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scheme and m.wzz._ma schemes in other East European countries. Then we provide
some nm.S sw:_nw. characterizes the enterprises which will be part of the first round of
mass privatization. The fifth section concludes the paper.

Public and political attitude

At the present moment, the necessity for privatization of a considerable part of the
mc_mwama economy is not being questioned in public debate. On the political level,
Em_.n._m 4 consensus among the main political powers regarding the necessity for
carrying out a large-scale and consistent privatization policy. In practice, however.
_m:u_n:.._n:ﬁmc.o: of appropriate measures for carrying out the process has its &ES_“
ties. vq_awnﬁmo: has been delayed and in the past several years groups have formed
who are interested in halting or at least slowing down the process. These groups
rmﬁ gradually grown stronger and can currently control levers for exercising their
influence.

Em:mmnnﬂ teams in state-owned enterprises represent one such group. Most of
them see privatization as a threat since the new owners will probably assign new
managers. mo.a many managers this means more than just losing their positions and
salaries. By directing the purchases and sales of the state enterprise to specific firms
E..n_.o they have close connections, some managers have been able to obtain addi-
tional income,

Many executives possess high professional skills and loyalty to state-owned prop-
erty. At the same time, however, a number of cases have become public in which
managers of state-owned enterprises have put their own interest before that of the
ammn n_.znﬁnmn. d.n State is unable to exercise much control over state enterprises.
,—.ﬁ_m BIVes executives in state-owned enterprises relatively wide autonomy. In addi-
tion, more recently it has become common to appoint executives of state-owned
n.:.o_._u:mnm for political reasons rather than their professional skills and qualifica-
tions. It has become the practice for each newly elected government to change hun-
dreds of state-owned enterprise executives. In this situation, executives can expect
that their appointment will last until the election of a new government. Appoint-
ment depends on whether or not they supported the ruling party. For the executives
themselyes the objective becomes maximization of their personal gain during the
short period of the current administration. In such an environment, the silent objec-
tion of managers to privatization in which they take no part is only natural,

>.E=_n.. group whose interests clash with the process of E?n:uw:.oz are middle-
and _.,_m_.”a:_ﬁzm government officials who currently supervise the state-owned en-
_aazr_um in the relevant ministries. When large-scale privatization eventually comes,
they will lose their direct power over the decision-making process in the enterprises
and over the election, appointment and evaluation of managers, Many of these goy-
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ernment officials have been appointed to governing bodies of the enterprises (i.e.,
Boards of Directors or Supervisory Boards), giving them considerable income and
prestige but in practice no real influence on the economic results of the enterprise,
Some of them are included in the governing bodies of not just one, but several enter-
prises. With privatization such officials will suffer considerable losses and this mo-
tivates them to give their unvoiced opposition to the process.

These government officials can also influence the privatization process in other
ways. They can influence the speed of privatization through specific practical proce-
dures that are undertaken in the administration. Second, as members of the govern-
ing bodies of the enterprises, they can have negative influence on prospective
privatization initiatives. This influence can be exerted both when the privatization
initiative is internal to the enterprise (i.e., by the employees) or when local or foreign
strategic investors express interest in the enterprise.

Resistance or opposition to privatization may also arise from large economic orga-
nizations which have already developed. They are trying to control particular sectors
of the economy. They do not presently have the resources to buy enough enterprises
in a sector to control it, but given sufficient time they may be able to obtain enough
capital. They are attempting to block the privatization of specific enterprises when
they believe that prospective privatization may be detrimental to their interests. Tour-
ism is an example.

Slowing down the privatization process can also be caused by the government,
even when it makes frank declarations of its intentions for carrying out the process.
Up to the present moment, Bulgarian governments in their realization of the neces-
sity for privatization, remain ideologically associated with particular forms of
privatization, The UDF (Union of Democratic Forces) government, driven by purely
market-oriented principles, supported only cash privatization and explicitly rejected
mass privatization. In their view mass privatization is associated with socialist prin-
ciples. On the contrary, the current BSP (Bulgarian Socialist Party) government,
again driven by ideological principles, already made public announcements that it

would primarily support mass privatization. In the present situation, these alterna-
tive approaches have different advantages and disadvantages. From the position of
economic rationality, the combination and equal treatment of the different approaches
is required. The ideological preferences of each successive government 1o one par-
ticular form of privatization inevitably leads to delaying the other forms.

Cash privatization

Privatization in Bulgaria started after a delay of two or three years, when compared
with other Central European countries. There are a number of underlying reasons
for this delay, but it is also means that the beginning of the process has been carefully
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u_.nvm:ﬁ. .;m .nn_ma_mum legislation has been passed and the regulations bearing on
cash anéhﬁm:o: have now been written.? The responsible institutions have been
created and a considerable number of state and municipal firms are organizati

prepared for privatization, 3 i

Legal and institutional framework

G:E the n.:a of 1995 cash privatization was the basic form of privatization in Bul-
garia. .:E.. differs from other Central and East European countries where mass
privatization has been the principle mechanism for privatization. Underlying this
decision has been the conviction that Bulgarian enterprises should be owned by
persons potentially capable of ensuring their prosperity through investments and
modern management. This objective has taken precedence over speed of privatization
alone. .ﬁ.ma_ this objective in mind legislation was passed which provided equal op-
wmancﬁma Mw_. Eﬁm_ﬂoa. be they Bulgarian or foreign. This was combined with op-
es for e ees to acqui i iti
© iy mploy Cquire shares under preferential conditions (50 per

..H._um. m__._mmnmn Privatization Law envisages a many faceted approach to cash
u_.._ﬁnwum_.ss whereby different government entities control different aspects of
privatization. The law and the extensive complementary regulations issued by the
government a.amun the prerogatives of ministries and state and local governments
Small n.uﬁanmom are privatized under the authority of the relevant ministries, Eﬁm
enterprises are privatized under the authority of the Agency for Privatization, Very
large nuﬁ_ﬂn.mnm need the approval of the Council of Ministers as well. Municipal
property is privatized under the authority of local governments. The law also takes
into account specific forms of public property in Bulgaria and differentiates across
economic sectors supervised by different branch ministries. The institutional scheme
for privatization in Bulgaria was intended to be flexible, provide an opportunity to
apply Emum..gp techniques, and restrict bureaucratization of the process.

In mamcnn.. many different institutions have been actively involved in the process
of privatization. This was suppose to motivate these institutions to assist and en-
hance the process, as well as improve their expertise. Later it proved that this cre-
ated tension between institutions and more barriers to the process.

