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. . BUIDELINES
of the preparation of country papers on the problems of
strategic msnagement of lndustrlgl restructuring in East

European countries




GENERAL INFORMATION

These guldel;nes are intended for support of - the
participants in the high level expert group meeting in the
. preparation of their country papers on the problems of industry
'rcltructuring and - privatizafion. Country paper; uoqld- be
presentgd in Sofgc at the meeting entitled "High Level . Expert
Group Meeting to Access the Applicability of Strategic
Management Methodologies to Industrial Restructuring in
Bulgarias and East European Countries” held within the framgs of
UNIDO.

The main objective of the meeting i{s to discuss the
possibilities for applicability of methodology for strategic
aanageu?nt in the conditions of industrial restructurina in
Bulgarip and East European countries. In view of the above the
experts would be invited to share and discuss their knowl edge
and ;pegific Practical experience in the conditions of East and
Western European countries.

Contributions are expected froﬁ the participants of the
following countriest Bulgaria, Belgium, CSFR, Germany, Greece,
Hungary, Poland, Turkey, UK and USSR.

MAIN TOPICS FOR DISCUSBION

The organizer of the meeting - Industry Development
Institute, Sofia along with UNIDO determined the following main
topics for discussion at the meating in Bofiat

1. Transition and restructuring in Bulgaria which will be

a subject of the paper presented by the Bulgarian
counterpart - IDI, Sofia, '

2. Main princip)les of strategic management -~ experience,

examples and results which will be a basic paper




delivered by Mr. De Bandt, UNIDO consultant.
3. Privatization and strategic management approach.
4. Role of the state in the strategic management of
{ndustrial restructuring.

S. Institutional organiz‘tlon for strategic management

approach (public and ;rivate institutions).

6. iechnical suppbrt for strategic management.

7. Approval of the final repor:t and recommendations.

It 1is recommended East European partners to share their
experienge and the experience of their countries in the
transition to ’market economy and in the process of
privatization concencrating . their presentations on the process
of 1ndu§try restructuring. Participants of West Eufopean
countrieq'are expected to offer their views of the essence and
pecqliarities of markt economy as well as to recommend some
measures for the processes taking place in East Eufopeén
countries.

RECOMMENDED STRUCTURE AND CONTENT OF THE COUNTRY PAPERS

In view of the attainment of maximum efficiency and 1in
order tq give chance of comparison of approaches, methods and
means used in separate countries for the implementation of
restructuyring and privatization as a guarantee of the
transition to market economy the Qrganizers of the méeting

offer the following recommended principle structure and content

of the country papers: !




1. Introduction

This part :onfains & short description o+ the selected
problens, its egsence and practical ° meaning for the
implemantation of restructuring process and transition to
market econony.,The prablems éould be selected from the offered
main topics for discussion or they may refer directly or
indirectly to thé topic of the meeting.

2. Approach in Bolution of the Problem

This section treats the practical approach in solution of
the salected by tﬁe participant problém for the respective
country. The phases of solution are described, then the
institutional and legal support, the obstacles and the ways of
their overcoming. Experts may share their modern views
concerning the Qolution of the specific problem despite its
coincidence with the officially adopted approac; for splqtion.
The relations bétueen the specific problem and other problems
related to the implementation of the successful transitidn to
market economy and industry restructuring are recommended .to be
described. The participants in the meeting are advised to offer
their views for the development of the respective problem 1in
the near future, .

3. Nacessity of and Possibilities for Stratégic Management

of Restructuring and Privatization Processes

On the basis of the analysis of the chosen problem done in
the previous section participants may offer soma general views
and opinfons concerning the management possibilities of the
processes: of resti-ucturing and privétization in the countries

of East Europe and Bulgaria. This part of the pPaper may include

some methodologies, approaches and other means




management tools of. the processes of transition to parket
economy in the ‘respective country as well as the forms and
methods for state impact, institutional and 1legal support,
technical support of the process, et‘c.

4. Racommendations

It (s recommended that experts would formulate their
suggestiqns and recommendations for management of the processas
of restructuring and privatization in view of speeding'up the
transitionp to market economy in the countries of East Europe.

Additional Inforasation

High level expert group meet{ng will take place in' the
period Janpary 29-February 1, 1991 in Sofia in Moskva Hotel.
The arrival and registration of participants in the meeting
will be on January 28 and the departure - on February 2, 1991.

Industry Development Institute, Sofia (12A Ho 8hi Min
Bivd, Director General - phone!t 79-00~0§, Dr. V. Parvanov,
responsible organizer - phonet 79-01-26) is organizer of the
meeting. The organizers of the meeting provide meetiné of
participants, 1local transport to the place of inhabitance - and
their seeing off during their departure. '

The meeting is mutually organized with- UNIDO within Athe
frames of Project UC/UD/RER/90. Backstopping sections

Industrial Planning Branch, backstopping officer: Mr. Yu.
Akhvlediani.

UNIDQ Consultantt Mr. J. de Bandt

r
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FROBLEMS OF INDUSTRY PRIVATIZATIpH IN RULGARIA
-Mr. Al. Alexandrov,Ph.D., Mr. D. Constantinav. D.5c.
Industry Development Institute. “nfia

Privatization is. one :of the éssential activities
constituting the whole process of tranzition of Bulgarian
economv 'toward mar ket mecha;isms. In view of the precent
specific conditipns in our countrv it has to be }ooled upon in
close relation with the deepening econom. c cricsis. Thereforsz
the three concept:z - market economy, privatization and econcmic
crisis have to he éxaminéd in our case in their interrelation.

Frivatizaticn is an entirely new ohenomenon for our
countrv and our advance te it is void of experienc=. The
situation is almost the same in the rest of theiEast European
countries thouch =ome of them launched thisz orocesz a counle of

. . .
vears earlier. The fact that they have not attajned much high
results confirms the idea that privatizatizn iz & cemclicated
process which requires a5 longer period of time.

