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INTRODUCTION 

In z d r l ~  1994 USAIDIBulgarla prepared d retrospectwe on the first three wars  o t  U S asslstan~z 
dnd suggested some ~ o u r s e  ~hdnges  to retlect realit~es on the ground This 1994-96 Assistance 
Strategy Upddte re~ommended a two-pronged approach I )  support tor h a 1  government p u b l ~  
particlpatlon dnd local development and 2) a more critical restrained tundlng ot dctivltles at the 
ndtlondl level Those program toundatlons remain sound, and chould be the ~ontlnued bdsls tor our 
{trdteg). In Bulgdrla Our tundamental emphas~s remalns on democrdtlc Inltlative? and asslstlng 
progress towards a market-based economy 

Hoctever varlous new pressures--and opportunities--have become more dpparent In the past vedr that 
suggest the need tor somecthat more refinement and tocus ln the Bulgarla program Perhaps most 
s~gnl t i~dnt ly  natlonal elect~ons late last year, have enfran~hlsed the Bulgarlan S o c ~ a l ~ s t  Party ds the 
majority party ~n Parllament The new Government has moved aggressively to take charge, but it 1s 
taced w ~ t h  many economlc and soclal chdllenges caused prlmarv by the incomplete transltlon to a tree 
market e ~ o n o m y  The U S debelopment asststance program globally and In the Central/Eastern 
Europe and Yew Independent States reglon has been the target o t  budget resclsslons and llkely long- 
term cutbacks In tuture year program and operating expense resources There 1s also an untoreseen 
need to meet ldrge tundlng targets tor the AUBG and BAEF programs through 1997 In addlt~on the 
Presdent s announcement o t  a ' South Balkan Inmatibe' may have both tundlng and statt ~ m p l ~ c a t ~ o n s  
tor our program USDH personnel levels in Bulgaria and in Washington are likely to remaln tlat dt 
best, mdefinltely Many programs started In the early nlnetles, as well as newer starts are In tull 
lmplementat~on Total un~ t s  o t  management are currently at 36 a~tlvlties,  and tield statt attentmn u 111 
be d~ttused dnd suboptlmum without turther concentration 

Over the past six months, we have also conducted a serles o t  Intensive analyses In dekelopment 
sectors o t  present or potentla1 tuture Interest These top~cs included the en\ ironment, energy 
dgrlculture municipal development, and the financial sector/pnvat~zat~on areas The tindmgs and 
recommendations have been extensively discussed with Bulgarlan counterparts In and out o t  
government and ctlth our American assistance partners here 

The tour key fundlng priorities set in the 1994 strategy were reevaluated In vlew ot  the recent "target 
settlng exercise, the need to have measurable impacts from our program, and the above key events 
This rev~sed strategy proposes a renewed effort to focus our dsslstance program, retlecting these 
developments Some ongoing lnitiatlves wlll be deemphas~zed, or subordinated to a hmlted set o t  
strdteglc (program) objectives Indeed, we intend to consolidate the porttolio from the current 36 to 
less than 30 a~tlvltles by the end o t  FY97, and to con~entrate actlvltles under tour principle strateg1L 
ohjectlve~ to help assure measurable impact of our program through the ba l an~e  o t  thls d e ~ d d e  
w ~ l l  be better Integrated a web o t  linkages purposefully wdl tle together the tour strategic objectives 
~t the Lore o t  the Bulgarla program 

4 tew ot  the watershed events that have afiected the d ~ r z ~ t i o n  ot  our strategy are worth mentioning 
brletly here We have cons~derably retined the decentralized dpprodch to municipal governan~e 
described In last years strategy The Local Government Initiative paper jointly developed with local 
beneti~iaries argues tor geographic t o ~ u s  on I0 retorm m ~ n d d  m u n ~ ~ a l i t i e s  supported by 
assocldtlon bullding and p o l i ~ y  d~alogue A new emphdsls on supportmg civil society is also a 
~ornerstone ot  the revised strategy in recognition ot  the key part ~t pldys in realizing our other 
objectives 



We have moved away trom dttempting to medsurably i m p a ~ t  the m a u o  eLonomiL and finan~ial 
reform areas Our tools in these areas are too Iim~ted, dnd the World Bank and IMF are tully 
engaged In these s e ~ t o r s  Moreover, at least until now the varlous Bulgaria governments havz not 
been r e ~ e p t n e  ot  our adv~ce  and little retorm has taken place Our role in prlvatlzation also must be 
~ a r e t u l l j  re~onsidered There has been no breakthrough in this area over the past year and although 
we will ~on t inue  to pursue privatization at the mun~c~pa l  level and although there mav be some 
emerging opportunitw tor our support, our role will ~ lear fy  be marginal to the EU PHARE and 
IBRD We have also refined our approa~h In the Environmental and Energy areas to~us lng  more o n  
the p o l ~ y  elements of these as important areas tor future emphdsls 

We believe that greater thematic coherence discussed in this strategy document will e n h a n ~ e  the 
prospe~ts  tor sustained Impact of U S assistance, and better prepare Bulgaria to meet critlcal 
~hallenges as it enters the '1st ~ e n t u r y  Indeed, we have stretched the time trame ot  the strategy to 
meet the year 2000, and have speculated on possible transition a~tlvlties tor the outyears 

The strategy has been reviewed and endorsed by the Ambassador and the Country Team 



Part I Assistance Environment 

A General Background and Overnew 

The retorm p r o m s  in Bulgaria has pro~eeded In fits and starts During the earlv years o t  post 
~ommuntst  Bulgarla m d  particularly trom late 1990-mid 1992 a number ot  rapld political and 
d e m o ~ r a t ~ ~  retorms were undertaken The underpinn~ngs of a tree market eLonomy were estdbllshed 
by the liberalization o t  most prlces, trade hberalizat~on measures the adoptlon o t  a ~onstitution w h i ~ h  
provided the right to private property, initiation o t  land restitution and l~beral laws on privatization a 
legal tramework tor  omp petition and toreign investment Over 200 bast.  retorm laws and resolutions 
were enacted between 199 1 - 1992 

However more recent reform pertormance has slowed considerably in Lomparison wtth the early 
years The ~ol lapse  ot  the demo~rat lc  ~oal i t lon government in late 1992 led to the nun-partv Beruv 
government which depended on the e thn~c  Turk~sh  party (the Movement tor Rights and Freedoms - 
MRF) tor its mandate Progress on democrat i~ and market retorms was dependent on support trom 
the Bulgarian Socialist Party the MRF, and elements of the Union of Democratit. Forces Plans tor 
mass privatization languished in Parllament wtthout a clear mandate, and ~ r i t i ~ a l  economiL 
restrumring measures in the bankmg sector, asset based privatization, energy price restructuring and 
progress in restitutmg rural land all sul-tered from the l a ~ k  of pol~tical will to move forward Tau 
retorm ctas one o t  the tew bright spots and Bulgaria launched a VAT in Aprll 1994, w h ~ h  has had 
good results tor revenue colle~tion 

The new Socialist Government has the po l~ t~ca l  strength to continue the retorm process, but the 
question o t  polrticd w1I1 is st111 very much relevant Indeed, proposed amendments to the land law 
move the ~ o u n t r v  ba~kward  toward collectlvlzation ot  the Agricultural sector The Government did 
not have the will to raise electric~ty prices this year to be more in h e  with costs, and the energy 
s e ~ t o r  Lontinues to be highly subsldlzed Privatization remains bogged down despite the 
Government s early announcement ot  its ~ornrnitment Bulgaria is currently out ot  ~ompliance wlth 
IMF standby ~ondit ional~ty and cannot access World Bank FESAL tunding of $ 150 million be~ause  
o t  poor progress on structural reform 