Role of | government The main government institution in charge of cash privatization
in Bulgaria is the Agency for Privatization. It is a state institution under the direction
of the Council of Ministers. Six members of the Supervisory Board are elected by the
Parliament and five are appointed by the Council of Ministers for a term of four
years. The executive director is appointed by the board. The main functions defined
within :z..“ law render the Agency virtually independent. It is responsible for general
organization and control of privatization of all state enterprises. The Agency is
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responsible for promulgation of an annual privatization program which includes:
the minimal number of state-owned enterprises to be privatized during the respective
year, the expected amount of revenue, privatization expenses, a list of industries
and/or enterprises which should not be privatized, general lines of privatization of
municipal-owned enterprises. It is responsible also for decision-making for state-
owned enterprises, provided their fixed assets exceed 70 million levs book value, for
licensing of appraisers and for collecting information on the entire process of
privatization in the country.

The sector ministries are in charge of privatization of state-owned enterprises
whose fixed assets do not exceed 70 million levs book value. In their structure they
have departments specialized in organizing and implementing privatization trans-
actions.

In January 1995 a new Ministry of Economy and Development was established.
One of its main functions is the general coordination of cash and mass privatization.
The Ministry of Finance also assists the process of working out the financial part of
the annual privatization program and exercising specific financial operations. The
municipal councils are in charge of privatizing enterprises owned by municipalities.
All common procedures envisaged by the privatization law for the state-owned en-
terprises are applied in the privatization of municipal enterprises, as well.

Role of parliament Parliament has a special commission for privatization and property
issues. Its role is to assess the annual privatization program elaborated by the Agency
for Privatization and submitted by the Council of Ministers. The Parliament debates
and approves the program. The commission regularly controls the Agency through
hearings on its activities. In addition each member of Parliament can request
information from the Agency in accordance with common rules for parliamentary
control.

Role of enterprises The law provides for the possibility that the management of
enterprises and/or the employees can put forward privatization proposals for their
enterprise. Since 1993 most of enterprise privatization programs have been initiated
by their managers and employees. One of the principles underlying the Agency’s
decisions on privatization is to take into account the considerations of managers and
employees, although the law does not explicitly state this.

Role of the private sector The law does not envisage that the Agency should
necessarily respond to every motion for privatization made by private investors. They
could, therefore, initiate privatization indirectly through managers and/or employees
or the respective state or local institution in charge of privatization by convincing
them of the necessity of privatizing the respective enterprise. For the time being
Bulgarian investors are mainly interested in small and medium-sized enterprises.
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Large enterprises are expected to attract principally big foreign investors,

The law furnishes certain possibilities for *privatizing privatization®. The institu-
tions in charge of making privatization decisions may authorize other persons to
carry out privatization transactions, but this opportunity has not been used actively
so far. The evaluation of enterprises to be sold is almost entirely ‘privatized’ owing
to the special requirement that it should be performed by independent appraisers,
most of whom are individuals and private consulting firms. The appraisers for each
privatization project are chosen on a competitive basis.

The law envisages that privatization should be carried out on the basis of
privatization programs which are approved annually, but so far such programs were
either not created or approved relatively late. For example the 1995 program was not
accepted by the Parliament until May 1995 ¢

The first steps towards privatization in Bulgaria were marked by an opportunistic
approach, i.e., privatization started wherever immediate material interest existed.
This was also observed in other Central European countries. This approach can be
Justified because it encourages the process to develop quickly, and privatization cri-
teria and schemes thus crystallize. Nevertheless, the government is trying to focus
on a systematic approach based on sector projects. The sector approach allows state
organs and potential investors to form a clearer picture of the respective market: its
size, level of competition, prospects, substitutes, suppliers, etc. These are factors
which are relevant for the organization of privatization and estimation of the pros-
pects for investment,

Debt for equity

The lack of effective demand has always been a serious obstacle for rapid large-scale
privatization in Bulgaria, The country is heavily indebted, bearing a burden of do-
mestic and foreign debts that handicap its long-term development prospects. Cogni-
zant of this, authorities looked for a way to reduce debt and help privatization. Debt-
equity swaps were introduced as an additional means of payment in privatization,
"Two main groups of financial instruments were created and allowed to be used in
privatization deals:

Domestic debt bonds In 1994 a law was adopted whereby banks were permitted to
exchange state-cnterprise debt totaling 32 billion levs and $1.8 billion for government
securities,® The debts in Bulgarian levs were exchanged for low interest bonds with
20-year maturitics denominated in levs. The dollar debts were exchanged for bonds
with 20-year maturities and denominated in U.S. dollars. Both instruments are tradable
and have market prices. The bonds can be used as payment for state property. In
order 1o increase the attractiveness of these instruments a premium of 40 per cent
above the face amount is offered when used in privatization. At present the premium
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is close to that figure as the market price of lev denominated bonds is close to their
face value.

Foreign debt bonds In June 1994 Bulgaria reached an agreement with the London
Club for restructuring of roughly $9.3 billion in foreign debt. Following the agreement
two types of bonds, DISC and FLIRB, covering the debt were accepted as means of
payment in privatization under different options.* DISCs are accepted at 100 per
cent of their face amount. Since the market price is approximately 51 per cent of
their face amount, they have a value in the privatization program at almost double
their market price. FLIRBs can be used for payment in the privatization process at
50 per cent of their face amount. Since they are trading at approximately 30 per cent
of their face value, there is close to a 66 per cent premium if used in the privatization
program.

Government has three levers for controlling this program. The premium on do-
mestic bonds will be reduced to 30 per cent afier June 1996. Second, bonds can only
be used to make part of the total payment; cash must be used to pay the remainder.
Initially domestic bonds could be used to make 90 per cent of the payment. This
share was reduced to 70 per cent and the use of foreign debt bonds are now limited to
50 per cent of the payment. Third, the market price of domestic bonds has increased
reducing the premium they received in the privatization program. Thus the advan-
tage of using bonds in privatization is gradually decreasing as a result of both ad-
ministrative and market factors.

Economic nationalists oppose the use of debt-equity swaps because they claim that
it represents a ‘loss of national sovereignty’ and ‘country’s giveaway’. The introduc-
tion of these instruments has helped privatization by motivating more investors to
look for placement of these new instruments, The structure of payments in privatization
in 1995 was 41 per cent cash, 35.8 per cent domestic bonds and 23.2 per cent foreign
bonds. This confirms the importance of these instruments in the privatization pro-
cess.

But there is a serious problem arising from the substitution of debt for cash pay-
ment. Bulgarian privatization legislation channels the proceeds of privatization to
specific funds. The reduced cash proceeds has decapitalized these funds and reduced
their role in restructuring,.