In the develcoed countries as USA, Geraan., Groat EBEritain
end France there 313 azonsiderable accumulates €xperiente in
privatization processsc, Here are some zgcecific copc!unions
conzerning their euperience:

- Privatization has to be looked upon a= €-onamic,

political and social Dhenomendn and neither ogf these

asgects has 4o be minimized.

S0 as %o guarantase perscnal interest anmc cositi-
attitude of all participants to the process of
privatization - the state, manacgerial staff arnd wWworl seg

of the enterprises and private personz - ownersz nf the




. property.

= Privatization has to be implemented after the acdootion
of a clear and flexible proagramme intended to formul ste
the aiés and means for its attainment.

- Privatization has to beain from enterorises and
activities which are closer in their Qoérational
features to the market mechanisms.

Following aims could be attained throuah'privatication:

~ creation gf direct private interest in the widest
possible circles of population concerning economic
state of the country.

- giving poguiation the chance of investing its excoasz:
money which will ease the market tension.

- recruitinq financial means from the state in 712w of

pay of{ debts.
- rai=ing enteroricses eccnomic =fficienc..

What is the situation with our industrv at the threshold

of privatization?

It was built vo with s high deqgree ef corcentratic:. and
spefialization of production activities az a nutrritional
sup2rconcern. In zome branches as machinzry and electroni-= 2z
* result of the specialization large production wnitz were
formed - azsemnlv alants, plants for jointz and plantzs ¢-or

pertz. In thisz wav an interrelated svstem of clentz 2nd  fi1r-ms

was formed ‘in such way that the indenendent hehaviour -f

n

zingle plant may distress operation of a number =7 glantc. In
itz essencz the above svztam containzs a numter o g~ d o BN

elemerts which are the aim of manv countries bue 1 A

conditions it has manmv defects in itzelf,




Which are the Problems related to industey crivstization?

1. Indusirial Svstem is built u con the Principises éf
centrally planngd management. After the 1liguidation of the
central management most of the 1links between enterprices were
destroyed and the system came to deadlock. @ period of
readjustment of work in the new conditions :e necessary in
which al} elements of the market system have tgo be built up as
well as  the soecific links for this mechanizm of werk., Capital
market and raw material market are. the essentiaz] elementz of
the market gvstem which have tgo be built uo..és in Fulgariza the
large part of the raw materials necessarg for  induste. are
scarc2 =uch & market could .be created as 3 gars
mar-ket of raw materials, At the #isting now Currency =jituatjion
in Bulgaria and in the rect of the East Eurtcoean countrisc the
sbove aim could be attained onlv on cond: tyan Eulgariasr Lev
become convertible, Therefore inductr. could funct i,
successfully under the conditions of market fcoromy onlv at the
existence gf raw materialsg market for which tha convertinilit.y,
of Bulgarian Lev is absolutely necessary conditjion.

2. Most of the large Producticn facilities Jack 15 the
necéssary backaraound of various small érodu:ers' who could
release them from tho numercus small Broduction cctivitiaz, In
this relation a Privatization could be don= for eramcle of
supplieg oS¢ =ome joints angd parts, some ceriphers) activitiasg,
trenzport etc. Large ctate and Joint propert . enterorism: could
becaome centar Cennected to 5 numbar  nf gmal: ST mRdi e ey
pPrivate enterprigses, Rfter the creat:o~ ¢ tha Fvse=cary

legislation the zhoue broce=s could b ELAarten uy ey SEAD NP

.




Z. Cencentration and specializstion 1n a zmz'1 countr-- as
Bulgsri; led us toc the =zituation in which most of coroduction
activities are implemented bv monocpolistic producers.,
Demonopolization of our industry is a kev problem relat=gd to
the creation of mafket economy. In case the probtlem with the
moncbolistic oproducers is not =olved competition which ie the

main enaine of marizet economv could not exist. The sttempts for

introduction the mechaniem of mariet ecaonomv 1n *h2  ropditicon
crested bv monopolistic producers. nc matter whether the-r are

private or st

U

te irevitanlv lead to uncontroiled rzizing o4

or:ces and to the appearance of blach mar-ket. This

]
-

= evidently

the orecent situation in our countrwv.
In this respect orivatization could rlz 2 1mportant

part. On the one hand parallel orivate proguction cowid
created in competition with the state production. and on  the
other hand =om2 of large oroducerz couwid ke fragmentad +o
sm2ller ones talen by the private owners. Fraamentztion of zcome
Bulgarian large firmz iz neceszarv. For example in italy. the
werld®s largest producer o+ shees, thie production 3z

by the operation of thousand of small and mediumn-zize firms. In

n
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our countrv it is cencentrated in a few large state firms.

4. Due to the lack of interest at all level ; of management
znd  because of a number of other reasons the efficiency of
managcement of state enterorisealmarked a continucus slow down
and a2t present it 1= very low. Frivatization pre-e=ec have to
lezd +o 1improvemant 1in  business Activity rzriagemmnt el
2coomic results due to the direct 1nterect «of the ocwrers.,

J. In =zoite of our estimation of the enterporiza= avir g ng

the preoc

n
n

5 of privatization we have to achnowledgs that we (o
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noct  have and we could not have clear concest for their real

economic efficiencv. The acting oriczz at pra

2Nt of the

capital formation’ and that of the production differ
considerably from the international r~nes. _The picture of
economic etficiency of a ‘specifaic ent;rsr15§ changes
considerabi-, if the latter is exoreszag in 1nt9rnaticﬁai

zlear informzticn concerning economic e-<:cisncy  oF crterpr:cas
xoressad  in Intsrnational oricss Dr=s=atTs 2 ==r:ors

tc the 1molementation of induste priv=tiszstyen i T

Ak - : Posris 2nd
could l=ad t5 3 casital mistsbes.

&. @ccording tc the orezent esfin=t;on = romhss oS Itste
enterprises ars failina down. Frsoz-i-  Fes zzhimztiaon b
international oricez would 2lzc lJead +- The corstoaziea of  tRe
exizte=rnce of & numbzr of fziling srezrzi-izss, T=2e-z 1z treg

fcllowing alternative for them - eithzoe YT o=fnrt s mesoe s smg
whick will imprave their efficiency nef rz orivatizasinn m- - F-
bs =0ld at verv iocw prices. Rooording S cmr o pems s mn mee
the publicationz advise to accept  a crogramme for -sizing tha

economic efficiency.