Another tador  that will affect the overall reform environment is the upLoming muni~ipal electtons in 
late Fall o t  1995 Although recent retorm progress at the ~en t r a l  level has been disappointing a 
number ut dyndmlc l o ~ d  mayors and municipalities have been putting inmdslng pressure on the 
 enter tor greater authorit~es to mobilize and manage r e sou rm in order to better s e n  thew 
~onstituents This local drive could be affected either negatively or  poslt~vely by the h a 1  elections 

In thib un~ertain and unstable environment it is Important that SEED assistance optlons remaln 
flexible to take advantage ot  appropriate targets ot  opportunity within a general strategic tramework 
Also, tt would be Inappropriate to unconditionally commlt resourus to long term programs wlthout a 
thorough testing o t  l o ~ a l  resolve, and wlthout provtdmg for "escape hatches ' trom time to tlme We 
committed sign~ticant resources to privatization during the Berov Government with almost no i m p a ~ t  
We must be more ~aut ious  In the Lommltment o t  tunding in the tuture 

B S~gnzficant macroeconomzc trends 

Bulgarla is still very much in the throes of transition from the Commun~st era Major econornlc 
t o u s  still have not worked themselves fully throughout the eLonomy Inflation, w h ~ h  was running 



at dn dnnudl rate ober 120% in 1994 has abated somewhat but 1s still h ~ g h  tueled bv Bulgar~dn 
Government budget detiuts The bulk ot  these budget deficlts arise trom ott budget support to 
state-owned enterprises (SOE s), most ot  % h i ~ h  remaln to be privdtlzed Production in virtuaIly dl[ 

ecvnomiL areas has dropped often by 50% or more, s m e  1989 Growth last year was at or near 
zero pe r~zn t  actually an improvement trom past years, this suggests at least a temporary levelling in 
the eLonomy s tall as the small busmess subsector gets more a ~ t l v e  

The ex~hange  rate ot  leva agalnst the dollar has been relatively stable, enabling toreign ex~hange  
reserves to build up but ensuring nommal ~nterest rates ot  over 50% Bulgaria should be able to 
make major IMF payments and London Club payments becoming due toward mid-1995 [The 
relative stability o t  leva may have a perverse effect, as the GOB may be tempted to reslst IMF 
~ondltlonallty on monetary and economic stabilization ] One vlrtue o t  the stable ex~hange  rate 1s that 
~ap l t a l  t l~ght  trom Bulgaria has not been an apparent problem 

Desp~te a good Investment code, there has been a very low level of fore~gn Investment Investors 
have held back In the face o t  un~ertaln government pol~cy,  bureaucratic ~onstraints and resistance 
incomplete privatization and the growing ~ntluence of mafia-l~ke elements who resent the Lompetition 
that torelgn ~apl ta l  represents 

Perhaps, the most alarmlng maLroeconomiL trend IS the growing inequality ot  income dlstributlon 
Those able to Lapture assets in the breakup o t  the old reglme have become extremely wealthy, while 
the savings o t  the average clttzen have dwindled T h ~ s  ~ rea t e s  the potential for serious socioeconomic 
tenslons over dt least the medium term 

C. SrgnlJcaW socropolrhcal trends 

The toundations tor political democracy have been rapidly created in the past tive years elect~ons are 
tundamentally tree and falr, and seen to be a transparent, monitored process which the Bulgarians are 
likely to sustain wlthout Intensive internat~onal assistance But local institutions and governments--the 
b e d r o ~ k  o t  governance in Bulgaria--are weak, underfinanced, and often untutored unable to provide 
the s e r v u s  the people need and demand, and on unequal footlng w ~ t h  the central government A 
vigorous clvil soclety remains a dream, rn a country charactenzed by skepticism, cautlon and apathy 
Development ot  the civil soclety, reflected In strong local governance and vocal and coherent interest 
groups o t  stakeholders, 1s o t  paramount importance 

The lnltial euphoria wlth the overthrow o t  the Zhivkov di~tatorshlp has been tempered In subsequent 
jears by a tzar ot  ~ h a n g e  and frustration with the lack ot  progress in finding a new equilibrium 
This d~sappomtment was man~fested in the last election in two ways with older elements of the 
popula~e  t ind~ng solace In the message of the Bulgar~an Socralist Party (l3SP)--the w~nners--and 
vounger koters showing their apathy and disaffection by not votlng at all Deep-seated values and 
attitudes ot  many still lncllne toward the 'cradle to grave' social satety net of mnmunism As In 
other ~ount r les  in central and eastern Europe, the "llberal demo~rats"  have lost power to a 
reorganized swla l~s t  party T h ~ s  trend IS likely to continue in the upcoming m u n i ~ ~ p a l  elect~ons and 
new BSP majorltles could be a test o t  the broad support tor U S assistance to local government 

A number ot Important social and political constraints contlnue to a t f e ~ t  economiL development The 

' h t z s t  EBRD cctmatzs 4% growth rate. in 1995 w ~ t h  mflat~on falling to 70% 



years o t  b a n g  d closed so~ le ty  ' have lett thelr mark on values and attitudes and susplclon ot  
toregners (includ~ng tore~gn investment) Impedes retorm and ~nvestment There is still resistdnce 
trom some quarters to prlvate ownership par t~~ular ly  ot  land and other real property, as evidenced bv 
the ongolng debates on land rest~tut~on and prlvatizatlon programs There are ?till r e s t r~~ t lons  on the 
tormatlon o t  polltlcal parties perce~ved as hav~ng a non Bulgdrla' constituency Att~tudes in these 
areas ~ h ~ n g e  slowly but they must change it a sustainable transition to a democratic soclety and 
markzt economy 1s to n c u r  

More broadly, Bulgarian nat~onallst sentiments are reasserting themselves Cultural prejudices against 
r e l ~ g ~ o u s  dnd ethnic minorities seem to be more manifest w ~ t h ~ n  the past year, although the general 
human r~gh t s  r e ~ o r d  ot  Bulgaria has been acceptable 

On the plus s ~ d e ,  the new souallst government--with a solid electoral mandate--1s in place, and 
varlous loglams (eg prlvatizatlon, economlc retorm) may finally break Other donors are gettlng 
better geared up to take the lead in ~e r t a in  economlc sectors, permitting the U S to take a more 
supportwe role 

D. The development challenge constraznts and opportunztzes 

Bulgar~a has some dtst~nct pluses, and some Lontlnuing minuses, in ~ t s  prospeLts tor growth and 
development into the next century 

The populace IS well educated, with a literacy rate of 98%, whlch together w ~ t h  low labor rates would 
make ~t attractlve for assembly operations based close to western European markets 

There are no population pressures In tact, a hlstor~cally low b ~ r t h  rate has led to a h ~ g h  dependen~y 
ratlo o t  a type USAID is not used to--the a ~ t l v e  labor force must support a populat~on more than one- 
third of w h ~ h  IS over the age o t  60 Therefore, rapid and extensive cap~tal tormat~on w ~ l l  be 
requ~red to maxlmlze product~vity and ralse incomes 

Bulgar~a has a good natural endowment, w ~ t h  strong potential especially In export agr~culture The 
country IS, however, vulnerable to external economic s h o ~ k s  since there are virtually no internal 
energy resources outs~de  of low quality, polluting lignite Explo~ting export markets in Europe at 
least in the near term, will also be d ~ f i c u l t  w ~ t h  the Bosn~a L I V I ~  war and Serbian sanctions In place 
More s p e ~ i t i ~  ~hallenges in the economic, democracy and social sectors are explored below 