Progress of the process

Following the adoption of the Law on Privatization in April 1992 and the creation of
the Agency for Privatization in September 1992, several months were needed to
prepare for the first privatization transactions. The first, the sale of a servicing shop,
was completed by the Ministry of Trade in February 1993. The first big transfer of
$20 million was contracted between the Agency for Privatization and the Belgium
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‘Amillum’ company for a modern maize-processing enterprise in north-eastern Bul-
garia. In the following months of 1993 and 1994, the number of both enterprises
being prepared for privatization and completed privatization transactions increased.
This changed when the Bulgarian Socialist Party came to power in February 1995.
The new government completed a larger number of privatization transactions, but
these were primarily small shops and or small-scale equipment. Often these were
separate parts of larger producing units. The total value of privatization transactions
decreased in 1995 when the value is calculated in convertible currency (so that it can
be adjusted for inflation). The main results of the privatization process in terms of
the number and value of transactions are presented in Tables 10.1 and 10.2.

The introduction of new payment instruments, the gradual clarifying of the ad-
ministrative schemes, and the accumulated experience by the administration were
among the conditions which contributed to speeding up the process in 1994, The
political environment was definitely unfavorable for privatization in 1993 and 1994,
Although the Berov government defined itself as a government of privatization,
Parliament failed to pass the 1993 and 1994 privatization programs. Towards the
end of 1993 and in the first half of 1994, these contradictions became very clear with
regard to both the privatization of tourism and mass privatization. This created an
unfavorable environment for the operation of the Agency for Privatization.

The interests of concerned managers of state-owned enterprises and potential in-
vestors were promoted through the parliamentary commissions. This provoked de-
bate and eventually increased the pressure on privatization officials. In this period,
some of the bigger privatization transactions were subject to severe attacks regard-
ing their economic purpose and legality. As a result, the public began to view
privatization as a process for the enrichment of a few who were now acquiring prop-
erty rights to all the wealth accumulated by society throughout the decades. These
feelings intensified during the pre-election campaign in the fall of 1994, and this
became a psychological obstacle to the privatization process in the first half of 1995.

Another problem was that important positions in the privatization bodies were
occupied by people who lacked experience with the privatization process. They had
great expectations regarding the price and other terms of the privatization transac-
tions. As a result, some large transactions were revised on the eve of their conclusion
and were not successfully finalized.

On the other hand, a number of favorable conditions for privatization existed in
1995, For the first time, Parliament adopted an annual privatization program, thus
legitimizing the ambitious goals set by the government in the field of cash
privatization. In addition, a relatively well-functioning scheme was created for the
use of debt bonds in privatization as well as opportunities for high discounts. This
stimulated the participation of potential investors.
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Table 10.1
Number of privatization transactions

1,993 1,994 1,995
State property 63 162 309
Agency for privatization 6 33 69
Other state bodies 57 129 240
Municipal property 53 384 1,213
Total 116 546 1,522
Source: Agency for Privatization.
Table 10.2

Financial results of state property privatization** (in millions)

1,993.00 1,994.00 1,995.00
BGL USD* BGL USD* BGL USD*
Revenue 38480 13.90 10,820.0 199.50 7,464.40 111.10
Liabilities 81890 2960 2,161.80 39.90 4,937.10 73.50

undertaken**

Future investments 1,464.50 53.00 9,762.20 180.00 10,282.0 153.10
contracted

Source: Agency for Privatization.

*  Calculated by converting the value in lev into US dollars on the basis of the
official exchange rate of the Bulgarian National Bank.

** Liabilities undertaken are mostly bad debts of enterprises that are taken on by
the new owners. These include liabilities to banks, the state budget, and employees.

The number of privatization transactions concluded in 1995 considerably sur-
passed the results from previous years. To a large extent, however, this was due to a
large number of small projects where preferential participation was given to employ-
ces or renters. The increased privatization activity also reflected the greater partici-
pation of municipalities in the privatization process. A more adequate picture of the
situation is given by a comparison of the financial results achieved. These show a
considerable decrease in 1995. The same applies to the volume of investments car-
ried out by buyers in the years following the transaction.
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The role of foreign investors in the process of privatization has always been con-
sidered particularly important, notwithstanding the ever present support for the view
that Bulgarian enterprises should remain for Bulgarian investors. Data on foreign
investments in privatization are presented in Table 10.3,

Table 10.3
Foreign investments contracted by agency for privatization

1993 1994 1995
Number of transactions 2 6 4
Revenue (millions USD) 22 123.1 7.8
Liabilities undertaken - 6.3 13.6
(millions USD)
Future investments contracted 30 108.1 49
(millions USD)

Source: Agency for Privatization.

According to Foreign Investment Agency data, direct foreign investments in Bul-
garia during the period 1991-95 was $530 million. The volume of investments made
through the process of privatization was $220 million or about 40 per cent of the
total. Both in absolute and in relative terms foreign investments in privatization is
low compared to other countries from Central and Eastern Europe or Latin America,

After four years, using primarily a revenue maximizi ng approach of cash
privatization, the amount of privatization is still very limited.” Both domestic au-
thorities and international financial institutions (not to mention investors) are dis-
satisfied. Privatization policy and practice in Bulgaria has been systematically criti-
cized as weak and limited. The failure to successfully carry out privatization pro-
grams has been a constant feature during the last four years. Even the 1995 program,
backed by an ambitious new government and supported by a majority in Parliament,
fulfilled less than 50 per cent its objectives with respect to the key parameter —
revenues.

Voucher (mass) privatization

After traveling along a long and winding road, in 1995 the Bulgarian government
offered and the Parliament passed a mass privatization program. Different concepts
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and schemes based on the experience of other Central and East European countries
were discussed.® Initially a Polish-type mass privatization program dominated by
the state was proposed. Then the ‘opposite’ Czech-type liberal model gained sup-
port. Finally, a Bulgarian model, deviating from the others, was adopted.

There are strong indications that no reversal will take place and mass privatization
will be implemented as planned. First, the political will of the majority in Parlia-
ment can be seen as a guarantee. The credibility of the governmental is higher.
Second, and may be more important, is the possible social dissatisfaction if things go
backwards. The lack of strong political opposition reduces significantly the prob-
ability of blocking mass privatization. Furthermore, 1995 was a relatively successful
year for the economy. Lower interest rates on deposits increased the atiractiveness of
alternative investment opportunities. This combined with positive public expecta-
tions makes this the most suitable time for starting a mass privatization program.

The initial time table for mass privatization corresponded with a temporary posi-
tive shift in macroeconomic policy. But delays in starting the program threaten a
loss of momentum generated by these macroeconomic improvements. At the end of
1995 some negative tendencies are in evidence, challenging the confidence of the
public and the attractiveness of privatization. The most important is the growing
crisis in the banking system. During 1995 the cumulated loss of Bulgarian banks
reached 35 billion levs and the total decapitalization of the banking system was 103
billion levs. A few banks are threatened with bankruptcy. The problem is spreading
among both state-owned and private banks, raising doubts about the crucial antici-
pated role of financial intermediaries in the mass privatization process and their role
in corporate governance. The popular dissatisfaction with the destabilization of the
financial system can easily be channeled to the privatization funds and the mass
privatization program itself.