The transitisn from ztate to privats or 10int nrogcerty,

PN
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cbviously & process different in its char=cter for the zpecifie
branches and subbranches. Ther= are no cintvesrzal proecriogt) ones

for this Vtind of activit.. So for = ampls for sriimerce,

services, light industry and similar  c-mhabla Loa branazitiagn
from state property to private propert. Sy zale vl b L ery

characteristic. For other branches character: b for  our

induztry  as  machinery, electronicn. Thamiatr ., Tetallurgy,




eneray and transport there isg no auestion abcut sellinq out
énternrises because it is Practically impossibla. Here éhe
problem is how and to what extent to attract foreian capital.
The crucial problem is which private capitals would be
directed to industry. It must be Y6rn in mind that the total
velue of financial means in population at the end of aApril 12%0
is 21.% billion Leva while in indﬁ;trv only  the vaiue cf. the
basic and circulation capital at the end of {229 iz 9.7
billion Le?a. In addition persons who own capitszl at prresent
prefer to invest it in smaller - and quick profit entercrizsz -
transport services, cafeterias, hotels. shop=. resztaur-ants,
etc. Practically in Bulgaria there ara NG people cwing capitals

and willing to invest them 1in manufacture and ezpeciclly in

n

large manufacturing units. In addition a numzer of T e
1ndustrial enterprises are losing and evern i< thers were
Persons owing cap:ital they would hardly decide +te invaest  in
them.

The question of whether foreign capital owners wsoig
invest in our industry remains open. It 135 necezsar. to R EACT T
the gquestion what would attract tham in Eulgar;a. We have fo ne
fully aware that our country does nst have clear pxlitical

system and a firm, clear and favourable economic legiszlaticn

We are not abie to offer EBulgarian raw MELtErials cuitable fop
processing. Our territory is burdened with a number =f
ecological problems. The infrestructure - rcanes, trarmzgart,
communications, etc. is not at a ver, high levsis Tha  ord.

thing we rould offer is a cheap labour force comparz2tive  well

trained. However in this respect we could haral, stand  tha

competition of the third worlg countries. residen. recenliy  our
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labour force turned out to. be an unstablie factor and the above
is evident for the foreiagn inveséors, tén. 5o with the
xception of some specific cases-ay present it would be very
naive’ té rely on broad vforeign investmentz for jindustry
privatization. This could be seen irom a number of publications
in the foreign press. '
How we could privatize industry under these conditions?
Serious potenti al owners oi the large iﬁdué;rial
enterprizses are the persons working in them, %those who hkave
already connected their future with these enterpr:ses..Tha only
way for the implementation of real industry privatization iz to

give worlkers the right *to buy =hkares undsr favourable
conditions or to give them free acccrdiﬁg to the methbd cof
privatizat;on by free distribution. That is the only way of
creating interest in a wide circle of perscons. Thiz is not an
utopia but the only poszible wav out. ECimilzr =teps sre
discuszed in Czechoslecvakia and Hungarwv.

The main problem of industr. privatizeticn is how to

create an efvrective mechanizs=m Gf eCoNOmMic manageEment CfF

firme
and the interrelations between them in the conditicns of
simul tanecus 2uistence of all forms of property after ike

svstem of centrrally, planned manacsement i3 eliminzted. The
system of eccnomic management has to0 guarantee maximum groaf:it
of all investors on the one hand, =nd on the othker hand it nss

to regulate the way of state particigation irn %he fcrms o+

Joint preopert,. Only & svztem which cuzrartee

(U]
i

LI & mechant sm

of action could be a successful step toward thz implementat:cn

.

of markat economy.
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A number of countries with developad marlet economv Save a
positive experience in that direction. The idea is about .the
creation of sectorial holdings a5 a corporezion of <chare
holding firms with the respective share of state partiéipation.
A continuous and lopg standing experience in that resnect was
acquired in Italy, Germany, Austria, Sweden, Finland, etc.. No
matter they are regqulated by a special law or the, cperate on
the basis of the laws concerning share holding comparies. thesse

holdings do not contradict to the principle of comp=atiticon and

=

2

they are well integrated in the economic structurz of a countr-

-+

with market economy. They combine in & cptimum wsy the interes
of the st;te with the interestz of the private s=ctor felleping
some main principles:
— capitals presented by the state toc the holding shara
companies become property of the latter

- capitals are managed only by the holdirng share

companies

1

- state does not have the right to interizre in +h
management of share hclding corpanies

- The managerial board of the share holding companie=z

m

responsiole for the economic results in frcnt of a
specialized body concerning =tatz participation in
industry.

Necessary technological relations among fFirms = arsz
implemented as the interested firmz bu-v eharps frown the
decendant fi;ms. A part of the share:z are sold to the citizens
or to the pgrsonnel employed sco as to auarantez their  personal

interests in the firm. In that case state is izalabtzid  from <hs
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direct economic management and it observez itz interests as an
investor. » )

The state sector'is presided by a state body as for

xample by a Ministry of stéte participation in industry which

supports the sectorial'sharé ﬁolding companies formed by it in
building up the necessary iafrastructure in the implementation
of large capital investments; in the regional develnpmepﬁ, etc.
By 1its participation in the larae i1ndustrial enterpriées' the
state may defend the interests of society az a whole and
implement, cuarantee and balance the relaticns within' the
sectcocre and among them by its share parti;ipaticn.

Industry privatizaticn could not be looked upon cnly as a
procéss of entire or partial transfer of state oroperty to
private personz. It could lead to a chance in the cenditions of
management and functioning of economic unite to minimizine and

liquidation of subsidies, profit and aguslity orientzation and to

the creation of a real.market medium. It has to raise =cohomic

i

efficiency by the abolishment of bureaucratic contrc! -4 the
-

operation of industrial enterpriszs with state narticization

giving them- independent management, finsnciai independence and

freedcm of operation.