GOB eLvnomlc p o l ~ ~ y  and ~ n s t ~ t u t ~ o n s  currently present a mlxed p i~ tu re  Externally-orlented p o l ~ ~ ~ e s  
such as trade Iiberalizat~on, ~nvestment Lodes and freeing up o t  ex~hange  controls are In place 
Internal pollcles and processes, such as In establ~sh~ng a modern business enabl~ng environment and 
Je minlmus--yet effective-regulatory reglme, lag behmd Desplte rapid progress in urban areas in 
restltuting property, about half o t  rural real property has been 'restltuted" to prlor owners but actual 
title has been restored to only a t ract~on Tendenues for ad hoc protectionism continue However 
important regulatory and fiscal retorms have taken hold In the past year a VAT system has raised 
substantla1 re\ enue and a bankruptcy law has been passed 

Cap~tali'iinanclal markets are e~ther  fragmented (there are more than halt a dozen s t o ~ k  exchanges) or 
ln~omplete The banking system is in a perilous state wlth enormous non-pertorming assets A 



major shake-out appears inevitable 

Energy prices are stdl way below world market levels and waste is endemic Low energy prlces 
were seen ds dn zntltlement ' in the past, and the new socialist government is under much pressure 
trom its ~onstituents to keep prices low Notwithstanding the Government realizes it must curb the 
worst energylenvlronment n~ghtmares, wh~ch  provides some basis tor sector rationalization 
European concerns also lead the crucial debate over the tuture o t  nudear power In Bulgar~a 
International financial lnstitutlons also are making a firm ~ommitment and action to brmg electmity 
prices up to actual cost - a lltmus test of the government's resolve to carry our economic reform 

As noted above prltatization of the vast bulk ot  SOE's, either through "market" (cash, or asset- 
based) privatlzation i through "mass privatization" (essentially a voucher system), has been stalled 
The present government has restated its commitment to privatization, and has stated that vouchers will 
be issued as soon as this year and the first auctions perhaps in early 1996 The government's latest 
thinking is that enterprises wlll be privatized through some combmation of ' market" and mass 
techniques However, ~ons~de rab le  skepticism is warranted in view o t  the poor progress In 
privatlzation durlng previous governments despite optimistlL pronouncements 

Indeed, prlvatizatlon may resemble a cocktail ot  junk, with a tew cherries on top' , as one analyst 
recently put it ' Most SOE s have negative net worths, so management or Investment fund takeovers 
may not be any salvation In the absence of an intusion ot  new capital Mafia-like elements could dlso 
attempt to rig the outcome o t  both cash- and voucher-based auctions Perhaps a deeper concern is 
whether the post-privatization lands~ape will be conducive to the emergence o t  new, competitive 
private enterprises Clearly, more work needs to be done in fleshing out the economiL enabling 
trarnework 

2. Democracy and governance 

Bulgarla has benefitted trom a series o t  fair elections since 1989 Impartial election monitoring, 
helped bv past U S assistance, seems to have been well established A proportional representatlon 
system is used which tor a period o t  tlme gave the Turkish ethn~c-dominated Movement tor Rights 
and Freedoms (MRF) the balance of power in the government That ended wlth BSP s 51% plurality 
in the last election, an apparent solid mandate In theory, this parliamentary plurality should provide 
a strong basis tor the Government to accomplish its agenda 

Polltical party machinery, llke the central government itself is hlghly centralized Parties draw up 
~ountrywide 'party lists ', with little apparent teedback trom below, le at the community level 
Embedding political representation and democratlzatlon will requlre institution building at grassroots 
party structures 

Local governments remain dependent on the central government, with a weak revenue base and 
unclear powers Munlclpal~ties are dependent on central government budget allocations tor much ot  
thelr recenues and are dependent on central authorities tor many servlces such as health care, police 
dnd edu~ation On the bright side a Mayors' Coal~tion wlth Country Team assistance, has tound 
waj  s to ~ollectively express frustration with the lack of duthority at the local level, and is proposing 
legislation to promote devolution o t  authority 

Czntral European rnagazme February 1995 p 1 



Other important segments ot  Bulgarian society are finding their volLe The judi~lary 1s be~oming 
more independent as reflected In the Constitutional Court declsion supporting munupal  governments 
assuming expanded de~ i s ion  making powers The prmt m e d ~ a  is llvely, but press protessional~sm 
remains an Ideal little embraced by Bulgarian reporters and edltors The government controls radlo 
and television l i~ensing and l i~ensing decisions are issued based on no written regulations and without 
explandtion National radio and telev~sion remain under government ~on t ro l  and are unchallenged bv 
private b r o a d a t  media in the fields of political and ideologi~al programming Private media largely 
b e ~ a u s e  they need to survive finan~ially   on cent rate on entertainment Non-governmental 
organizations (NGOs) and protessional associations are growing in strength and number although 
Bulgarian Lautiousness in joining up needs to be overcome Somewhat disquieting is the tact there is 
no law protecting NGO independence, in fact, the government has programrnatlc authority over 
NGO's, although this power is not used 

3 Social sector restructuring 

Health and weltare programs have been greatly stressed by the economic downturn and fall in 
government revenues Satetv nets tor the average citizen s u ~ h  as public health are decrepit or non- 
tun~tioning, and pensions have been largely wiped out by inflation New systems o t  management and 
finance w ~ l l  have to fill the gap at central and local authority levels 

Most tee1 the key to rebuilding a new social pollcy is based on rapid political and economic 
transition Completing the transition, of course, may bring new pressures such as layoffs ot  middle 
managers and workers as industries downsue, restructure, or simply fade away Dynamic jobs 
growth in new, competitive enterprises may take up much of the slack, but with official 
unemployment at 18% and underemployment at least double that, Loncern 1s palpable Labor will 
have to be retooled--or retool itselt--through a process that IS more than llkely to be highly d~sorderlv 

h' Other donors 

World Bank group, EBRD, and the European Union (under its PHARE program)--and to a lesser 
extent, several bilateral programs--are well represented in Bulgaria Their programs intersect at many 
polnts wlth USG activities 

A large, new EBRD lending program In nuclear safety has just been announced EBRD and EU on- 
going programs in nudear safety, at $45 mil combined, are complemented by modest USG eftorts 
The World Bank's Energy I and I1 programs ($150 mil ) are conditioned on price rationalization 
new USG technical assistance in energy policy will similarly ~omplement  these eiforts, helping 
Bulgaria properly cost out the marginal ~ o s t  o t  energy 

The World Bank ($85 mil ) and the EU ($62 mll ) are Larrylng out or planning major Investments in 
employment, labor markets health care retorm and other social sectors The USG s present work 
in labor market retorm, due tor completion in 1996, has helped prepare the groundwork tor greater 
Investments In this sector by other donors 

The financial sector w ~ l l  be getting the World Bank's largest single project--the $150 mil Financidl 
and Enterprise Structural Adjustment Loan (FESAL) sector adjustment program--on~e the Bank and 
the GOB agree on tinancial sector restructuring targets and timetables 

A total o t  $34 mll trom the European Investment Bank (Lux ) $32 mil trom the EU, and $100 mll 



trom Japan has been ~ommitted tor small/medlurn enterprise lending Disbursements have lagged 
houe%er as bankable proje~ts are pulled together U S programs have done pioneering work with 
SMEs precisely aimed at developing intermediate tinanual me~hanisms, strengthened industry 
associdtions dnd hlghly repl~cable lendmg opportunities--w~th ba~kward and torward linkages to 
prlmary produ~ers and markets respectively--that will greatly raise ette~tlve demand tor these 
donors lendmg programs Proposed U S grants to CARESBAC will leverage EBRD tunds on a 
mat~hing basis 

The World Bank has ottered $50 mll for agriculture, In agricultural credlt, and the EU committed a 
total ot $43 mil In the early ninetles Ameri~an assistance successes In the dairv industry and in t ru t  
processing wlll provide models for additional donor programs 