Legal and institutional framework

Recognition that the existing privatization approach faces severe limitations both on
the demand and supply side motivated the acceleration of implementation of a mass
privatization scheme. Ideologically it was introduced as a mean of ‘restitution of
labor’, as a counterpoint of the earlier governments’ policy of ‘restitution of prop-
erty’. Economically it was introduced to compensate for the chronic lack of effective
demand for privatized enterprises.

From the middle of 1991 to the middle of 1993, mass privatization in Bulgaria
was a purely academic endeavor, although this was the time when other countries in
the region did their most serious preparation work. Mass privatization in other coun-
tries under real conditions can now be analyzed, and Bulgaria should benefit from
the lessons learned.

The second period of interest in mass privatization began in May 1993, when
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simultaneously but independently of one another, the Prime Minister and the Deputy
Prime Minister put forward alternative proposals for mass privatization. The Prime
Minister’s proposal was quite different from any proposals implemented elsewhere,
but the Deputy Prime Minister’s clearly resembled the Polish program, although
there were also some elements of the Czech program. After heated debated in the
Trilateral Commission and the government, it was decided that, for the sake of unity
and uniformity, a synthesized version should be created and brought to Parliament,
Once the idea of adopting a separate law for mass privatization was rejected, it
became necessary to pass amendments to the already existing Law of Privatization
and Reorganization of State-Owned and Municipal Enterprises. This tied mass
privatization to all other elements of the law concerning cash privatization and fur-
ther impeded and slowed the process. Designing the legal framework for mass
privatization took more than a year. Over this period there was considerable change
in the political sphere, leading to changes in the prevailing ideas of the privatization
model. Slowly, the model of mass privatization was altered so that it depended less
on the numerous regulations and state control factors which characterize the Polish
version. Initially the law regulating mass privatization was very general, consisting
of only ten paragraphs. As a result, many important decisions were lefi to the discre-
tion of the government which was able to influence the process substantially,

In comparative perspective, the Bulgarian model, at least in its present form, is
relatively liberal. Tt restricts the role of the state and the bureaucracy and allows
reasonably easy entry of privatization investment funds. It depends to a certain ex-
tent on market mechanisms and does not exclude participation of foreign financial
institutions,

Mass privatization will be carried out in separate waves (rounds). For each wave
the government has to design specific program to be discussed and approved in
Parliament. So far, the program for the first wave has been approved. The govern-
ment declared that it is trying to achieve three main goals:®

1. Abruptly accelerate the privatization process The achievement of this goal
would overcome the difficulties associated with cash privatization: low demand,
slow administrative and legal procedures, and conflicts of inferest. Achievement
of this goal is expected to reduce the alienation towards privatization felt by a
considerable part of the population — a problem that is already creating particular
public attitudes. At the same time, the government is attempting to create a mod-
ern capital market which it views as a basic element in the infrastructure of a
market economy.

2. Involve the peaple of Bulgaria in the process of property transformation and
open up possibilities for participation in the control and management of trans-
Jormed property This goal is unlikely to be achieved. What can be expected is an
educational process. In the beginning people have a choice whether to participate
or not. Over time they will begin to understand that making investments means
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taking risks, and incomes are uncertain. It is unrealistic, however, to expect that
the program for mass privatization would provide significant possibilities for in-
fluencing the management of enterprises, especially given the low concentration
of ownership shares and the lack of experience in a corporate environment.

3. Adjust the specific objectives of the short-run policy measures to the long-run
structural policy: recovery of the state budget; improve the management of the
state-owned sector; create clear-cut priorities regarding state investments With
successful implementation of the program, the state would rid itself of its present
obligations regarding management of and investment in a number of enterprises.
This would enable the state to concentrate on a limited number of enterprises.
This may lead to improvement in the management investment policies of the re-
maining state enterprises, At the same time, mass privatization alone is not enough
for achieving the desired improvements. The quality of management in state en-
terprises depends not so much on the number of state-owned enterprises, but rather
on the motivation of these managers and the environment in which they operate.
Furthermore, the problem of investments in state-owned enterprises may remain,
even with fewer enterprises under state control.

The state budget cannot be expected to benefit greatly in the short-run. The pro-
gram itself does not generate considerable revenues nor does it impose great expen-
diture obligations. Possible improvements in the state budget will come only after
privatization process creates enterprise restructuring leading to improved efficiency
and growth.

The program as planned includes the following stages:

a. Proclamation of the program and popular persuasion campaign.

b. Opening of registration bureaus, registration of the population for participa-
tion in the process, transformation of limited liability companies on the list for
mass privatization into joint-stock companies. This stage will continue for three
months.

c. Transfer of investment vouchers of individuals into privatization investment
funds,'” announcement of minimum prices for the shares of the enterprises in the
first bidding session. This stage will take at least one month.

d. Centralized bidding for the exchange of investment vouchers with shares from
the enterprises on the list. This will be carried out in three bidding session. Each
session will take three months,

e. Post-privatization period of six months after the end of the last bidding session.

Under the scheme all adult Bulgarian citizens above 18 years old have the right to
participate on an equal basis if they register at local post offices. After registration, a
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certificate (voucher book) is given to the participant for 25,000 ‘investment bonds’.
The scheme uses the denomination ‘investment bonds’ instead of levs. The registra-
tion certificate and the bonds themselves are not tradable, and their transfer is lim-
ited to close relatives. It is expected that it will be difficult to overcome the official
restrictions on transferability of the investment bonds. This puts the emphasis on
establishing a secondary market in shares of enterprises distributed under the scheme
rather than a market for voucher books and investment bonds. The investment bonds
can be used only as a means of payment for shares of the enterprises included in the
program. The bonds are divisible. Thus an individual investment portfolio can be
created by any participant. There is a small registration fee of about $8 with a $1.50
discount for pensioners, soldiers and students. The registration process began on the
8 January 1996 and was scheduled to end on the 8 April 1996. (The deadline was
later extended for one month.) :

The Law of Privatization and Restructuring of State-Owned and Municipal Enter-
prise created a Center for Mass Privatization to govern the process of mass
privatization. The law guarantees some independence for the center. It is managed
as a legal entity and financed from non-budgeted funds. The center oversees the
entire set of activities concerned with the development and implementation of the
program. This includes the development of proposals for regulation of the program,
printing and distribution of vouchers, and the development of a computer network
system for the registration of participants and bidding. The scale, complexity, and
innovative character of its tasks would present a serious challenge for even the most
experienced institution. By contrast, the center was created ad hoc., operates on short
deadlines in an atmosphere with vaguely defined regulations. It has suffered from
serious personnel turnover. The first director was replaced only a few months afier
his appointment.