It is obvious that industry privatizafion 15 a difsicuit
problem which could be solved in a larcer cericz of +time. The
problem is whether this will lead *tc a3 zlowd=wn cf markes
mechanism’ introduction. The reply 1€ n5 because the ferm of
property iz not decisive for the opzration of mar' ot rechainism,
Market relations could exist in tre conditicnsz ~f ctite or
mixed type of oroperty. It is not the form of croner+y that is

important but the rules of operatics o4 econtmy.
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The above xaminations could lesd to the follow:in
conclusions:

1. _Priyat@zation is a means of raising efficiency of ow
economy and it has to be impl emented af rates dictated by the

necessity bf economic cricis come out. It has to te imolementec

parallael to the building up of the whole svstem of marlet

economy,

2, Industry privatization has thrse components -~ craatior

of state and doint property <chare holding cﬁmﬁanies,
fraqmentation of some.larée firms. snc sold out of éome - les=zer
and peripherai activities of the large firm=. The main fqrm of
Property in industry will be Jjoint poroperty in some éectars
with prevailing state participation.

3. Industry privatization could be done after the crestion
of the respective legizlation and de-elopment of clear and
flexible programme.

4. The main private owner in industrv could Sa personnsi
engaged in it or the whole nation depending on the kLind ~of the

adopt*=d

vstem. The respective m=chan:zm ancd 1=3:=z!a%
ta be worked out for that purpose.
S. The 2uistence of raw matarizls martet is of crucis’
importance 4for the effective ocperation of industry  ir  t:e
'

conditions of market economvy and privaticetien for whizs

Purpose Bulgarian Lev has to be made convertible.




PRELIMINARY REBULTE OF A SURVEY OF THE CYCLEE AND
DEFINITJON .
OF PARAMETERS OF THE CRISIS IN BULGARIAN INDUSTRY

:Mr. Valentine Parvanov
Mr. Viadimir Yotov

Industry Developmsent Institute, Sofia

Bulqari:n econony develop-ent and particularly its leading
sector industry is objectively linked to the necessity of its
privatization and restructuring. At present these processes are
loogee upon as a. necessary cendltion for the suécessful
1mp1eﬁentation of the transition to market regulatien of

econony,

Cyclxcity of the development of our 1ndustry and its basic

'sectors were examined in vleu of the attainment of the above

aim. Special attention was paid to the indicators of the crisis
and to its parameters which are closely related to the factors
and cenditions of its deepening.

The problem of the cycles in economy development was up to
now arbitrary and until recently it was 1ooked upon entirely as
an attribufe of the capitalist society. It was in the last ten
years that a4 couple of articles appeared treating some
theoretical and methodological. aspects’ of the cycles,
determination of the indicators influencing the crisis.

Our examination 1is based on the understanding that
industrial development is of cyclic character and the separate
cycles differ in type, 1longevity and intensity and are
substantially {nfluenced by the operation of a complex of
exogenaous and endogeneous factors and some specific conditions

and peculiarities including higtorical, social and political

ones.




After some examination and analysis of the Cycles in the
development of the market economy Countries the following

®Conomic €ycles in the developaent of our econony,during the
period 194571999 were useds

- lonq cycle (long wave)

- lonq €ycle phagses: anination, rise, crisig and

d-nressinn

The type and longevity of the cycles were determined on

their characterizing and sizing. oyr survey Came tqo the
conclusion that the folloning'indlcators are widely useqd i

internationa) Practice when characterizing the crisig and
économlc'cycles in industry: ‘

- Bross National Product (BNP)

= National Income (Net Production)

= Total Industrial Production

=~ Investmentg

- Unemplpyment Rate

= Price Index

- Product!on Export

= Trade Ralance

Using tha above indicators we carried out & survey of the

Cycles ang determineg the rate of influence of the Separate

1ndtcators over the crisig {n some Countriegg with developed

market @conomy. The obtained resultsg were uged in the

Comparative énalygig of the development of Bulgarian economy,

(L,
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A 1arge part of th above growth indicators could not be
used due to the absence of necessary statistic information and
soae peculiarities 15 éhe sector development based on the so
far planned. economy and its bureaucratic management system. As
a resuit of the above reasons the following neglected so - far
indicators were not included in the survey: interest rate,
price index and unemployment rate. The absence of 1nform4£lon
impelled the usage of additional indicators facilitating . the
conditions of more precise definition af economic cycles,
crisis parameters and the tendencies in its devel opment .and
deepenings

= fund consumption

=~ average production per person

~ sqcial labour productivity

= nat production

~ material consumption

= labour consumptiocn

- energy consumption.

After the examination we came to the conclusion that the
cycles of development, character and intensity of the crisis in
Bulgaria ang in other East European countries differ from that
of the developed countries with market economy. On the first
place it is necessary to point out t?e lower growth rate during
the YRArs of greatest depression. Even {n these years
(excluding Poland and Yugoslavia) growth rate did not fall
under the level of the preceding year. In Bulgaria the case is
without precedence - the growth rate in 1989 vwas expected to be

lower than 1n 1990, Therefore, depression was not accepted

intentionally and some measures were taken frequently at a high




price 1in support of the accepted "rate Psychology” of growth.
On the second hand 1t must be noted that the influence of the
" world crisis Was considerably 1lower on our economy and
industrial development. Beside its 1ower strength and
sharpness, the world crisis appeared by rule with a certain
extent Qf dllay, i.e. one, two or three vyears after the
respective crisis. A good evidence for the above statement is
the fact that while in the recent years Eaét European countries
(USSR, Bulgaria, Rumania, Poland and Hungary) are in crisis and
the first three of them - in depression, the countries _wWith
mar;et @cepnomy and most of all the most developed of them are
in animation and rise. a1l fhis is a result of the great
differencqs {economic, historical, political and social)
character{stic of the developed countries and East European
countries,

