEpPKH.

MNpobnemyr Ha 1994 r. o6aue we
6vae orpaHuueHHAT NoONUTHYECKK MaH-
AaT Ha NPaBUTENCTBOTO Ha npod. Be-
pos. lpu npuemane Ha Groaxera 3a
rOAWHaTa - rnasHo ycnosue 3a cnopa-
3ymeHne ¢ MBQ, a cnegosarenHo u 3a
06CnyxXrane Ha 3aABIXERNATAE NO AbN-
ra, 33 BLHWHW UHBECTHUUMK M OCTLN 40
4yxaun nasapw - CAC okonvatenHo we
3ary6u ponAaTa Ha CUMBON Ha NasapHo-
TO padeuTve Ha ctpaHata. 5CA u nap-
NAMEHTApHUTE FpYNM, NOAABPXKALLM
NpaBuTEeNCTBOTO, MMAT B pbuUeTe cH
npremaHeTo Ha 610axeTa, HO He u nas-
PMTe OT BBLIMOXHWUTE NONOXHUTENHM
CTONAHCKU PalIBUTHA. PuckbT 3a Tax
NPOMITUYA HAN-BBYE OT OYAKBAHWTE
$anuTu M ABa NBTH NO-6bP3UA PBeT Ha
GeapaboTnuarta Npea 1aau roanHa. Kom
TAX cneAsa Aa ce nobaeu U pacTawioTo
HeXenaHue 3a AONYCKaHe Ha 9yxau
KanuTany, OTLXAECTBABAHO C HErnu-
XUPAHe Ha HAUMOHBNHNA GuanHec.

Pucxosuat nepnoa 3a crpaHara u
NpaBWUTeNCcTBOTO © A0 anpun-maii. o-
TOraea uwe ce npuemMa 6I0aXeTHT M

rotos pa crurie no A" Hanuue ca
YCNOBHA Taka ABNro O4aKeaHaTa pe-
$opMa Ha 6BNrapeKara MKOHOMMKA Aaa
€e 3aasuxn c no-6vpan Temnose, Paj3-
6Hpa ce, 8BKO HAKOM MNW HOWO HE CNO-
XM NPT B cnuunTe. o creveHne Ha
o6cToATencTeara ofaue ouepraHuTe
CTuNKK HA NPaBUTeNCTBoTO (C Noaxpe-
Nata Ha NapnaMeHTa) wWe M3Benar Ha
rpe6eHa Ha BbLNHATAE HAW-XYNeHMA B
HOBaTa H1 UCTOpuA 6bNrapckn xabu-
Her.

Ile aonycHar nu ToBa nonuTUYeCK K-
Te CHNU, KOUTO HE ro NOAKPENAT? Axo
CbAKM N0 NOBEABHHETO WM Npea noc-
NleaHnTe ceaMnuUM Ha M.T., CbC Curyp-
HOCT MOXEM na kaxem — Hel 3aworo
MMEHHO Te PpeBH3MPaxa CTO Ha CTO
cvobiwennero Ha CroaH Anekcanapos
3a b0-npouentosara peayxuma Ha
Avnra, 3awoTo ceamMuuu, ctneg Kato
Gewe npHeT NO NPUHUMN OT Brogxer-
HaTa KOMMCHMA NPOEKTO3aKOHAa 38 NOo-
WnTe KpeauTu bewe npeanoxex Hos,
AMAMETP3NHO NPOTHBONONOXEH KaTo
CXeMa 33 ypexaaHero WM. 3aworo
BLIIKO CNeAB3LO NPELNOXOHHE 38 aK-
TYBNUINPAHE Ha OBPXABHUA GioakeT
33 1993 r. v 3a ypexaaneTo Ha nowure
KPEeAuTH ce crtpemMeiue Aa .u3anomna”