There are similar concerns about another key institution, the Securities and Stock
Exchanges Commission. This Commission was created to license the activities of
the privatization investment funds. According to the law, the government was sup-
posed to establish this Commission by the end of August 1995. Instead, the chairper-
son and several members of the Commission were appointed in January 1996, Only
a couple of weeks before the end of the campaign for the registration of the voucher
books, the Commission was organizing itself and secking the right personnel and
premises for its operations. As a result, not a single privatization fund was registered
in March 1996, and the promulgation of regulations pertaining to privatization funds
were seriously delayed. This has had a negative impact on the advertising cam-
paigns of the privatization funds and lowered the participation rate of the population
in the mass privatization program.

Holders of a certificate (voucher book) have two basic options. They can take part
directly in the centralized bidding and acquire shares in one or more enterprises."
Alternatively they can invest some or all their vouchers in privatization funds. When
they invest in a privatization fund they become shareholders in the fund. One invest-
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ment voucher equals one lev of capital in a privatization fund. With these invest-
ment vouchers the privatization funds bid for shares in the newly privatized enter-
prises.

The activities of the funds are regulated by a specially designed Privatization Funds
Law. The main goal of this law is to avoid weaknesses that have arisen in the regu-
lation of other financial institutions.'? The law puts a number of restrictions on the
activities of the funds. These can be grouped under three main concerns:

1. Securing maximum transparency and availability of information regarding the
Junds aimed at protecting small investors. There are specific requirements that
funds must observe regarding publicizing information in the form of fliers. These
fliers must provide information about the larger shareholders, the professional
qualification and experience of executives and the investment and dividend poli-
cies of the fund.

2. Reducing the risk for small investors and stimulating competition among funds.
In order to minimize the risk a number of restrictions have been placed on funds.
They are not allowed to invest more than 10 per cent of their capital in shares
issued by one company, nor are they permitted to extend credits or to take loans,
issue bonds or guarantees, or invest in companies related to members of the fund’s
governing bodies.'? Privatization funds are not allowed to invest in other
privatization funds without the Commission’s approval. There is a limitation on
the stake in one company that a privatization fund is allowed to buy. To avoid
monopoly control, the law restricts this stake to 34 per cent, which compared to
restrictions elsewhere is a relatively large stake and should allow a high degree of
corporate control. '

3. Establishing a mechanism for exercising supervisory control over the
privatization funds. The funds are obliged to present annual and semi-annual re-
ports of their activities to the Securities and Stock Exchanges Commission. These
reports are required to provide details about securities transactions including buy-
ing and selling prices, clients and dates of transactions. The funds are also obliged
to present to the Commission quarterly reports for the investment vouchers, Be-
sides the supervision provided by the Commission, many funds are controlled by
depositories,

A comparison with the supervision presently in place to oversee other financial
institutions is enlightening. Control over the entire banking system is exercised by a
department in the central bank that has between 30-40 employees. Due to the lack of
a legal regulation, insurance companies have no special regulations and operate
within the framework of the commercial code as common joint-stock companies, By
contrast, the Sccurities and Stock Exchanges Commission intends to operate with a
staff of about 300 employees.
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Some comparisons

Most Central and East European countries have already carried out or are in the
process of preparing mass privatization programs as a radical means for the fast
ﬂmq:nalbm of their economies, These programs differ because of specific economic
circumstances and differing public attitudes towards privatization.

Russia has already carried out such a program. The Russian model has ended up
favoring the large financial institutions and state-enterprise managers. The program
started quickly in December 1992, but people did not receive an explanation of how
to use the vouchers, and they willingly sold them for a small price. Many vouchers
were sold on the secondary market instead of used to invest in privatization transac-
tions. By the end of January 1993, 98 per cent of the total of 150 million vouchers
were distributed among the population. This suggested a high level of readiness for
_u.m:._.nﬁmc.oz. The participation itself, however, was much more complicated and
limited in scope. For example, sales were often segmented through the application
of different payment instruments for one and the same transaction.

Presently there is a strong mass privatization campaign taking place in Slovenia.
Each citizen of Slovenia, regardless of age, is eligible to open a ‘privatization ac-
count” with the national statistics office. The value of the account varies between
$800 and $3200 depending on individual’s age. The total amount of the operation
exceeds nine billion German Marks or 40 per cent of the capital of state-owned
enterprises. Participation is fee-free and the expenses are minimal due to the cash-
less character of the operation. No special papers or documents are issued for either
the mnn.:._nmsm or the shares in the enterprises. Private investment funds applying to
participate in the scheme are licensed on the basis of high capitalization require-
ments. In addition, the funds must demonstrate that they will be managed by a man-
agement company of proven skills and professionalism.

The basic principles of the mass privatization program in Poland are entirely dif-
ferent.”® By administrative decision, 15 National Investment Funds have been cre-
ated, each of them governed by a consortium composed of an international invest-
E.Q: bank, a consulting company, and a Polish commercial bank. Polish citizens
will acquire shares from these funds. The ownership structure of every state-owned
enterprise listed in the program is fixed initially with a distribution whereby: one
fund gets a 33 per cent stake, all remaining funds receive equal stakes of 1.9 per
cent, the employees of the enterprise receive 15 per cent, and the state preserves a
block of 25 per cent. The majority stakes of 33 per cent are distributed among the
funds on the basis of a specially designed bidding process.'® The total number of
enterprises to be privatized in this way is relatively small, and they account for about
5.4 per cent of Poland’s GDP.

From the beginning, the Bulgarian mass privatization was strongly influenced by
the Czech scheme and in some aspects it is similar. Based on parallel implementa-
tion of two basic streams of participation, direct and indirect, the scheme assumes
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two basic types of participants. In the transition economy there is a lack of a system-
atic investment culture and a great number of people will probably be unprepared or
unwilling to make strategic investment decisions. For them the scheme offers the
indirect participation option, institutionalized through the privatization funds. Oth-
ers who are willing and ready to risk making an investment themselves can do so by
directly buying shares. In this sense the scheme is adaptive.

Political support for mass privatization in Czechoslovakia and later in the Czech
Republic is paradoxical. Mass privatization was imposed with strong pressure from
the right-oriented political forces of the Prime Minister Vaclav Klaus, not from the
left and populist forces. The populist effect of mass privatization was used to balance
other unpopular right-wing measures. In Bulgaria, the process is ideologically more
straight forward since it is carried out by a new socialist-oriented government,

Mass privatization in Czechoslovakia occurred in two waves, The first, in 1992-
93, covered Czechoslovakia as a whole. The second was carried out only in the
present Czech Republic.'” Territorial differences make a comparative analysis of the
two waves more difficult, but it is meaningful that the more developed Czech Repub-
lic demonstrated greater consistency of action and was quick to start another
privatization wave while Slovakia gave up the plan. Nevertheless, experts in both
countries share the unanimous opinion that mass privatization is best carried out in
one wave, with the maximum volume of enterprise assets involved. The Czech ex-
perts admit that they would never have initiated a second wave were it not for the
necessity to ‘soften’ some of the inequities that have emerged from the division of
the country. Contrary to this recommendation, the Bulgarian model is designed around
several successive waves.