Therq is a very essential difference between the character
of the crisis in Bulgaria and that in the countries with market
economy deserving to be pointed out. In market ecdnomy
countries crises took place in the conditions of
overprodugtion, destroyed proportions between supply and
demand, stock exchange fluctuations and enlarged unemployment,
while in Bulgaria they took place 1in the conditions of rising
doficiency, technological progress delay, rising raw materials
defic!ency and loss of some of the positions on the .world
markets. |

After the examination done by 1IDI using the explained
methodical tools 1t was come to the conclusion that during. the

whole perjod from 1945 onwards national economy including

+

industry Hhasg developed in CycCles, {.e. sSeparate repsatad _able




and flows with the respective declines and rises of economic
growth. Periodical cycles were discovered (long, medium—ierm
and short-term) a8 well as separate éycle phages corresponding
to the theories of "long waves®, Results show first the
existence of "long cycle* (long waves) in industry developpment
taking plaée as long ag 4% years starting in 1946. Itsg most
characteristic features are: first - 4 Clearly determined
"rising wave®”, {, o, a period of Speedy and steady growth rates
(12-19 per cent), and secénd - a follouing *downward wave®
(including the period of 1966-1947) characterized by a delay
and constant growth slow down (7.1 per cent). It must be added
that the downward wave in 1990 including the long €ycle are not
vet completed.

It ig interesting to be noted the four C.assical phases of
economic deQelopment: animatien, rise, crisis and depression
took place within the frames of the long cycle,

The first phase of the cycle within the rising waves -
animation took Place about i3 years starting in 1946~-1947 ang
ending in 1960-1951, During that phase the average annual
growth ratesg are between 14 angd 15 per cent which ig an
indicator for 4 speedy economic growth. The Positive results of
the main indicators of economic growth are Proof for that. The
average annual growth rate of net Production ig 8.75 %, that 6#
investmentyg -~ 13.7 % , of total profit - 9.2 %, of export - 17%
and of amployed persons - o9, 7 Yo Bes!des, the average
production during the Period 1948-1940 has grown 2.1% timeé.
Public 1abour Productivity - 2, 7= times, fund consumption based

on  total industrial Production and basic pProduction fundsg. -

1.37 and 1,77 times, while efficiency based on main production




funds has grown by 3 points. Despite that 1t must be noted that
the obtainped results were attained on a very high basis, .forced
with: a ';onslderablﬁ for the possibilities of the country
investments in the sector, mainly intended for machine-building

industry accounting for the enlarged employed personnel. - This

is a peripd of an .mphnl;zod axtensive growth of the sector.

The second phase - rise, start?d in 1961-1962 an+ endéd in
1970 and lasted about 14-15 years. The average annual growth
rate of the total industrial production 1s 10.6 % and for. the
rest of the growth indicators they are as follows — export
14.35 7, net production -9.45%, investments - 13.15%, total
profit - 10.55%, employed —asz and main production funds -
127.. During that phase.indusfry tock 1its leading place in the
sectorial structure with a constantly increasing share. The
above {s due to the priority sectors in heavy 1ndust}y -
nachine—building,. chemistry, electronics and energy. The
highest growth rates of the indicators were attained during the
four phases of the cycle: average rate of production -~ 6.8%,
public 1labour productivity - 5.8%, efficiency based on main
production funds and total industrial production - 1.62' and
3.0%, and especially -~ profit per person - 8.05%. The great
contribution of export with preceding growth rates and the rise
of export for steady currency has to be noted. It is only' the
large investments and the considerable 'increase of main
production funds that show that the rise during that period has
a considerably high cost and it was attained mainly at. the
expense of the increased consumption of public labour (12%).’

International comparisons show that during that period our

growth rate was lower only in comparison to Japan -~ 12.2% and
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Spain - 11,82 but it was higher than Athat of Holland, Italy,
Canada, Sweden and Australia. Despite the great growth ratés of
our industry. in international Comparison one must bear in_mind
first that they wore obtained on a lower base which g
charactaristic for the newly’ industrializing countries,. and
second that inp qQuality and technological aspect we were weaker
than the developed countries with market economy. |

The third Phase, the crisis, starte from 1976—1975 and
goes :on to 1984-19gs, It is characteristic by its sharp slow
down, stagnation of growth in relatiop to that attained dgring
the rise phase, The average annual growth rate is s.5 %y, i.e.
S.1 points lower than that of the Previous phase. During that
cycle many negative factors are accumul ated - destﬁoyed
Proportions ang conditions (build-in structures, accelerated
devel opmant of heavy industry sectors with larger consumption
of resources, energy and 1nvestments, retarded development of
innovation Processes, agriculture stagnation, etc.) leading to
a future deepening of the Crisis, '

That is why the growth of total industrial production and
the number of the engaged personneli lessened double, that of
1nvestments = 1.7 times, main funds and profit - 1.4 times, net
production - .3 times and export ~ 1.2 times. The destroyed
Proportion in the very high growth of main funds compared to
the manufactured total and net production and to the total
Profit are the first serious sign for destroyed internal
relations, worse economic condition and +for the transition of
the sectgr to the rising crisis. An evidence for that is the
lesser fynd consumption and that of other indicatore compared

to the phase cf rise. The growth of average production is two




times down, " that of public productivity of labour - 1.4 times,
profit per person employed - . 1.35 times. It is necessar& to
point oyt that pgrsonnal growth with 1.7 tnfluenced very . much
the attained total industrial production growth.

The phase of depression started in 1964-1985 and is. not
concludey yet. It is characterized by a perpetual stagnation,
i.e. slow down of rates. For the first time during the first
half of 1990 there is & great slow down compared to tha same
Period of 1989 while the volume of production lessened by 14%.
This tendency is expected to last in the next 2-3 years, too.

The rates of export lessened drastically by more than S.66
times while the investment rates lessen only by 14 %. This
shows that one unit of investments is attained by 2 times
smaller growth of total and net production and total profit.

Fund ' consumption decrease by 16—12 % are proof for the
worse economic situation. For five years only, from 1985 on,
the internal debt increased threateningly by S billion uUs s,
The influence of the total «crisis is unfavourable in ecohomy,
civil engineering, transport and in the sharpening of
financial, raw materials, energy, currency crisis and some
Political and international factors.