€nea T03W NEPHOA Ce ONaKBa e eKTLY
oy npunarave Ha 3AAC. MNpuxoaure o1
RAC ca ocHoBeH u3TOuHMK 3a 6i0-
LKeTHU pa3axoau no obwecTseHo ocu-
FYPABAHB, KOMNEHCAUMU U NOMOWM.
Rororaea Takbe HITOUHNK 16 ca RaHD-
KbT 060poTa M akuuaute. Beaka ToHp-
AOCT B TAXHATA 00NACT @ BBYS MIBOP Ha
o6lWecTBeHO HEAOBONCTBO, OT KOBTO
NapTUMTe HE MOraT aa He Ce Bbanon-
383T. AHANW3BLT HB CLOTHOLWEHHETO Ha
MHOBKCA HA8 NOTpebUTeNnCKUTe LeHM C
TO3W Ha peanHnTe Aoxoau 3a 1992
1993 noxaaea, ve npea 1993 uHgekcyLT
Ha noxoanTe e No-cnato KOHTPONHpaH
M 4@ Ce NPOMEHA Ha npobueu. Teawu
npo61BKM He CNEABaT CB30HHM NPoMe-
HH, a Ca BBPOATHO CNBACTBHe Ha o6we-
CTBeHW chakTopH. Covwara cutyaums
BEPVATHO e Ce 3aCHMNH U Npe3 Tadwu
rOAKHA. A 3883HO C HER U M3KYWEHHS -
TO 32 CUHAMKANEH HATUCK ¥ NONYNUCT-
k¥ ofewaHna OT CTpaHa Ha BCUuYKH
naptum.

Bewukn cueHapuu 3a npexagespe-
MeHHK 1M360pu MWHaABaT npea eeeH-
TyanHo Henpuemare Ha 6GioaKeTa 3a
Taau roanHa. UasvH ToBa KOHCTUTY-
UWOHHaTa npoueaypa 3a npeaWaIBuK-
BaHE Ha TakuBa WabopH, yCTaHGBeHa C
pewenne N2 20 Ha KoHCTHTYUMOHHMA
Cva ot AHyapu 1993 r., npeaocrasa
8b3MOXHOCT 38 663rpaHHyHK Nperpy-
NUPaHUA B NAPNaMeHTa M Cbaaasa yc-

KONKOTO ce MOXe NoBeye CpeacTsa oT
Lvpxasnua hong sa PEKOHCTPYKLIMA U
PadsnTue, oTKbAGTO @ NpeaBuAeHO na
Cennawar4acr oTcymute no cnopaay-
MeHKeTO C JIOHAOHCKKA KNY6.

Haxou nonuTuum ot nAsata nonoau-
Ha Ha nneHapHaTa 2ana oeve pucysar
8NOKaNMNTUYHK KIPTUHW 33 Tadu ro-
AuHa. Te ca Ha mAeHHe, Ye BCAKA CTbN-
Ka Ha npaBWTENCTBOTO W NapnamenTa
we Gvaar géx)mann C NO3BONBHU H
HeNnoasoneHntpeacrTsa or NACHaTa No-
NOBHHA. TA OT CBOA CTPaHa TBLPAM, Ye
Pa3npeneneHeTo Ha NONUTHYECKOTO
NpocrpaxcTeo 8 HapoaHoto cv6panue
HE OTroBapA Ha YoBa B O6WECTBOTO W
4ac no-ckopo Tpabea na ce nposenat
napnamenTapHu wabopu. Ctpysa mu
ce 06ave, Ye € NONUTHYECKOD TeKOM MC-
Nne na ce TpBrHe B 1aau nocoka, Gea aa
Cé H3IACHW Kaxkpa .we e cvabata Ha
04epTanuUTe ce MKOHOMUYBCKW NPoMe-
Hu. ETO 3aW0 u Hail-peBHOCTHUTE Kpn-
TUK3pH Ha NapnaMeHTa W npasuTenc-
TBOTO TPAGBA A3 M3YAKAT 40 NATOTO Ha
1994 r., 3a aa creHe HCHO Kakea we e
cvabara u peayntatvte ot TpUTe reHe-
PanHH 3aneku Ha kabuxeTa — ypexaa-
HBTO Ha BLHWHMA ABNF, Ha nowwute
KDBAWUTHU N NPUBATU3ALMATA.