In Czechoslovakia, nearly 80 per cent of the eligible population over 18 years took
part in the first wave, although no more than 30 per cent was initially expected. It is
generally agreed that the investment privatization funds played a crucial role in
encouraging participation through their advertising campaigns at the beginning of
privatization. Preliminary estimates on the readiness of population to participate in
mass privatization proved unreliable since they had not anticipated the impact on
the demand for the privatization funds.

To register, participants in the Czech plan had to pay to $30. In return they re-
ceived a voucher book of 1,000 points. Unlike Bulgaria, where a voucher book will
be equal to 25,000 levs, the Czech scheme is based on points, the price of which is

not bound directly to the national currency. For most people in Bulgaria, the price of
the voucher book is psychologically connected to the 25,000 levs valuation announced
by the government and not with the 500 levs paid for the book. In Czechoslovakia,
the advertising was based on a promised return relative to the participation fee of
$30, not on the value of the shares acquired against points. Some privatization funds,
for example, advertised an amazing tenfold guaranteed increase in the fee invested,
from $30 to $300, for instance. In Bulgaria, the market value of shares of privatized
enterprises is expected to fall below their nominal value, This makes advertising
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more difficult and lays the ground work for possible wide-spread discontent due to
unsatisfied expectations.'®

The first wave of mass privatization in Czechoslovakia took 21 months, including
one month for promotion, four months for registration of participants, three months
for citizens to invest their vouchers in privatization funds, eight months for the five
successive rounds of bidding, and four months for summarizing the results. It was
only after this technical period that the enterprise shares were actually transferred to
their new owners.

The establishment and registration of privatization funds in Czechoslovakia fol-
lowed a relatively easy procedure. The funds had to meet two conditions: 1) be a
Joint-stock company and 2) meet a minimum capital of one million Kcs (about
$30,000). Their capitalization increased as they acquired additional privatization
voucher books from citizens.' The funds were obliged to issue shares and thus turn
their clients into shareholders of the fund. The registration was assigned to the Min-
istry of Privatization. No restrictions were imposed on the number of funds that
could be registered by one person, legal or physical, nor on the persons who could
register a fund. There were 264 investment funds registered by 186 sponsors, includ-
ing one company which registered 11 funds.

By comparison the Bulgarian legal framework pertaining to investment funds is
much more restrictive. The law creates a more complicated procedure of registration
with a large number of requirements. It is likely that those who drafted the Bulgar-
ian Law on Privatization Funds paid attention to the Czech experience and are try-
ing to avoid a situation where funds become powerful economic agents which the

state might have difficulty controlling. The Bulgarian regulations make a clear al-
tempt to avoid such a phenomenon.

Supply side

A specific feature of the Bulgarian privatization scheme is the bidding procedure, It
is regulated in a way which combines acceptable prices, competition on the demand
side and perfect price discrimination. Individuals and privatization funds will bid
for shares of companies. The process will begin when they bid by announcing a price
denominated in investment bonds and the number of shares they are willing to buy
of each company. The offers will be ranked and fulfilled according to the bid prices,
There will be minimal prices per share for each company announced before the start
of each session, If the number of shares demanded is smaller than the number of
shares supplied, the differential will be offered at the next session and the minimal
price will be lowered. If, after the third session, there are still unsold shares, the
remaining shares will be distributed proportionally among those who have already

bought shares in the company. Trading in the new shares will be permitted six months
after the end of the last session.
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While there was no price bidding for the shares in the Czech scheme, Bulgarians
must bid by offering a price per share in investment bonds. dﬁa 1;: be no cancel-
ing of bids if an oversubscription takes place, rather low bids simply will not be
fulfilled, Such a scheme is more complicated to execute and difficult for the m.w:m_‘m_
public to understand. Analysis is needed not only of the viability of companies but
also of the expected effective prices of the targeted shares. These complications should
lead to greater participation in the investment funds since they should have ﬁnmq
knowledge of the market situation. But common sense is not always present in a
society in transition. P .
The total number of shares to be distributed among the population is 80.461 ::.T
lion with book value of 80.461 billion levs. The number of enterprises En_sn_ﬂ._ in
the scheme is 1,063 state-owned companies out of 3,701 state-owned enterprises
from all branches of the economy.”® In its final version, the Bulgarian mn_,.na.a dem-
onstrates a desire to broaden the number and volume of shares En__a&.._uﬁmam:
companies are offered for privatization with different stakes of their capital. Basi-
eally, the companies can be classified in three groups:

Group 1: These are companies where only 25 per cent of E.n nmuw.,m_ is mm,oan for
mass privatization.”! Typically, these are large-scale enterprises with an important
place in the national economy. Having the majority stake of ﬁ per nﬁ.ﬁ the state
clearly wants to dominate the governance of such companies. In this way, the
government will have the discretion to look for strategic investors or to keep con-
{rol over the enterprises.

Giroup 2: These are companies where 65 per cent of the capital is on.na.& m.“_n E.m
very few cases where stakes of 50 per cent are offered. The an..ﬁﬁzmn.m in this
group are primarily medium-sized, although some large nzﬁezmﬁ are included
18 well. The state will continue to be a very important shareholder in these compa-
nies given the fact that privatization funds are allowed to hold no more than 34
per cent of the shares, while the state will hold 35 per cent. Clearly, E.o... state will
exercise control over the strategy of such enterprises even s&ﬂ._ the private own-
o8 have a well-synchronized policy.” It is likely that the state E_.h try to gain m_.oE
the eventual improvement of such enterprises after Eﬁ. are privatized and will
probably attempt to sell its stake at a relatively high price later.

i i ital is
Ciroup 3: In this group are companies where 70 to 90 per cent &. the capi
ollered, These are medium and small enterprises. They will be entirely transferred
10 private ownership. The remaining stake is being reserved to compensate former
pwners of buildings or land in these enterprises.