The examinations showed that the cycle phases, the
sharpness and character of the crisis and depression differ for
the main sectors of industry.

The rising wave in metallurgy is shorter while the phases
of animation, rise and crises end in 1962, 1972 and 1982. In
chemistry the rising wave {s longer, the rise ends in 1971, the

crisis - {n 1981 and depression gtarts earlier - in 1982. In

contrast to them in machine building the phases of rise and




crises stérted later. The above shows that each sector has ite
Specific conditions and cycles of development.

Within the- frames of the long cycle separate phases there
are siy -medium cycles lasting from 7 to 10 years and 13 short
Cycles lagting from 3 to 4 years. They are characteristic with
different character and tendencies of economic growth. As it is
seen from Figure 1, the first of the medium cyc{es is
characteristic with rapid growth, the second is with non-linear
character with a strong slow down in 195&, the third one is a
rising curve with a peak in 1965, etc. The last one, the sixth
cycle coincides with the phase of depression. It is
characteristic with cons.derable stagnation which evfﬁently
will transfer to recession during the next two years.

On the basis of the obtained results the following
generalized conclusions could be done:

~ The development of our industry is cyclic and it comes
through al} phases of the long cycle

- In contrast to the developed countries with. mar ket
economies where the long cycle ended with depression in 1985-
1986 and has started a new 1long cycle with animation pha;e, our
sector fs in 1its fipal phase - growing .depression which is
expected to end as late as the period 1992-1992 ang in the case
of retarded implementation of econbmic reform - even in 1994-
1995,

= In our country the phases of the 1ong cycle have
developad with a constantly growing in time delay in comparison
to the daveloped countries. At present the delay is about 1-1.%

phases, i.e. B8-9 to 11-12 years, Despitn that, their
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development in our country is 1less sharp by rule with less
drops - almost without cases of recession excluding 1990.

= Planned .economy and bureaucratic systeam of management
influenced decisively the cycle and longevity of the phases. In
fact they 1nva;idated~ and distorted the influence of the
objective economic laué inherent to the market economy. Due io
that tha cycles and crises in East European countries are not
crises of overproduction but crises. of deficiencyA of
commodities, raw materials, fuels, delay of innovations and
mainly of old fashioned and non-effective structures of
production irrespective to market requirements.

~ There is a great difference in the ways of come out of
crises. Western countries come out of crises by rule by market
renewed and adapted structures for which fhey pay very 'high
price including the social aspect of it. Unlike them Bulgaria
and other East European countries took measures for limitation
of the crises with lesser price and tension but witﬁcut
substantial structural renewal. Therefore the world crisis i
1974-1373 and in 1982-1983 did not have healing influence on
our economy and that of other East European countries.

In the conditions of deteriorated economic situation in
Bulgaria and the complicated international pélitical situaﬁion
only the adoption of rapid and efficient measures for a radical
ecanoﬁic reform combined with decisive restructuring and a
reasonable privatization could stop the depression and crgate
necessary economic conditions for a gradual stabi{lization and

new animation in the sector corresponding to the principles of

market econamy.




METHODICS OF MARKET EVALUATION OF THE FIRMS AND
ENTERPRISES OFFERED FOR PRIVATIZATION -

M. Pater Lichev, Mrs. Emiliya Petrova,
Mrs. Stoyka Christova

Industry Development Institute, Sofia
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Privatization 1s env1sag¢d to include both small and large
firms at a price of million Leva.: That is why - real
determination of the market value of the'firms is an important
conditgoh for thg successful implementation of the programme
for outcome of the crisis and development of economic féform.
Industry Development Institute, Sofia has devel oped methodics
of market evaluation of the firms.

.Hgthodics ‘of market evaluation .of the firms  and
enterprises offered for pfivatizatiog includes the following
main problemst

1, Estimation of the Value of the Main Funds and the éize

of the Normed Means of Circulation

It is a condition for a really based estimation of the
market value of the firms and enterprises. In view of the more
complex characterization of the level of means of lahour the
elaboration of name lists of main funds is necessary which give
information about machines and equipment in respect to their
quantity, their init;al and resianl value, the vyear of
purchase' and the name of supplier, export for convertib{e and
non-convertible currency. They <upply also information about
the unnecessary and useless machines and equipment.

Circulation means of machine-building plants influence

efficiency directly and they are necessary condition for the

normal production activity of the firms and enterprizes. Due to




that the problems of circulation means are of primary
importance during the elaboration of methodological problems
concerning the estimation of market value of the f.rms. and
enterprisgs. -

During the process of production activity enterprizes form
axcess production under:the influence of different in charécter
factors - sub jective and objective. . A part of this
overproduction is good and necessary but they are in larger
quantities than the expedient one }or the normal operation of
production—pusiness activity of the firms and enterprises. At
the same time an excess of unnecessary cpmmodies is formed
which in some cases are of 1low quality and useless. That is why
they must not be included in the market value of the firmé and
enterprizes envisaged for privatization.

In view of the normal implementation of their business
economic activity firms and enterprizes deal with the so called
circulation funds, including the finished production and money
means which have to be taken into consideration in the
estimation of market value and financial st;te of the firms and
enterprizes.

Normal functions of the firms and enterprizes are
connected not only with the use of own means of circulatioﬁ but
with the attraction and use of bank credit he:essary both for
the direct production activity and for the whole financial
support of the processes of enlarged production, including the
financing of investment process. Having 1in mind that in the
conditions of socially oriented market economy credit will get

aven greater importance, the eastimation of the financial state

has to include also a concrete analysis of the credit policy




and that of the actives and passives of the firms. and
enterprizes.

A really based estiﬁation of .the market value - and
financial condition of the envisaged for privatization +firms
and enterprizes is related to the strict estimation of the- own
and equal -to-own means according to the sources.

2. Estimation of Financia! Condition and Efficiency pf

Production Economic Activity of the Firms and Enterprizes

In view of estimation of the efficiency of the f;rns and
enterprizes envisaged for privaetization it 1is necessary a
system of mutually connected indicators to 4be adopted as  for
example public labour productivity and profit norm.
Profitahility is an expression of income but it is not a
measure of income. Measuring the degree of . income is done by
the norm of profit.