NOBHA 38 HEKONKOKPATHA NPOMAHA Ha
KOHCTUTYMpawmna Hapoawoto cu6pa-
Hue BoT (M3Gopute ot 1891 r.). Ako
NpeMuHe ¢ ycnex GIOOKETHUTE U3nu-
TaHWR, KabuHeTLT Ha Bepos we nonyuu
Otile eaAHa roauHa 1 cneaBawmnTe nabo-
PH Ue ca npe3 nponerTa Ha 1995 .

3a T0au cueHapuit we CvaencTear
HAKONKO chaxkTopa: a) pasHornacuaTa
Haii-seve 8 CAC, Ho u B BCN; 6)
CTPEMexbT Ha apyrure naprun na
¢$opMupar anTtepHaruea; B) cTeneHTa
Ha o6WwecTseHo HeaoBONCTBO OT HEO-
CUrypeHocTTa npea NbpBaTa NonoauHa
Ha roauHara. Haii-8epoaTHo uarnexaa
NpheMakeTo Ha 610axeTa cpeuty KoH-
UecHH CNPAMO pa3nuyHK NapTuu. Toea
uie 03Ha4yasa BYOPO NPABMTENCTBO Ha
npod. Bepos Hakbae npe3 man-Haya-
NOTO Ha 10HM.

Cpeuly takosa passutie we 6vae
nepcnexTueata oy 3aryba Ha nonuTu-
Y6CKO BNHMAHME KaKTO OT CTPaHa Ha
CAC, rakaw ot crpanana 6CI. Npean-
AEHTLY We NMa NO-ManNKu BL3MOXHO -
CTv na GanaHcupa, nopaau nponycku
npe3 1993 r. Nonynucrkuar Japra Ha
OCHOBHMTE NAPTHM BYLB M M3BLH Napna-
ME@HTa e nocTaTvueH Aa cnpe Kpexkute
KbNHOBE Ha CTONAHCKO CbXMBABaHE,
KaKTo ToBa cTaHa cneacTeMe Ha Wabo-
pute npea 1991 r, Pasanukara otToraea
obave e, Ye BLIMOXHOCTHTE 33 6vae-
WO KOMNEeHCHpaHe Ha 3aryBeHoYo ua-
rNe}nar naney no-HeonpeneneHu.
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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 1least 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.



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 sector 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 1level 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



and is 3.7% higher than expected in June 1993 (and then
negotiated without any consequences with IMF). The major
political and economic event of 1993 was the fiscal
crises of December when cabinet was forced to require
Parliament to amend ’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 cthe 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 they
have 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 net
weight of external dept is 11,5 billion US $. 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. Tt diminishes its
capacity to wuse financial instruments to keep stable
lev/dollar ratios at least not allowing exchange blows.
If everything goes smoothly, in 1994 0.5 bn dollars are
expected from foreign sources to finance economic
changes, foreign debt services including. Major pre-
requisite is a hard 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 a sense,
they mean that almost one third of the national economy
disappears. At the same time private sector performs
better and better. There is an economic vacuum between
emerging private sector and 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. First, in 1993
the nominal value-added exceeded the 1level 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

lthe Bulgarian Economy in 1993, Sofia, AECD, December
1993, p. 7.



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
(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 cdoes not corform 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, therebhy 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.

2ibidem; End of March 1994 $/leva exchange rate is 1:37.