‘The distribution of the state-owned companies with respect to the relative share of
it capital offered for mass privatization is presented in Table 10.4.
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Table 10.4
Distribution of state-owned companies included in the list for mass

privatization

Companies offered Number Book value of Relative share of
with capital offered capital offered

(mil. Lv.) (book value, %)
<25% stake 199 32,563 40.5
26-65% stake 347 30,218 376
>66% stake 517 17,680 21.9
Total 1,063 80,461 100.0

The program includes enterprises from all branches of the economy and in this
sense it is well-diversified. Only companies from branches with exclusive legal re-
strictions on privatization like the extraction industry, ports, and telecommunica-
tions are entirely excluded. Probably, a weak point of the selection process was ils
great centralization and the fact that enterprises were not given a choice. Unlike
Czechoslovakia, managers and employees were not asked for their privatization plans,
thus losing their cooperation. At the same time, however, this centralization gave
the government the opportunity to speed up the process and to follow a more consis-
tent structural and regional privatization policy. In Tables 10.5 and 10.6, the distri-
bution of the enterprises offered for mass privatization with respect to the branches
of the economy and to the regions in the country are presented.

Table 10.5
State-owned companies by branches

Branches Total no. of state-owned  No. of companies offered

companies Jor mass privatization
Industry 1,930 760
Construction 320 79
Agriculture 280 40
Transportation & 266 73
communications
Trade & others 692 27
Services 213 84
Total 3,701 1,063
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Table 10.6
Regional structure of state-owned companies offered for mass privatization

Total no. of  Total equity No.of  Equity offered Potential no.

state-owned  (millions companies Jor of inv. bonds*
companies Levs) offered for  privatization  (millions)
mass (millions
privatization Levs)

Sofia-city 628 40,134 129 13,333 24,014
Bourgas 316 26,263 104 9,455 16,635
Vama 402 25,800 107 8,911 17,629
Lovech 459 21,605 162 10,746 20,031
Montana 292 12,922 90 5,667 12,427
Plovdiv 468 19,901 138 8,852 23,654
Rousse 351 15,244 107 7,092 14,843
Sofia-region 464 23,131 127 9,880 18,987
Haskovo 321 16,245 99 6,525 16,991
Total 3,701 201,245 1,063 80,461 165,211

*Calculated by multiplying the total number of eligible individual-residents of the
region, by 25,000.

Source: Mass Privatization—-Where to Invest?, Club ‘Economics 2000°, authors’ cal-
culations.

The financial position of the companies in the list for mass privatization is close to
the average for the economy. The ‘deadbeats’ are deliberately excluded, thus reduc-
ing the probability of quick loss of confidence or immediate failure. Still a portfolio
weighted by the share of the companies capital, included in the list, is loss-making
according to the 1994 data. The distribution of the profitability of companies is
presented in Table 10.7.

One of the most important characteristics of mass privatization is connected with
the supply of information. Since many individuals are hesitant, good information
with respect to enterprises provided in a timely fashion might increase the credibil-
ity of the process. Moreover, better information will contribute to better investment
decisions and better allocation of investment bonds,
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Table 10.7
Number of profitable state-owned companies

Total no. of  No. of profitable No. of companies No. of profitable

state-owned state-owned  offered for mass companies
companies companies* privatization  offered for mass
privatization*
Sofia-city 628 346 129 77
::, Bourgas 316 131 104 52
,, Varna 402 166 107 47
, Lovech 459 182 162 69
Montana 292 92 90 25
Plovdiv 468 210 138 72
Rousse 351 137 107 56
Sofia-region 464 152 127 55
Haskovo 321 113 99 46
Total 3,701 1,529 1,063 499

*According to the official financial statements of enterprises in 1994,
Source: authors” calculations,

There are at least three ways in which better information could contribute posi-
tively to the process. In each case the situation is far from being satisfactory. First
citizens need to understand the importance of the process itself. Why is the mass
privatization crucially needed for the country? What are the potential benefits of
participation in the program for the common citizen? Do these benefits exceed the
registration fee? Why should people pay money for participation? What could people
who have never seen corporate shares do with the shares of the privatized compa-
nies? These and many other questions have not been explained in the government’s
campaign. The campaign has dealt only with basic information about who iseligible
and where to register.

Secondly, the public is not well informed about the privatization funds. Since
funds were not licensed until the very end of the registration period, official advertis-
ing was illegal during the period when people were making decisions whether to
participate or not. Some funds did a kind of ‘semi-official’ campaign, but the danger
always existed that they could be subject to legal prosecution. Although many finan-
cial groups have announced their plans to establish privatization funds, no intensive
private advertising campaign took place, This might help explain why participation
in the program has been so low. The invasion of funds, if allowed, and official adver-
f tising campaigns would increase the number of participants, as it did in Czechoslo-
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vakia during the first wave.

Thirdly, more information related to enterprises on the list for mass privatization
should have been made available. At the end of the registration period a large num-
ber of enterprises had not prepared the information required. The requirement in-
cludes information on the economic prospects of the firm, financial indicators, legal
analysis on ownership rights, and some additional documents. Table 10.8 presents
the state-of-affairs only a month and a half before the registration period. Nearly half
the enterprises are still lacking regular documentation, the problems being connected
most often with legal analyses. Only three companies have not presented informa-
tion prospects, while 52 have not presented either information prospects or legal
analyses. Many enterprises have the legal status of limited liability companies, and
before being offered for mass privatization they must be transformed into joint-stock
companies. Additional time will be needed for these administrative procedures. Under
the present circumstances people were making decisions for participation without
reliable information about the financial and legal situation of many companies,

Table 10.8
Readiness of the mass privatization process in terms of information

No. of No. of No. of enterprises which have not presented

GEares mimwﬂ M.nn.w Information Legal Both cases No. of Iid.
wi

- 1 prospects anal. liability

M“Mﬂ @M“w companies
Ministry of 659 363 1 315 42 455
industry
Ministry of 68 27 1 6 0 51
regional
development
Ministry of 176 50 0 34 6 175
agriculture
Ministry of 73 7 0 1 El 18
transport
Ministry of 27 17 0 10 0 6
trade
Ministry of 1 0 0 0 0 0
culture
Committee for 54 8 1 7 0 5
tourism
Committee for 5 4 0 4 0 4
energy
Total 1,063 476 3 377 52 714
Source: Bulgarian Business, 1996-97.
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? the end of the period for registration about 20-25 per cent of the eligible popu-
lation is expected to buy their voucher books,® Judged against the government’s
expectations, this number is low, but still high if compared to the first month of the
O.Noor mass privatization when privatization funds were not advertising. It is even
higher .Emn in Romania where only seven per cent of the eligible population decided
:.v owmmnnﬁas in the mass privatization program at the end of the registration pe-
riod.