Flnally, the USG is able to collaborate with several donors in assisting local government The EIB 
and UNDP are antlclpatlng programs and the EBRD has already ~ommitted $44 mil to town market 
intrastructure, and the Brltish Know-How Fund and the EU have been working in this area for years 
Buildmg up the muni~~pal i t~es '  ~apabilities in management and tinan~e--the t o ~ u s  ot USG ei-iorts--are 
nzessary preconditions to substantially greater tlows ot other donor ~apital  assistance 

F Lessons learned 

Despite the false starts ', so tar, in privatization and the dramat~c decline in economic output, the 
highly entrepreneur~al small and medlum enterprise (SME) sector has become a vlbrant, job-creatlng 
znglne ot growth For USAID (and USDA, through a Sec 416 program), thls has become one area 
where assistance has had tang~ble benefits Our etforts, however, should not be di&used, s u ~ h  as by 
lav~shlng technical assistance on a scattered and unfocussed firm-by-firm basls Better concentration 
needs to be achieved by focuslng on selected industry groups, by selecting model firms for 
repl~catlon potential, and by workmg through industry associations and financial mtermediar~es 

The in~reasingly sophisticated needs of the SME sector requires ~ontinued attention to creatlng a 
tavorable legal/policy/regulatory enabllng environment tor continued growth More general U S 
a d v l ~ e  and assistance on macroeconomic management, the "rule ot law", and energy and 
environmental pollcy-- so valuable In the immed~ate post-Zhivkov era -- needs to be supplemented by 
more narrowly defined expert asslstance amed at overcoming specific obstacles to competition and 
Investment 

The first halt-decade ot  USG asslstance also has had some success in supportmg democracy and 
heightening environmental awareness However, bastc values change slowly, and until there 1s broad 
understanding and acceptance of key democratu, pr~nc~ples,  sustainabllity is In question Bulgarian 
advan~es In these areas need to be consohdated and deepened Various aspects of our program are 
therefore targeted at democratic lnltiatives This includes expanding the ~oncept ot "civil society"--the 
active parti~ipation of all elements o t  society In expressing their views and needs and ensuring 
d~~ountabillty by authority at all levels NGO development and building protesslonal asso~latlons w ~ l l  
be ~entra l  to a~hievement ot the c~vil  society 

Con~omitant uith the growth ot a more vigorous civ~l society, and the ~ontinued emnomu+ and soc~al 
s e ~ t o r  dislo~dtions ot transition local governments and mstitutions need to be strengthened in order to 
take on ~ncreased authority and respons~b~llty The most etticient means ot  sustalnlng th~s  
development appears to be through concentrating on a lim~ted set ot rnun~c~pallt~es and ensuring that 
the success stories are dmeminated and replicated across Bulgaria through means such as 



intergovernmental tntormatlon networks 

At m ~ d  decade, the U S needs to husband ~ t s  resources and concentrate its energies to deal with the 
second-phase Issues ot the Bulgarian transtormation 

Finally the Bulgar~an "demand" for ass~stance must be tempered by what IS doable and an obje~tlve 
assessment o t  local ~ommmnent Experience has taught that qu~ck acceptance ot assistance IS no 
guarantee ot success and as USG resourLes to Bulgaria are increasingly s~rutinized, we must be 
increasmgly prudent in our choices for support 
Part 11 Proposed Strategtc Objectwes 

A Program Goal and Subgoals 

Consistent wlth the SEED Act, and the ~rltical development Issues ot Bulgaria today, the U S 
development assistance team In Bulgaria has as its program goal the effectwe, sustamable transition ot 
Bulgar~a to a democrati~ society and a tree market economy ' Susta~nable" In this  ont text should be 
evplamed We do not anticipate that all political and economic institutions will be tully formed or 
tully effective by the Year 2000--the ttmetrarne of this strategy Rather, we seek to support an 
irreversible process ot dynamic change that would and could contlnue alter U S asslstance begins to 
wlnd dou n 

The Country Team has chosen two subgoals for ~ t s  overall program 

1 Support tor the transition to transparent and accountable governance and the empowerment o t  
citlzens through democratic processes, acceptance of democratic values, and full support for human 
rlghts 

2 Foster emergence ot  a competltwe, market-based economy In wh~ch the majorlty o t  economlc 
resources are prwately owned and managed 

In~lusion ot subgoals is considered lmportant In characterizing the program The SEED Act, and 
ENI's program as a whole, embraces these two all-encompass~ng objectlves as well as enharung the 
quallty ot lite In Central and Eastern Europe through social sector restructuring We have taken a 
hard look at the manageability, and potential etfectlveness, of working in all three asslstan~e areas 
and concluded that soc~al sector restructuring--while obvtously Important in Bulgar~a as vulnerable 
groups are butteted by economic and polltical transition--1s of secondary Importance to what must be 
the U S program's maln preoccupations at this time Furthermore the potentla1 tor undertaking a set 
ot tocussed strategic objectives in soc~al sector restructuring is min~mal WhiIe very usetul work 
~ o u l d  ~ontlnue to be done in labor market adjustment, tor example, the potential tor having broad 
strategl~ impact IS s~mply not there wlthout a much more mtenslve program Furthermore, as noted 
in the prevlous section, other donors are movlng into thls Important area 

Common themes and approaches w ~ l l  be found In the U S assistame approa~h to Bulgar~a Heavy 
emphasis wdl be placed on Lreatlng linkages w~thln and between strategl~ objectlves, to r e ~ n t o r ~ e  the 
llmlted resources we  an brlng to bear on Bulgar~an development problems Bulld~ng on successtul 
experience to date, our general tactical approach to reaching our objectlves 1s chara~terlzed by the 
tollowmg princ~ples 

(1) Whenever poss~ble we should serve as a ~atalyst for development not as a resource 



trander agent 

(2) We should promote the development o t  su~cesstul models at the l o ~ a l  level that dre both 
sustainable and that have good potentlal tor repl~cations 

(3) Whlle we do not have the resources to wldely repl~cate suc~essful models, we should 
assure that an mstitutlonal framework and/or proLess is established to fad i ta te  repll~atlon 
and that the legaltregulatory environment is condu~tlve to this 

(4) We should be prepared to move on to other areas when we have satisfied these principles 
for any actlvity 

(5) We will endeavor to ensure that better information on workable solutions also flows 
upward to the ~en t r a l  government, to garnish their support on broad replication ot  
development models 

We also are determined to reduce the number ot  management units In the program with a goal ot  less 
than 30 amvities by FY97 A number o t  our projeLts have s u ~ ~ e e d e d  well in demonstrating new 
technologies, approa~hes, and modalities to Bulgarians They will be wound down, having achieved 
their purposes We will move to consol~date actlvltles, but by applying rigorous tests ot  relevance 
Creatlon of a core strategy around principle four strategic obje~tives will be ~en t r a l  to thls process 

B "Democracy " Subgoal 

The Country Team has chosen to embrace two prlnclple democracy strategic objectives (EN1 
'program objectives") among the five laid out in the EN1 democracy/governance program local 
government and CIVIC participation Developing ~ompetitive and fair polltlcal processes is considered 
a supporting objectlve to the other two 

S t r a t eg~c  Objectwe #1 Strengthen local government to make it effective, respons~ble, 
a n d  accountable to  its local c~t izens 

U $ assistance will concentrate ~ t s  efforts on strengthening 10 demonstration municipalities, targeted 
to have maxlmum potentlal tor success and geographi~ and institutional spread eftect throughout 
Bulgarla A s e ~ o n d  tier of cities--members o t  local government assoc~ations--will receive some 
dssistame also, and to encourage healthy competition, ~ l t i e s  in the second tier may become 
demonstration municipalities i t  adm~nistratlve pertormame and p u b l i ~  parti~ipation is particularly 
m o n g  (Conversely, lower performers among the orlginal 10 ~ o u l d  drop to the s e ~ o n d  tier ) 