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 agdregates 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 tn adjust to the changing economic
environment and setting up fundamental market economy
institutions in the conntry; d) oattempting 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 3just after
the economic changes has started two months of 1991 were
ccmpletely lost in terms the 1legal 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 it existed in 1late
40s. Aiming to tackle anti-market resistance of ex-
communist "nomenclatura", 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



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 to a great
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 % tn 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 barriers and some 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: a) new coalition cabinet was formed in



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 was spend in 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. the redistribution of companies’
portfolios along holding structures allowed them to
attract profit-bearing assets to the newly-formed
companies and direct 1liabilities 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 cConcluding 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 of the
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 seemns,
however, that the implementation of the existing
legislation still is a significant problem

Pure Politics and Pure Economic Decisions



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 be between the UDF and the MRF. Thus, the
government was to be as strong - or as weak - as 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) , 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 ;7 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) CcCabinet
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 1in
such times of refornm, 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
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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), the
party representing the ethnic Turks (MRF), and some
"dissidents" from the UDF. Because of 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 gquarantee
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 Act, and bankruptcy requlations)
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 tern, increased 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;
Cc) 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, with blocked privatization
domestic capital shortages Bulgaria has used to 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 the banks-
creditors, and to diminish the inflation rate in 1993).
This creates a political vacuum around the new political
leaderships of the country.

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 3just 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 nowminee 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. As a result parties in the
Parliament have all incentives to re-group their fraction
expecting more "appropriate" times to call for elections
and to run the country.

For the explained reasons weak '"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 3ind 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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MEMORANDUM
TO: Mariana Todorcva
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 Profesaor Haupt: the
draft securities act prepared by Profemsor Wymeersch; and the
draft securities law I have prepared. I have attempted, in one
law, to0 address all the major issues: Professors Haupt and
Wyneersch have addressed essentidlly the same issues in two
separate laws. In my view, it does not mattsr much whather there
is one law or two laws.l/ 'What matters is that Bulgaria promptly
adopt an adequate law or laws.

The three draft laws reflect agreemsnt on many general
issues, such as the need to prohibit insider trading. The three.
draft laws also reflect disagrasment 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 attsmpt to proceed section by section
through any of the draft laws. Rather, I would organize the
conference around issues, such &s "insider trading."

. lSecuriticg®

It is important to have a broad, workable definition of
"gacurities.” ‘It is also important, even if there are two laws,
to have only gne definition of securities. At present, the Haupt
and Wymeersch drafts have different definitions of this critical

term. Sae H 1(4): W 1(a).

1/ In some sense, the Stahr law is also two laws, since the
criminal provisions are proposed as a separate amendzent to the

c¢riminal code.



The most important difference betwaen the Stahr definition
and the Haupt and Wymeersch definitions, in my visw, is in the

area of "ggxgggmc%; contracts." An investment contract is a
contract whereby @ 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 schame, the
"buginess" 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 Wymeersch definition
includes "bonds and other forms of securitized debt which are
negotiable on the capital market." A small company may issue
"pnotes! that are illiquid and thus arguably not "negotiable";
thay are nevertheless securities.

The Wymearsch definition also "assimilates® certain
instrunments, such as "money-market ins¢ ents," that would
perhaps not be covered=by %ﬁi’sfiﬁ?“&otfn?tIon; It would be
useful to discuss these "additions" and whether they make sense
in Bulggriu.

(20 zInitia) 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 Wymeersch
draft generally requires a prospectus if at least 50 persons are
golicited or if information is circulated to the public,
including by personal letter., W 2.1. (Should a personal latter
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 ,/ﬂﬁb
persons? The Stahr draft generally requires a prospecggn_it_an__;9 o
issuer, or an affiliate or undervriter, sell o or more -

investors within a period of 180 days. S 47(1).

A related guestion is what other !xggggi%gg,from the
prospectus requirement are appropriate. Should an offer nade
tonly to lawyers" be exempt? See W 2.4.1(a). Should all debt
securities issued by Bulgarian banks be exempt? See W 2.4.2(c).
Should all securities offered by an employer t. its employees be
exempt? Ses W 2.4.2(g). Should securities issued by limited
liability companies or partnerships be exempt? 3Sga S 47(2).

-
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It is important to remember that an exemption from the
prospectus requirement is ngt an exemption from the rest of the
sacurities 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. fee W
2.2: 8 37. The Stahr draft, however, cutlinea the—information—
required, thus limiting somewhat the discreticn of the Agency.