Estimafion has to be done also on the basis of indicators
characterizing economic efficiency of the uséd resources as for
example - fund consumption, material consumption and labour
productivity.

Methodics includes also a system of indicators ;hich
allows the accounting of the financial state of the firms.- and
the efficiency of the circulation means - solvency and
circulation of the circulation means, etc.

3. Specification of the Production Output of the
Enterprizes and Firms Envisaged for Privatization

The estimation of the market value of the ftrms. and

enterprizes envisaged for privatization is related to the

specification of their production output - the profile,

magnitude and character of the manufactured production. That is




why despite the great methodological and practical difficulties
this indicator was included as one of the basic initial factors
pf the market value of éhe firms and enterprizes envisaged for
privatization and ) it includes essence and range of the
préduction output, calculation of the production output by
sachines and socéors; utilization of the production output,
balance of production output.

Specific characteristics of the separate enterprizes. and
partially the estimation of the expert comaission were taken

into consideration in specifying the production output.
4. Estimation of the Market Value of the Firms and

Enterprizes Envisaged for Privatization

Market value .is determined on the basis of preliminary
developed problems -~ lists of the main funds and magnitude of
the circulation means, financial state and the efficiency of
the productive economic activity as well as the magnitude of
the production outputs using the formulat

Mv = Nv + Cc,
where: Mv is the market value
Nv is the net value
Cc is the complexz corrective coefficient
calculated on the basis of expert analysis.

There are also other factors which quantitative influence
on the market value has to be taken into account as for example
resource provision, labour and legal legislaéion.
infrastructural provision, communications, personnel provision,
etc. The influence of the above factors is specific for the

separate sectors, pProduction activities and firms and their
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significance to a given degree could be estimated on the basis .

~

of a specific deep analysis and expert estimations.

Market value of ~the firms is envisaged to be estimated

- after lthe ;~redu§tion;-uf - their net value by the complex -

w"correctiye-fqoefficieng.?Co-parative data concerning the #Irns :

in the developed :ountriés have to be used in estimation of the

- market ' yalue. There are.data’ for about 13500 fires including

" information’ for each firm by 70 indicators available at - the
\Central Institute for Scintific and Technological Information.
- It is reasonable the indicators of the firms of the develbped
countries manufacturing similar production to be taken into
 account in the estimatibn of ihé market value of the specific
Ifirns. This approach~1s necessa}y to be used in the estimation

of the market value of the Ffirms and enterprizes in convertible

currency.

Net value is estimated by the formula:z
Nv = Bfrv.Kr + Vbpc.Ccc + Ec + Acm - D +
+ Vnmabf.Cnm + Vaam p. + Knm p.

Bfrv - is the basic funds by residual value (excluding the

cost of the buildings and earth)

Kr — is the complex corrective coefficient reflecting the

difference between amortization (depreciation) life cycle, the

exploitatipn-technolopgical 1life cycle and the economic 1life

cycle. It is determined by the method.of expert analysis.

Vbpe - is the value of the buildings by their initial

cost

Ccc -~ {8 the complex corrective coefficient reflecting
the state of the buildings and the degr e of correspondence of

the constructions to the technological and ergonomical

————— — e  ad wS X
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requireaents. It is determined by the method of expert
analysis.
‘ Ec - earth cost

Acn-; availaﬁle circulation mseans B

D - debt amount
Vnagbt =~ is the value oaf the non-manufacturing active

basic fun&s b9 residual cost.

Cnm - is the' complex corrective coefficient reflecting the
difference between the depreciation 1life cycle, exploitaéion—
technological 1life cycle and economic life cycle of the non-
manufacturing active basic funds. It is determined by the

method of expert analysis.

Vnm p. - is the value of the non—-manufacturing passive

" basic tunds by primary cost.

Knm p.— is the complex corrective coefficient reflecting

the state of the buildings and other passive non-manufacturing

basic: funds and the degree of .correspondence of the

constructions and their technological paramecers to the
ergonomical and technological requireménts. It is determined by
£he method of expert analysis.,

The greater degree of the increase of the difference
between the physical term of service of machines and equipment,
the degree of depreciation and economically profitable term of
their wuse is characteristic for the state 2f the production-
technolaogical basis. Due to that re-estimation of the basic
funds . in accordance with their technological -economic
parameters and inflation processes is of primary importance for
the estimation of the market value of machines and aequipment.

In respect to that the specification of the life cycle and the




important point. 'f )

foliouing thgse

»"Exploitation-technological ‘life cycle of the operation of "
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'“;the H marginally ' necessary .- direct
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f;i' ,"Reprgductivea(depreciation) life cycle is predetermined byﬁf
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the ammount, of the adopted camertization norms and theirfﬁ

longevity of operation.;.c. ;-;%,ﬁ, ‘ -

. “.

The specification of the .economic life cycle of machines

).- .,;. ;'..-_-

o and equipment is of primary importance for the estimation of

}. the stata, rate and proportions of renewal of production-
technological basis.
| In the conditionsaof neu regime of functionino of economy
and firm organisation of economic activity the estimation of
the market value of Iabour means requires the use of. complex
corrective' coefficients which will reduce the value of’ the
basic funds in the firms and enterprizes. In view of the better

grounding of the corractive coefficients 4 different{ated

approach was adopted in accordance with which different complex
~.',-4 - . LA . .

~-

corroctivo coefjicionts' re onvisaged for the actﬂvo, passive

Tk

and non-manufacturing'bauic means.




Hndernization éf the prices of machines and 'their

v

-freductlon rto a co.non scale is a very complex problem.  As it
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»Jcorrection coefficients to be elaborated differentially for the

'determlned by the formula:
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"ifirms and;»enterprizQSu For such cases the nominal value is
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Nv = E

wheré:

Bfrvy, - is.th; ;ésiduai valﬁé exclu&ing the value of the
buildings and earth for the i-type of machines and equipment.