Many USAID programs are now working at the municipal level, but have started up and been 
implemented on an uncoordinated basis Early ettorts at the muni~lpal level arose with the houslng 
energy m d  environment programs with a~tivities flowlng to regional areas where speclfic se~tora l  
needs were gredtest The locality by lo~al l ty  agglomeration o t  programs was de facto rather thdn any 
cons~ious  ettort, at least at the onset Emphasis now will be placed on building a rational 
mtergovernmental framework, amongst local governments and upwards to the central government 

Stronger interest In working wlth local government reflects In part a polltical phenomenon Many ot 



the mayors and muni~ipal  ~ounci l s  presently In power are trom the retormist demo~rat lc  elements 
that a ~ ~ e d e d  to power nearly five years ago They have strong visions tor empowerment and 
government responsiveness It is uncertain whether these retormist mayors /~oun~i l s  wlll survive the 
~ o m i n g  late-1995 l o ~ a l  elections However, bv supportmg vlgorous governance and ~ i w l  so~ ie tv  (e g 
dssocidtwn dnd NGO-budding) programs now we can provide a momentum--and mandate--that will 
~ a r r y  torward into suueeding mun~c~pa l  adm~n~strations, regardless of what pollti~al party holds 
ottice 

A recent USAID evaluat~on pinpointed the greatest munic~pal government needs strengthened 
revenues and complementary fiscallfinancial capability, planning and management, and 'scaling up 
the market base of the local economy ' principally by carrymg through on municipal prlvatizatlon ' 

Local governments In Bulgar~a are currently tinanced through a combination o t  transters trom the 
central government, shared revenues and own-source revenues (eg fees, property taxes) Shared 
revenues are tallmg as the central government turns over more and more responsibility to the ~ o ~ a l  
level, and the proceeds of the new VAT go entirely to Sofia U S local government adv~sors wlll 
help develop tor each target municipality a long term business plan providing a strategy tor 
administrative and tinancial vlabllity The new Harvard Institute tor Internat~onal Development 
(HIID) adv~sor will tocus explicitly on the f inancd  mechanisms tor coal-to-gas heating plant 
conversions, as a practical model tor tinanc~al problem solving Assistance to the Min~stry ot 
Regional Development will help assure that the central government is exposed to successes through 
workshops and observation tours, and that a sustainable replication process IS tacil~tated The U S 
will also asslst the municipalities to establish a tacilitatmg legal tramework to allow them greater 
duthorltv In revenue generation and In fiscallfinanc~al management 

Capacity bullding will also tocus on prov~dmg local administrat~ons with management tools 
te~hniques, procedures and information systems for better accounting, citizenlmedia relations, tax 
admin~stration, service dellvery and human resources development An expanded ass~stance package 
the Local Government Initiat~ve, will prov~de,  at the natlonal level, an American expert to coordinate 
the tlow o t  specialued, short term expert pubhc administrat~ontc~ty management servlces trom the 
U S It will be this advisor's job to be sure that disparate elements are pulled together, and that 
information passes smoothly This will be augmented by a competitive grants program under the 
Public Admtnlstration Project that will provide up to $50,000 for quick impact projects that chalk up 
suLcesses ', such as improved (perhaps privatized) municipal service delivery and forming citlzen 

advo~acy  groups around an Issue of local interest [see also S 0 #2, below ] 

The USG has also been supporting municipal prlvatuatlon, with about 200 small retall shops, 
bakeries, and the llke auctioned off in 10 municlpallties In a transparent, replicable procedure In 
phase two, new municipalities will be added and manager/employee buyouts in large companies 
attempted We will also explore with the munic~pal~ties the potential for prlvatulng more traditional 
urbdn goternment services such as trash colle~tlon and health servlces (Medical services otten eat up 
to 70% o t  munic~pal budgets ) This has been a confidence-buildlng experience, demonstrating that 
development and redistribution of assets can be done tairly and openly A promotional program tor 
muniupal privatlzatlon IS about to start to ensure successes and lessons learned are wldely 
disseminated 

A parad~gm tor a ~oordlnated USAID model at the l o ~ a l  level may be tound In the Stara Zagora clty 

' ~ o c a l  Government Program Evaluation TSS Evaluatton Team March 1995 



and region Ongoing or new programs indude envlronrnental awareness building through voluntarv 
organizations, i on version of distrlct heatmg plants and facilities trom hlgh-polluting l~gnite  to natural 
gas munl~lpal  privatization, sponsorship of the rights of minorities, stimulation of agro-industry tor 
export production, and organlzatlon of tarmer groups Muni~lpal  employees are sharpening thelr 
skills under the PIET participant training program and by in ~ o u n t r y  outreach programs organized by 
University of Delaware Peace Corps volunteers, w ~ t h  small project funds, have been important 
i a t a l ~ s t s  An early USAID program entrant in Bulgaria, the housing sector program ~ont lnues  
providing assistance to the mun~cipality in budgeting and analys~s of cost of sewlces as well as in 
demonstrating public-prlvate hous~ng relationships, and procurement procedures, mter nlla Another 
USAID program in Stara Zagora--WEC s waste minirnlzation project-- w ~ l l  soon begin showmg S t x a  
Zagora government and industry staff the means to cope with industrial energylenvironment waste 
Issues World Resources Inst~tute will continue worklng in Stara Zagora, developing the basis tor 
environmental reform with citlzen groups 

A ~ r o s s  all sectors, in fact, information sharing is a major problem Municipalities and citlzen groups 
throughout the ~ o u n t r y  are isolated, ignorant ot  the vast commonality of interests Dissem~nating 
intormatlon on l o ~ a l  problems, and solutions, through seminars, workshops, and training sessions will 
be a core part o t  our democracy and governance strategic program, slnce better and more timelv 
lntormation IS a crucial part o t  the breakdown of monopol~stic and autocratic power The U S 
program also will place major emphasis on bullding local government associations, init~ally reglonal 
in scope but with the long range goal ot  a national federation to speak with one voice A long term 
advlsor IS already working with five associations and a recently formed national coalition 

- Strategic Objectwe #2 Promote active participation of Bulgarians and NGO's in politlcrti 
and economlc decislon makmg 

Developing local governance capaclty is unsustainable if not underg~rded by a populace demanding 
e t t i ~ i e n ~ y ,  ette~tiveness, and accountability Public inertia is a bigger problem than in most CEE 
~ountr ies ,  and so the effort must be especially deliberate and comprehenswe ~f local government IS 

not to remain simply an extension of the [otten unresponsive] central government 

The American Univers~ty of Bulgaria at Blagoevgrad (AUBG) -- one of the USG's two highest 
priorltles in Bulgarla -- 1s a key program for building a free and open civil society Through its US 
style liberal arts approach, ~t is instilling the value ot  critical think~ng and adherence to tree market 
principles It wlll produce hundreds of Western-oriented university graduates as ~atalysts  tor ~ h a n g e  
throughout the country Preparing AUBG students to assume positions of leadership in business and 
government will help ensure that democratic concepts are permanently rooted in the Bulgarian body 
polltic Already, AUBG Interns are workrng with local municlpallties on a range of management, 
techni~al and financ~al problems A program of accelerated USG tunding - $ 20 million in FY95-96 
IS planned in  onj junction with prlvdte support, so that the U S will ~omple te  tundlng tor AUBG by 
1997 leaving d sustainable institution in place However, if this program does not materialize, 
because o t  problems with mobhzing necessary private resources, or if additional resources are 
subsequently tound to be necessary because of family proje~tions, the U S must be prepared to 
the Lourse w ~ t h  thls ~ri t ical  institution until sustainability is assured 

stav 

' ~ u l o a n a  Munic~val Development Strategy February 1995 



The Demo~racy Commlsslon In Bulgarla headed by the U S Ambassador, ~oordlnates d l  USG 
etforts on democracy and political development Tne Commlss~on has asked the new EN1 Derno~rd~v  
Network, supporting the development ot publlc pollcy-advocacy NGO s, to f o ~ u s  on ~ i v i c  
parti~ipation mformation sharlng, and mlnorlty integration at the grassroots Together with a~tlvmes 
under the L o ~ a l  Government In~tiative, t h ~ s  program alms to draw Bulgar~an citizenry away from 
Comrnunlst-era d~strust ot "vo1untar1sm"--~ritlcal attltud~nal changes requ~red to susta~n a L I V ~  

society Similar to our work In munlclpal government, these programs will develop tinanclal dnd 
m a n a g e d  skills, upldown and s~deways ~ornrnunicatlon ~hannels, and a more supportwe legal 
iramework for NGO actlvlty The focus under the "Democracy Network" program will be to develop 
sustainable and effective NGOs, thus assuring long term Impacts The Commission wlll also prov~de 
seed money for h ~ g h  v~sib~li ty successes over a shorter ttme horizon through the Comrniss~on s small 
grant program 