Both draft laws prohibit sales of securities until the
Securities 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 responsibla for the accuracy of the information,
a liability that should be on thes 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 prospactus and that the issuer will then make
changes. The Wymeersch draft, however, prohibits offers between
the filing and clearing of the prospectus. The Stahr dratt
allows offers during this period, so that the public has somewhat
more time to review the prospectus. 8Seg 8 34.

The Wymeersch law addresses separately disclosure when
gecurities are first offered to the public and disclosure when
securities are first listad on an exchangs. Since listing
securities on an exchange is a form of “offer," the Stahr law
does not address listing separately. 1Is a separate chapter

necessary?

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

"EC exception?®

(3{//2n:19ﬂ19_gigglganxn

The first issue to discuss here is whether, after an issuer
sells its securities to the public, it should make peri
public reports. In certain respects, the Haupt draft does pot
provide for such reports. In many respects, though, such reports



are more important than initial reports, since they provide the
ongoing information about public companies.

The Stahr draft requires periodic reports fron all
nreporting issuers." This includes companies with l1isted equity
securities, companies that have offered securitiss to the public,
and companies with more than 500 shareholders. 8 41. The Haupt
draft apparently reguires periodic reports only from issuers of
securities listed on exchanges. H 19. This would mean, for
example, that a company with 10,000 shareholders, but no stock
exchange listing, would neot file periodic rsports.

The Stahr draft requires both annual and semi-annual
reports. § 42 & 43. The Haupt draft, curiocusly, does not
require an annual report, only an “interim report." K 19, IS.
not the vear-end report more important than a six-month report?

Both drafts allow the Securities Agency to specify the form-
of pariodic reportss the stahr draft also allcws the Agency to
set accounting and auditing standards "gupplementary to, and
consistent with," the Law on Accounting. This authority will
help the Agesncy improve the reliability of financial statenents,

the most important part of periodic reports.

Tho Haupt draft requires issuers to publish "immediately"”
all facts wvhich “"could lead to a.substantial fluctuation in the.
price® of it. securitiss. H 18. Does this raquire an issusr to
disclose that {t will, in two weeks, disclcse low earnings? Does.
this require c¢’.sclosurs of preliminary merger discussions? Theras:
are two issues hsres should Bulgaris require this type of
disclosures; and, if so, how should the needs of investors and
issuers be balanced?

4. nmmmnmunm/

Fraud and manipulation are rslated but distinot. Securities.
fraud Sificludes any Tilse statement designed to persuade someone
to purchase a security. Manipulation includes a vnriot{ of
practices, such as fictitious trades, aimed at influencing the
price of a security.

Perhaps tha most seriocus problenm in the Haupt draft is that
it does not have etggggzgl_P n on securi raudy
Section 36 prohibi ncorract statemants® but only if they are-
pade or used for purpose of influencing the price of a security.

- any false statements about securitiss, however, are not intended
§ to influence prices. They are nonatheless fraudulent.

{ﬁ geotion 1 of the criminal section of the stahr law is much
%  broader: it reaches any untrue statement_of material fact made

_; in connection with a sale, purchass or offer of a security.
S\ Section 1 also prohibits the failure "to state a naterial fact-

3,
G ‘
)



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

There is also no prohibition of specific manipulative
practices in the Haupt or Wymeersch 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 necassary bscause there is
a general prohibition on manipulation in Section 1.

The Haupt draft also pzohibits "improper" inducement into
"gpeculative stock exchange trunsactions® 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
prg:ibit legitimate transactions. In my view, it should be
omitted.

(5. Ingider 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, socme differences between the two

dratts:

Section 2(1) of the criminal portion of the Stahr draft
defines "inside information" as nonpublic information abecut an
issuer that, if made pub.ic, would likely have a significant
effect on the price of its securities. Section 3%(1) of the
Haupt draft is similar, but requires that the information be
Eb/dngnilgd. why should insiders who trade on general information,
such as that their company will be acquired scon, 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 bs exempt?