Kr‘>— is the complex corrective coefficient reflecting the
difference between the amortization (reproductive) life cycle,
exploitation life cycle and économic life cycle for the -,-type
of machines and equipment.

Vbpc, - is the primary cost of the ,-building.

Ccc,. - is . the complex corrective coefficient reflecting
the state of the .-type of building and the degree of
correspondence of its constructions to the technologic$1 anc
ergonomic:requirements..

It is eyident that the detailed estimation of the net
value of the basic means is extremely 1labour taking. That is
why the abnve method is advisable to be used only in the
estimation of unique machines and equipment and these with high
value, .

After an analysis it is necessary all noﬁ—solvent
circulation means to be excluded from the ammount of the
circulation meané' ;Hicﬁ has.to participate in the formation of

the market wvalue. It is also evident that obligétions and

-




K ;_based eqtiaation‘ of the -arket value of the - ﬂrns't
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takings of the firns and 'enterprizes have to be taken into

consideration.
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The squested nethodoiogical approach accounts_ for the
RRES.

influenco of the nost inportaﬁt factors and is suitable tor a

Takxng :out of - anoninity of the huge for the scale of our
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country property is one of the basic moments in the. transition

toward market economy. The implementation of privatization

. affects. ljve interests of some hundred thousand members of our

community from ailispheres oi material production and with
different profesaionai qualification. That is why the
impléméntation o{: privatization _1n the specxfxc firms: anc
enterprizes is necossary to be accompanied by an implementation
of a sociological examination -concerninp the farms of .
privatization and the degree of 1labour motivation for raising
quality production and efficiency of 1labour in'the conditions
of different forms of property by means of an inquiry card. -
5. Formation of the Market Price of the Firms and
Enterprizes in the Conditions of a Socially Grientod
Market Economy in tne Developed Countries
According to the methodological approacn discussed so far,
the price of tha $irms and enterprizes envisaged ‘for
privatization is formed according to the viewpoint of - the
salesman - the state (owner). At the same time the price of the
basic and circulation means of the firm 1is not essential 'for
the potential buyers of the whole firm cr of shares of it.
A=cording to . the opinion of the experts  of the developed

countries the aexisting accounting system including that in the
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countries of East Europe is wrong and it is unable to support a

"

‘real estxmation.- o
S oEa BRI PRMEIE S DO
.. - In  the:; conditions of market economy the maximum pr;ce

-

. "-Q‘-;‘.' -Iu-x ..'-\rl"u\.t'w‘s.. ‘-'ku B

‘fqhich ig: profitable to be paid by the buyer is limited to the,
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amnount of”‘the bank,finterest. Namely, the relatxon of the
":' Ja yl.,,_-;f»

';‘yprofit expegted by the firm . and the invested for purchasei{
capital ;est not be less thun the ammount of the bank interest
rate. For example, if the intereet rate for the capital’
invested ‘in the bank is é . i@ will be profitable foe the
buyer to pay not more than 10 million Leva for an enterprize
with an annual pro#it of 800 000 Leva or the profitability norm
of the specific enterprize has to be at least 8 7 and i? we
account for the element of risk — not less than 8.5 %. 1In this
specific case the total scheme of the main and circulation
means of the firm could be.for example 12 million or 8 million
Leva, this could not influence its market value which in the
case of 8 % bank interest is about 10 million Leva. For the
firms and enterprizes purchased b* foreién' firms and foreign
citizens the top limit of the market price will be formed
finally in accordance with the financial policy and the ammount
of the rate percent in the developed countries. It must be
. noted that according to the nowadays acting legislation and
legislation in fhe sphere of financies and banking, the above
method {s very difficult to be applied.

The existing financial and banking-credit system doee not
create conditions for the use of rate percent and discount as
power fu) and multifunctional economic regulators in the

conditions of the transition to a socially oriented market

economy,
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"uhich actuglly.,presentia negative 1ncome._Therefore thef-choice'
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',{hetweén theﬁ??ndividual”variants of capital 1nves£;;af;bffrom‘
economic point of vié; appears to be a choice of variants of
incomes in time. The difficulty of the problem comes out of the
circumstance that< money means  that will be at disposal for
ewample - in the followxng teﬁ yearsi‘are with different
‘i

purchasing power‘ and they could not be compared directiy.
Coefficient of their modernization expressing the economic
relation between the present and the future is of fundamental
importance for the compar1son of the various in time effects
and $Single expenses. That is why the new methodics for
estimation of investment'process economic efficiency which came
into force on 01.11.1988 requires modernization of single
expenses and balance ﬁrofit.

Method of discount of various in times incomes and
expenses is applied in the préctice of the developed countries
firms in the formatibn of economic policy and taking decisions
for investments. The reduction of different time expenses and
effects go comparable type is implemented by the discount
coefficient under the formula - the present moment value of one
dollar (oné pound, etc) payable after ..... years. Interest
percent lies is grounded on discounting. In the conditions of
market economy, the' interest; as well as any other economic

parameter expressed in the type of price which appears to be an

important regulator has a double character. In the case of




- growing interest _ratéjthere is a transfusion of the incaomes of
‘the debtors .fo that of the creditors. At the same time in the

' process -off-forﬂaffdﬁ”raf"inveétment policy and chqiée» of

variantg, - the greater iﬁterest percent requires .a : more
efféctiye decision fand strengthens the requirements --and.

(3

strictness in the ;hoicg of ;optimum variants for dxstrxbutipn
of the restriétéd £;:§:éiai means and for determination of the
prxorxties ‘'of the +financial policy. As it concerns the
interrelations of debtor—creditor the category of inferesﬁ
percent is used.gnd for the formation of the specific stfategy
of the investor firm discouht norm is used.

The probleﬁs of-privatizag}on including the estimatidn of
market value of_ the firms are part of the whole complex of
problems conne:ted with the transition to market economy. In
connection to that intensification of privatization processes
and the estimation of the mérket value of the separate' firms
and énterprizes requires implementation of cardinal reforms in

the sphere of financial policy and banks.