ABA work In the rule of law is focusing on tralnlng judges, lawyers and officials engaged in the local 
admln~stratlon of justice Thls w~l l  lnclude developing a judges/prosecutors assoclatlon seeking, rnrer 
d ~ a ,  the ~reatlon ot an Independent, impartial jud~ciary 

The PIET partl~lpant tratnlng program is being reorganized to prlorltize training through s e ~ t o r  
assistance worklng groups Under the new strategy, potentla1 PIET participants wlll be s~reened for 
relevance to directly supporting the U S strateglc objectives 

Wlthin ~ t s  larger program, the University of Delaware's management tralnlng and economics 
educat~on program wlll focus on upgrading the sk~lls o t  munlc~pal admlnlstrators and busmess 
managers In the 10 demonstration municipal~ties 
- Develop competztrve and fazr polrhcal processes 

Thls objective encompasses two programs, (med~a and political organlzat~ons) that, while relatively 
small and arguably fitting wlthln the above strategic objectlve, are very important to the overall 
democracy objectlve We consider this as a general supportmg objective to the democracy subgoal, 
not tully standlng on its own because of the small s u e  of ~ t s  two components, but dearly essential to 
the vlabllity of the other democracy objectives (Note The actlvltles In the budget are shown under 
S 0 2 )  

A healthy medla 1s required as much or more at the local and reglonal level Heretofore, most of the 
USG s ettorts at develop~ng an independent medla has had only Ilmlted success and has largely been 
to~ussed on Sofia More attention IS needed to assure a professional press LOTS that embraces the 
prlnc~ples of balanced, objective reporting We are Increasing funds for medla tralning to deal wlth 
this issue Whlle natlonal Issues and national-level pol~tlcal leaders get an alrlng, reglonal 
government and Interest groups complaln that local events and concerns are Ignored A proposed new 
media grant wdl attempt to redress the balance through the creation of an "Interfax '-type news 
s e r w e  wlth representation regionally, so that regional and municipality groups wlll be able to keep In 
t o u ~ h  USAID plans a further expansion of Internet-based electronic mall, already very successful In 

keeplng ~ i t y  tathers In touch through the Mayors' Coalition, local assoclatlons and NGO's are and 
wdl be benetlttlng trom these links as well Elements ot other a~tlvitles such as journalism tratnlng at 
AUBG wlll turther re~nforce the media program 

Bulgarla s relatlve success In establishing the "first-generation ' objectlve of promoting competitive 
talr political processes, as noted In the latest State Department Human R~ghts Report on Bulgarla, 
means that less emphasis can be placed now on thls EN1 tocus More ot course, needs to be done, 



dnd additional budgetary resourm above and beyond present levels would allow fine tuning in thzse 
se~ to r s  

USG a~tivities at the national level in ele~tions and monitoring Lan be refo~used over tlme The work 
ot the Ndtlonal D e m o ~ r a t ~ ~  Institute and the International Republican Institute wdl be refocussed at 
the countrywide grassroots' level In selected reg~onal c~ties and muni~~pal i t~es ,  but w ~ t h  attention to 
transferring sucLesses and lessons learned to the national level There also will be a need over the 
next tew years, at least, to assure that work done with the Central Electoral Comm~ssion to assure 
tree and tair elections is sustained 

C "Free Markets Subgoals 

The two most cr~tical 'free market" obje~tives for Bulgaria for the toreseeable future must deal w ~ t h  
improving the enabling environment for private sector growth to assure a legallregulatory 
environment conduc~ve to entrepreneurs, with linkages to inputs (including technical expert~se) and 
markets tor smaller businesses who provide the most promlse tor economtc growth and employment 

- Strategic Objective #3 Establ~sh legal, policy, and regulatory framework conducive to 
broad-based competition and private sector growth 

The legal, policy and regulatory environment is a critical support system tor private sector growth 
Initiatives begun by ABAICEELI in bankruptcy and collateral law are bemg expanded to Include 
assistance trom Deloitte Touche in the area of bankruptcy and IRIS in the area of collateral law 
Bankrupt~y procedures provide legal structures and means to restructure Lornpanies for etficiencv and 
dean off the balance sheets o t  financial institutions A collateral law, currently In the dratting stage 
will also prov~de a means for borrowers to access credit without the collateral with the f i n a n d  
instltutlon --a critical problem especially for small firms Adequate bankruptcy and collateral laws 
and procedures are important to building foreign investor confidence as well The ABA will also be 
approaching the legal trarnework trom the human resources standpoint protessional associations of 
lawyers and judges w ~ l l  be developed to greatly enhance Bulgarian competence in Western-or~ented 
~ornrnerclal practices 

The U S Treasury has also been assisting on fiscal reform, espe~~al ly  tax modernization, to assure a 
transparent and adequate tax system Treasury advisors helped establish the VAT and are assisting 
with the income tax system T h ~ s  program will wind down The recently-arrived HIID advisor w111 
help the Ministry of the Env~ronment (MOE) develop policies that mobillze additional tinancial 
resources for environmental investments--both domest~c and international--through debt swaps, 
env~ronmental tunds, and other mechanisms The HIID program should have spread effects 
throughout the fiscal and monetary wings of the government in developing methodolog~es tor 
bankable projects" in the prlvate sector, and in quantifying env~ronmental concerns 

The underpriced energy sector w ~ l l  recelve cont~nued attention from U S dssistance Subject to 
ddequate assurances of GOB commitment, we will work to help promote more realist~c pricing of 
electruty w h i ~ h  IS an important condition tor World Bank and IMF structural reform objectives 
Bulgaria s  heap gas agreements with Russla run out in 1997 and this will ltkely put strong upward 
pressure on energy prlces After 1996, when more general tarlft legal, and regulatory retorm 
assistance winds down, the U S will focus on narrower energy priclng and regulatory Issues with a 
d~rect  bearlng on private sector growth and opening up competition In energy, such as promotion oi 
private sector power 



While all ot the dbove are ~entral  elements In the legal and policv environment tor buslness 
development the framework is insufficiently complete to ensure meeting the strategic objective ot 
broad-based competltlon and prlvate sector growth This IS especially true if the Bulgarian 
Government proceeds wlth mass transfer ot state owned assets into prlvate hands Wlthout a more 
~omplete regulatory, "watchdog" capability, anticompetitive torces and Interests are almost certain to 
increase over tlme stitling the emergence ot new businesses large and small New, or greatly 
strengthened, regulatory powers and instltutlons would seem to be needed in capltal markets 
oversight, antitrust, and talr trade p rac tus  