/—_\————\_’,’- Y

The Haupt draft, in Section 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

\l



trading by employees is at least as common as insider trading by
officers and directcrs. 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, it not
Y.ll justified, omitted from Bulgaria‘'s final legislation on this

ssus.

s.ggmxsm_nmmu§7lj

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 tvo perspactives: the stock exchanges and investors.

Bulgaria already has two major stock exchanges in Sofia and
gseveral 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 Prankfurt 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
provide better protection for investors than the Stahr draft,
they should be preferred. 1If, however, stock axchange provisions
do not really protect investors, but simply l.mit 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 etock exchange council, that two-
thirds of the members of the council be elacted by sharsholders
and one-third by other stock exchange participants, and that the
council exercise many specific responsibilities. Would investors
guffer if a stock exchanges was formed as a partnership and had no
ncouncil?” wWould investors suffer if a stock exchange council
was elacted only by owner-members? Would investors suffer if a:

council delegated responsibility for some of the issues listed in'Aﬂﬂpy :
Section 4(2) to a general manager? 1¢%226;;,
If the answer to these questions is "no" then Section 4 of £~ /,bm7
the Haupt draft is perhaps not necessary. And if it is not )
necessary, it is not advisable, because it operates to pravant :

compatition between exchanges that are organized on somewhat
different lines. X
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Another important aspect of this issue is the relation
between the stock exchanges and the Securities Agency. Section 1
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
pover. 1Is this power necessary for the protection of investors?
The Stahr draft assumes that it i not necessary as long as the
Agency has the power to prosecute the Exchange and ita officlals
for violations of the securities laws. 8 19. If the Securities
Agency has the power to clcse down a stock exchange, should not
the power be defined and limited, to prevent abuse?

. Securities Firms
The major issue here is who should license secur
Under the Wymeersch draft, thea B h National Bank would

license banks as investment firms, the stock exchanges would
license stock exchange members, and the Securities Agency would
license all other firms. W 7.2, 7.4. Under the stahr draft, the
Securities Agency would license all securities dealers, although
banks which now have licenses would have a one-year "transition
period” to chtain 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 secuiities license.2/ There are also obvious
difficulties involved in telling banks, some of which are alreéady
active securities dealers, that 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 sho require a license.
Both the Wymeersch and~Stahr drafts cover firms that pu e—and
sell securities for others. The Wymeersch draft does not cover,
however, investment advisers that do not purchase but simply
advise. See S 22. Although different rules may bs necessary for
such firms, it seems appropriate to subject them to some sort of
licensing scheme. Many of tha other "exclusions" of the
Wymeersch draft, W 7.3, are coverad by the "trading exception® in

the Stahr draft, S 21(4).

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

It is fairly clear that, under the Wymeersch draft, the
Securities Agency could only "withdraw® the authorization of a firn
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 some
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-gngoing capital requirement for all
securities firms. This is—critical for investor protection.

. Investment Companies

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 evadad by calling an investment
company something else.3/ The Stahr draft ba 'y defines an
"{investment company“—as—one that is primarily in the business of
investing or trading securitias.

The second issue is what forms of investment company to
allow. The Wymaersch 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 pr its an investment company £ investing in the
cecurities of its investment adviser or any a iate; it also
prohibits investments in securities being distributed by the
investment adviser. S 54. The Stahr draft also requires that
the depository may not be affiliated with the investment adviser.
8 52. The Wymeersch draft says nothing about investments in
azfiliates; 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 ths articles of incorporation,
5.10, and that these articles cannot ke changed without the
agency's approval, 5.16(5). The Stahr draft requiras that
certain basic policies can only be changed with the consent of
the shareholders, in the case of an investment company, or atter
three months notice, in the case of a unit trust. S 55. It
seems preferable to leave these questions to the share or uni¢

holders.

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

' See Article 5.16: "“No company is entitled to call itself
"{nvestment company' unless it has been authorized by tha Agency."
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portfolio limits of the two drafts are quite similar: both limit
investment in any one issuer to 5% of the investment company's
assets and 10% of the issuer's securities. w 8.4, 5.5:; s 54.