Conclusions

Four years of privatization experience after the privatization law was adopted in

.—oou the scale of cash privatization is disappointing. Both domestic authorities and
international institutions supporting the market-oriented reforms in Bulgaria were
dissatisfied. The privatization policy and practice in Bulgaria have been systemati-
cally criticized as weak and limited. Annual privatization programs, which by law
the government must announce each year, are either not created at all or not ful-
filled. The last program, for 1995, backed by an ambitious new government and
supported by a majority in the Parliament fulfilled less than 50 per cent of its rev-
enue objective — a key parameter,

. Hrn slow pace of cash privatization can be attributed to the time-consuming po-
::nm_ debates about what and how to privatize, whether there should be domestic or
foreign investors, and whether maximum revenue must be obtained. These delays
finally led to the creation of groups in society whose interests opposed the process.

At the same time foreign investors often confronted misunderstanding, slow pro-
cedures and political uncertainty. As a result, in 1995 direct foreign investments
were small but, more important, even less than 1994.

Recognition that the existing approach to privatization faced systematic failures
and severe limitations both on the demand and the supply side created a motivation
to accelerate implementation of a mass privatization scheme. The program started
cﬁ. already shows many administrative weaknesses. The program has experienced
serious delays and the government still has not prepared some important proce-
dures. This might postpone the program further and conceivably erode the credibil-
ity of the program.

Notes

1 See for example Schmitz, A., ef al.
2 The _..we.q for Transformation and Privatization of State and Municipal-Owned
Enterprises was adopted by the Parliament in April 1992. Amendments mak-
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10

11

12

13

14

ing possible application of a mass privatization scheme passed in June 1994
and December 1995. A bundle of regulation acts was passed by the Council of
Ministers, more important ordinances of which are on: auctions, tenders, ap-
praisals, preferential acquisitions of state and municipal-owned shares, infor-
mation provided to potential investors.

Up to 20 per cent of the property rights in the respective enterprise may be
bought in this way. As a limitation exists on the maximum value of the dis-
count, which should not exceed a two-year salary, the average value of the
preference shares should amount to less than 20 per cent generally, and even
less than ten per cent for bigger and technically well-equipped enterprises.
The 1995 priority privatization sectors were: tourism, food, agriculture, me-
chanical engineering, transport, etc. Among the enterprises excluded from
the privatization list draft for 1996 were enterprises in the defense industry,
mining, power plants and energy transmission facilities, water supply, rail-
way transport and some other with specific functions.

The Law on Settlement of Non-performing Credits permitted banks to ex-
change debt of state-owned enterprises negotiated before 31 December 1990,
DISC bonds are discount bonds. These are bonds issued to creditors who have
agreed to reduce their claims on the principle. The reduced principle has to be
paid in the year 2024 in one payment. The interest is LIBOR +13/16 annu-
ally. FLIRBs are Front Loaded Interest Reduction Bonds. These bonds have
been issued to creditors who would not agree to reduce the principle obliga-
tion but agreed to reduce the interest payments for a certain period. The inter-
est starts at two per cent annually in 1994 and increases gradually until 2002
when it becomes LIBOR +13/16. The bonds must be repaid by July 2012.
See Pamouktchiev and Parvulov (1994).

See Pamoukichiev and Parvulov (1994).

Privatization program through investment vouchers, adopted on 19 Decem-
ber 1995 in Parliament.

Investment vouchers, although there are restrictions, can be transferred to
close relatives as well as to attorneys.

They can also participate through an attorney if they observe specific restric-
tions.

In 1995 many people lost their savings in pyramid schemes, At the end of
1995 and in the beginning of 1996 the first manifestations of a banking crisis
began to take shape. The causes were weaknesses in licensing procedures,
poor bank supervision, and credit policies.

Actually funds can obtain short-term loans with a maturity up to three months
afier a special approval of the Commission. These loans have to be earmarked
for fixed assets related directly to fund’s activity.

In France, Germany, and Russia this share is ten per cent. In the Czech Re-
public, Slovakia, and Lithuania it is 20 per cent. In the United States it is
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significantly lower, five per cent,

15 A similar approach is being used in Romania.

16  The process is similar to the NBA draft system in United States where each
fund draws straws to determine the order of first round choices. The order is
reversed for the second round, and so on.

17 Slovakia abandoned the idea of carrying out a second wave.

18  Itis hard to explain in an advertising campaign that holding shares of 25,000
levs nominal value and selling them for 15,000 levs actually means a profit
and not a loss. Since these shares have been acquired for a participation fee of
300 levs, there is a clear profit,

19 This differs from the Bulgarian case. In Bulgaria the privatization funds an-
nounce a preliminary capitalization target and a stated number of shares that
can be sold in the fund. Once these shares have been sold for vouchers, the
fund cannot acquire more vouchers. .

20 This is compared to 299.4 million shares from 1,491 companies in the first
wave of mass privatization in the former Czechoslovakia.

21  Some cigarette companies are being offered with a 20 per cent stake due to the
fact that small stakes in them have already been privatized.

22 According to the commercial code, the most important decisions in joint-
stock companies are made by qualified two-thirds majority. In many by-laws
of state-owned companies the qualified majority is even higher, i.e., three-
fourths. ;

23 The paper was completed a week before the end of the registration period.

24 wym a :.um:_r the government prolonged the registration period and started an
Intensive propaganda campaign including school teachers and church priests,
At the end, 30 per cent of the eligible population registered for participation.
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firms in Bulgaria
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Introduction

Throughout the post-war period communist planners in Bulgaria pursued a strategy
of rapid industrialization of an agrarian economy based on state ownership of indus-
trial enterprises and a system of central planning. With the exception of some pri-
vate activities in agriculture and widespread private-owner occupation in the hous-
ing sector, there was virtually no private economic activity in the economy. Industri-
alization was assisted by substantial financial and technological transfers from the
former USSR, high domestic investment rates, and growing specialization in ma-
chinery exports into the protected market of the CMEA countries. However, the
negative side of this progress became more and more evident in the 1980s: environ-
mental degradation, difficulties in maintaining high economic growth, a rapid in-
crease of the external debt in convertible currencies. According to one estimate
(Minassian, 1992), industrial output based on a pattern of extensive development
eventually stopped growing and began to fall from 1983 onwards.

A key feature of the industrial structure which was developed in Bulgaria under
the previous regime was an extreme over-concentration of the economic activities in
very large scale enterprises. In the early 1980s the size of enterprises in Bulgaria in
comparison with enterprises in other Eastern European countries ranked immedi-
ately behind that of the former USSR. This aspect of economic development was
reinforced by the complete lack of experience with markets as a basis for trade. In
contrast some other countries in the region such as Hungary and the former Yugosla-
via, while being heavily dependent on large scale state enterprises had nevertheless
begun to introduce some limited experiments in decentralized market mechanisms
and therefore had a more favorable set of initial conditions from which to launch the
transition process (Bartlett and Hoggett, 1995). The negative consequences from
this over-concentration and absence of market incentives to improve the efficiency
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