The Bulgarian Government now may be committed to qulckly movlng torward with privatization dnd 
has explored the poss~billty of near-term U S assistance Expert USAID consultants have suggested 
that the American contribution would be most usetul In mass privatization's "supply side" 
(essentially readylng state enterprises for transter) and in the arena of publ~c awareness (e g mass 
advertising of the process) The U S IS prepared to assist if we can be assured our asslstance wlll 
make a qualitative difference and when we have concrete assurances that the privatization process 1s 
on track Any USG partlcipatlon In the prlvatlzatlon area would be predicted on firm assurances ot 
GOB commitment and our own judgement that there wlll be reasonable Ilkellhood ot success 
We do not want or expect to take the lead, Bulgarians must take tull ownership ot the process, wlth 
support ot the World Bank as the lead donor 

Thzre are rtsks attendant even in ltmlted U S involvement Privatlzatlon would lnevltably proceed at 
a pace much taster than the institutionallzat~on of competent Bulgarian regulatory regime, wlth the 
possibility that anticompetitlve forces would gain ~onsiderable momentum For t h ~ s  reason, we 
believe ~t 1s lmperatlve to counterbalance thls program with direct business promotion from the 
bottom up to develop the constituency and the economlc muscle to influence government pol~cy 

- Strategic Objectwe #4 St~mulate development of pr~vate sector enterpr~se 

The Bulgarian-American Enterprise Fund (BAEF) is the U S 's largest and most important program 
tor targeting resources on the private sector It has been progressively movlng more resources toward 
the SME s e ~ t o r  through the Kompass program and through as  popular Nachala Foundation program, 
with loans at the microenterprlse end ot the scale Nachala is able to bundle together mlcro projects 
and reachlng to a level uneconomic for BAEF The goal for OIINachala 1s to demonstrate broadly 
how NGO s can rediscount grassroots lendmg to larger banks and financial institutions BAEF's 
dlrect program, meanwhile, IS also growlng rapldly towards the agreed financing level of $55 million 
-- meeting this funding target is an Important priorlty in this sector 

CARESBAC will contlnue to meet an important nlche need for equlty (as well as limlted loan) 
investment In SME's, as part of providing the spectrum of financial and managerial support that 
nasLent Bulgarian SME's requlre Its Investments in agrlbustness, complemented wlth technical 
asslstance have been well-coordinated with VOCA activities 

From the ln~eptlon ot USAID's program in Bulgaria, there has been special Interest in dire~tly 
promoting prlvdte business tormation through volunteer programs USAID has taken a hard look at 
all these volunteer programs and proposes to ~ u t  some of these that appear redundant and/or 111- 
suited to our SME strategy Peace Corps, IESC, and the MBA Enterpr~se Corps have had volunteers 
on the ground assisting ind~vidual enterprises and buslness associations, often as a ~atalyst 
VOCAIACDI have been active with agro-processing sectors, tn~tlally meat and bakingltlour and more 
recently in truits and vegetables The Cltlzens Democracy Corps (CDC), already a w e  in tourism, 

light industry, and construction, wlll sharply increase etforts in agribusmess The Univers~ty ot 



DelawareINew Bulgarian University Business Development Center will offer short Lourses tor SME 
entrepreneurs and more advanced studies at the Certificate level for lndustrial mandgers 

The strategy update will contlnue and deepen the enthusiasm for SME development as the major f o ~ a l  
point for enterprise development To better tocus the program for more impact we envision uslng 
certain "screens" to select SMEs for future assistance First of all, we are selecting priority SME 
sectors for focus An SME strategy, unfortunately delayed until after this document, will prov~de the 
sector focus based on potentla1 for success, and w ~ l l  also tdenttfy types of support acttv~ties that 
appear most productive An agr~cultural subsector strategy has already identified food processlng as 
one of our target industries 

In selecting SME's for attention, the U S assistance program wlll look for firms with established 
managerial capacity, macroeconomic comparative advantage and a defined market niche and potentidl 
for substantial growth SME candidates must be able to demonstrate that their success IS not a one 
off' case, but can be adapted and imitated throughout an entire subsector or region Generally 
enterprise start-ups will be avoided We will filter both indiv~dual private enterprise and mdustry 
assistance requests and grant proposals to ensure they fit these criteria 

In approaching all d~rect  SME assistance programs, we will expand the "diagnostic" tool recently 
introduced amongst an E-mail connected network of U S contractors and grantees and Bulgarian 
partners Essentially, this ~nvolves referring each potential SME Industry subsector, or groupmg to 
scrutiny by these players, who then interactively develop a tailored, integrated menu of assistance 
We have experienced great success with this networkmg approach since its introduction in 1994, 
ensuring timely and broad sharing of ~nformation on SME needs 

In the past year, since USAID/Bulgar~a's last strategic assessment when investments in Bulgarian 
agriculture appeared questionable, SME development in agribusiness has made impressive gains 
Espec~ally noteworthy is Land O'Lakes successes In da~ry  farming/processing ACDI has also 
successtully helped establish a meat processors association that has developed a clear policy agenda 
A USAID Agricultural assessment earlier thls year recommended we support the food processing 
sector as a productive point of entry in Agriculture Accordingly, we are giving thls sector new 
priority under our program This strategy 1s not without ~ t s  r~sks  land tenure is still problemat~c, 
farmer and processor associations are weak, and quality standards (especially to the EU market) 
dauntmg More complete subsector assessments in livestock, fruits and vegetables, and dairy need to 
be done, with EN1 assistance, although the Agricultural assessment lndlcated that these are the most 
appropriate areas for program emphasls within the food processing umbrella 

The United States Department of Agriculture's Extension Service, in cooperation w ~ t h  EU-PHARE 
has been work~ng closely with the Bulgar~an Agricultural Academy, the Bulgarian Ministry ot 
Agriculture, and subordinate local Institutes to develop a natlonal agricultural extension system The 
USDA objectlve is to help to design and to prov~de ~nitial assistance in establishing a service that wlll 
be oriented towards private farmers The system is to begin work in April, 1995 If the National 
Government clearly supports developing such a system -- as opposed to one primar~ly aimed at 
servicing state agricultural entities -- the USDA-ES could provide operational assistance at both the 
national and local levels This program could potentially assist with the backward linkages trom our 
tood processlng focus 

D Global and Other S p e d  Objechves 



The precedmg strategy presents a demanding agenda for the U S asslstance team In Bulgaria With 
staffing and budget limitations, and in recognition of the need for the U S only to undertake a~tivltles 
wlthin its manageable interest, a number of attractive asslstance areas conta~ned in the overall SEED 
program will be addressed to the extent resources permit they support CEE regional goals, reflect 
global U S commitments, or can be reoriented to support the core strategic objectives ot the Bulgarla 
program 

P r o m o t l n ~  fiscal reform More and more, the Bretton Woods institutions are provldmg counsel 
and adv~ce to the Bulgarian Government on fiscal reform, when advice IS sought U S Treasury 
macroeconomic adv~sory assistance to the Ministry of Finance wlll be phased out at the conciuslon ot 
the present advisor's contract 

Financial markets development Again, the Bretton Woods institutions have primary 
responsibility amongst the donors Experts have recommended one area in which the U S may have 
some comparative advantage capital markets format~on Capital markets, such as stock markets and 
other secondary liquidity mechanisms, will be a crltical component d privatuation really gets 
underway Assistance could fall into any of the areas of broker assoclatlons, securities registration, 
clearmghouse functions, and government oversight (such as in the SEC model ) At this tlme, we 
would prefer only to conslder posslble assistance in capital markets oversight, as part of an overall 
strengthening of key Bulgarian regulatory capabilities In the business enabling environment 

Sustainable use of natural resources General institutional strengthening at the National 
Electricity Corporation (NEK) has been ongoing since 1991 Our central priority In the energy sector 
now must be to rationalize prices Similarly, asslstance to the Ministry of Envlronrnent w ~ l l  focus on 
creating v~able environmental management and financmg techniques at the local level, and helping to 
establish a pollution abatement fund The U S commitment to the Global Environmental Facillty for a 
biodiversity activity w ~ l l  end in FY97 EPA's future role should be limited to support for the 
Environmental Actlon Plan model Consistent with international commitments, U S support tor the 
nuclear safety program wlll continue 