One potentially important difference is that the Stahr draft
would allow for an investmant company that invests all its assets
in securities of the Bulgarian government; the Wymeersch draft
would limit investment in such securities to 40% of the assets.

W 5.4 54(3).
\/4{8 jor. s

It appears that many of the particular differences in this
area arise from a more general difference about tender offers and E%i
other takeovers. The Stahr draft is generally friendly to A
takeovers, because they oftsn allevw shareholders to replace Z)ZD
incompetent managers or to sell their shares at substantial (

premiums. The Wymeersch draft is nmuch more hostile to_takeovers,
perhaps because of thair effects on employees and othels.

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

The Wymeersch draft does not prohibjit fal misleadin

_;Egggggggghig_ggnnection with a tender offer. In my view, this.
8 the most fun an action for shareholders in
a tonder offer. Section 1 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, requires-reports—
from major shareholders at the 10%, 25%, 50% and 75% levels. S
57 The 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 attenpting 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 Wymeersch draft prohibits any partial
tender offer. Although partial tender offers do pose risks for
the shareholders who do not tender, they also often offer
shareholders substantial premiums for their shares. Disclosure
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 mesns

unnecessarily restrictive.



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's board of ditectors to regquire 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, as 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 Liabdlity

A Becurities 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
varicus requirements and prohibitions and the sanctions. For
example, the Haupt draft requires interim reports; there is no
sanction, howsver, for failure to g;;g_ggg;cgrgggggg;ggiéiiinq1
Talse report. The Stahr draft provides sa ons again
vivlation of "any provision of this law or any rule or order
under this law." S 638-70.

Second, the securities agency, or-some other authority, must
have authority to Tnvestigate potential securities viclations.
There afi“BﬁBiEEEETiI—EHVgBEEQEB to having specia'ized securities
investigators rather than leaving this to generalist prosecutors.
See S 67,

Third, the securitias agency must have a_xg;iggxi%;__
enforcement sanctions available. If criminal prosecution is the:

ogiynoancttuu-uvutrunre—tEE:i:ii%uritio- violation, most
violations will not be punished at all., If milder sanctions,

such as a civil fine or injunction, are available, much nore
comprehensiVé, credibls énforcement is possible. The Haupt and
Wymeersch drafts rely mainly on criminal sanctions; the stahr
draft has a range of sanctions. H 363 W 12; S 68-70.

Fourth, the enforcement efforts of the securities agency and
prosecutor must be supported by pri 11it This allows
investors to sue those who have injured them through viclations
of the securities law and recover their iamages. The Haupt draft’
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has some civil liability provisions, H 18,4/ but they are not
comprehensive. The Stahr draft essentially provides that any
person who vioclates 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 who act together to violate the securities law. “)
1. BSecurities Agency \(Dw

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 whach
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 posaible, the
\é ‘ members of the securities agency should ba full-time employees, .
o to minimize the possibility of confilcts of interest. The
gif 3 securities agency should also have the ability to issue and

% enforca a conduct rule to cover igsues such as securities trading
Q\ wﬂ¢” by employees and professional secrecy. See W 11.3: S 10.

|

gdk \Vj A securities agency cannot function without adecuate
funding, Eventually, a securities agency may be able to "pay for.
{tself" through fees on securities transactions. The U.S. SEC,
0& | for example, collects about $50 million more in fees than it
V\ spends each year. At the cutset, howaver, reasonable fees will
4 generate only very modest revenue, not enough to fund a
Q’ securitics agency. This i{s why it is important to have public as.
waell as fee funding. 3Sea W 11.2: 8 4.

Actions by the securities agency should be subject to revinw
by a court. For example, if the securities agency improperly
enies a securities license, its decision should be subject to
review and reversal by a court. The last sentence of Article
11.2 of the Wymeersch 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 not

reasonable. Sge 8 12. i)
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‘4/ As noted above, this provision may create too severe a
1iability for a company that fails to disclose rimportant facts."
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