Social sector restructurmg Social safety net lssues contlnue to be problematic in Bulgaria, and 
could well become more severe in the aftermath of extensive privatuation Activities with the 
Ministry of Labor will be refocussed on strengthemng worker transition programs dlrectly related to 
the Impact of privatuation and econormc restructuring The Health Markets program wlll direct its 
efforts to assisting municipalities and local authorities develop financial and service alternatives 

Part III. Requwed Resources 

U S assistance to Bulgaria will be gomg through a particularly dynamlc period In the next two to 
three fiscal years, as major projects phase out or wlnd down to a lower level of susta~ned fundlng At 
the same time, constraints and other second generat~on development issues are emergmg that suggest 
at least some reorlentation of our assistance, especially In the budget "outyears" of 1998 to 2000 

For the purposes ot t h ~ s  planning exerclse, we are assuming that resource levels--in program and OE 
funds and In statf levels--remami constant through FY 2000 We are assuming further that as we 
approach FY 2000, the Bulgar~a program should be moving toward an assistance end-game, wlth the 
Bulgarians able to sustain mtiatlves either on their own or w ~ t h  the help of other donors 

Through concerted effort, the Country Team belleves it can reduce total units of management from 36 



to less than 30 by 1997, a reduction of about 20% This concentration is Important to ensure impact 
and program manageability 

Major budget impacts and resource requirements are discussed below under each of the four proposed 
strategic objectives 

Strategic Obiect~ve #1 - Local Governance 

The HIIDrWRI program will be completed In FY 98, having institutional~zed a munl~ipal financing 
model for gasifi~ation based on the EAP pllot activity, help~ng to establish a pollution abatement fund 
and having demonstrated how other envlronrnental lnitiatlves can be financially sustained 

The Local Government Initiative (LGI) wlll expand 1ts competitlve grants program to more 
municipalities As munmpal absorptive capacity Increases, we w11I explore whether the grants 
program also could be enlarged (raising the present $50,000 grant limit) to target issues such as 
municlpal serwces It would be administered on a national basis, either within the GOB or the 
emerging intergovernmental association The program would keep its "seed money" character, 
however, encouraging testing out of new financial and management models for munic~pal~ties U S 
asslstance would explore establishing long term linkages wlth Amerlcan cities and publlc 
admlnistratlon centers of excellence Another possibility for LGI grant activity is in prlvat~zation of 
municlpal health facilities, under an HMO approach Key would be serious Bulgarian municlpal and 
U S HMO interest In sharing the costs of such an experiment 

University of Delaware, our main ln-country training modality, wlll be extended until the end of CY 
98 to ensure institutionalization of publ~c admin~stration/management training capacity at the New 
Bulgarian University 

ICMA activities in municipal finance and administration under the Housing Sector program is due for 
phase down after FY 98, with replicable models in place We will continue to revlew the potential 
for housing guarantee infrastructure assistance in FYs 98 and 99, either under SEED Act or HIG 
accounts, depending upon GOB tnterest in housing sector reforms, the Bulgarian inflation rate (which 
now prohibits long term lending), and, of course, trends in U S Interest rates (see budget for 
s 0 #3) 

The Country Team will explore the potential for revisiting Bulgarian local government structures, 
such as possible c ~ t y  manager style of government and full-time municlpal councils, as part of an 
ongoing dialogue wlth all Bulgarian government levels Again, the LGI would be the modality for 
any new initiattves in thls area 

Stratem Obiective #2 - Civic Part~ci~ation/NGO's 

The political orgamzatlon programs can be gradually focused in the outyears toward outstanding 
national issues For example we plan to explore the potential for asslstmg Parliamentary management 
after FY 98, probably under a new mechanism 

AUBG will recelve a second tranche of $10 mill~on in FY 96 for 1ts endowment Addltlonal amounts 
(hopeiully declining) of dlrect operat~onal support will be provided in outyears 

Democracy Network techn~cal assistance to NGO's will crest In the next two years and culminate in 



FY 98 Resources permitting, we propose that some sort of endowment be established for pubhc 
Interest NGO's wh~ch would gtve them core funding to carry out thetr activities after the end of 
formal U S assistance One model that might be cons~dered is the Luso-Amertcan Foundatton of the 
1980's 

Acceptmg that ctvil society begins w ~ t h  youth, we will undertake a needs assessment in the education 
sector, to determine whether U S asslstance can play a modest role In lnstlll~ng democratic values 
and developtng "mquiring mtnds" This assessment would look at whether modest U S interventtons 
could and should be made at any levels of the education pyramtd in Bulgaria Modalities might 
Include exchange programs, stster universltles, modular teacher training, and curr~culum modification 

Strategic Obiective #3 - Private Sector Growth Enabling 

The HIID program would conttnue, but focus In budget outyears more on alleviattng direct 
environmental pollcy and regulatory impacts on business growth Thts might include modal~ties for 
alternatives to pollution "fines" or on developtng secondary markets for "pollution permits" 

A provision for targeted assrstance In prlvatlzatton conttnues in the budget For the perlod after FY 
97, there IS the possibility of continuing U S asslstance In strengthening and regulat~ng the Bulgarian 
securities market, wh~ch should be under considerable pressure after thousands of large and small 
state enterprises are prlvatued 

The ABA wlll contmue ~ t s  assistance in commerctal law development after the IIUS and Deloitte 
Touche efforts tn bankruptcylcollateraI law is completed 

The U S wlll cons~der a new "competition actlv~ty" to be launched tn FY 97 or 98 that would 
conslder asslstance In developtng Bulgartan capabil~ty to ensure an open, transparent, and competitive 
environment for bustness growth Modalities m~ght  involve government institutions and tndustry self- 
regulation 

Energy assistance would be reduced atter FY 97, as demand s ~ d e  management and efficiency actlvlties 
develop replicable results Outyear actlvlties could be focussed on the transfer of successful energy 
models to the prlvate sector for wider replicatton 

Strategic Obrective #4 - Small/medmm Entemrtse Development 

Completion of BAEF financing m FY 97 (assuming avatlablltty of supplemental reglonal funds In 
FY95 to make that possible) wlll prov~de constderable budgetary flex~bdity in the outyears The 
Country Team belleves that budding up Bulgarian managementhusiness consulting capacity will be 
important In consol~dat~ng the U S 's technical assistance gains In SME development over the course 
of the program We will explore the poss~b~lity of such a program over the next year 

We are proposing to cut resources In two volunteer programs under thls strategic objective as a way 
to better consohdate limited funding for the remaining programs, that appear best su~ted for the SME 
and agricultural support consistent with the strategy Thus we have el~mlnated funding for IESC and 
MBA Enterprise Corps and consohdated funds around CDC and VOCA/ACDI 

With the expected rapid growth of the pr~vate sector, from green field tnvestment, rest~tution, jotnt 
ventures and licensmg, and as a result of privatlzatlon, the need for transfer of approaches to 



management will increase a great deal, in an area where the U S has a w~dely-acknowledged Iead 
We are accordingly considermg a new marketing support actlvlty for the outyears 

Global Issues 

Labor market transltlon, espec~ally In dealing w~th  the aftereffects of pnvatuatlon, downsung, and 
restructuring, likely will be an important social safety net issue for the balance of the nineties We 
wdl, however, look to facllltate closer llnkages to the large programs planned by other donors An 
earlier USG exit from thts sector should be possible d the IBRD develops a major program here 
Activ~tles In t h ~ s  area wlll be 11nke.d back closely to work under Strategic Objective #3 

GEF/blodlversity (national parks) activities w ~ l l  wmd down in two years, having successfully provlded 
two models for national parks, as will nuclear safety amstance under DOE and NRC PASA's 


