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About this publication

This publication is a product of the Open Society Institute T Soya
within the European Policies Initiative (EuPl) and the project fiThe
Unynished Business of the Fifth Enlargement Countrieso.

fiThe Unynished Business of the Fifth Enlargement Countrieso is a
policy project of the Open Society Institute T Soya within the European
Policy Initiative (EuPl).

The EuPl aims at stimulating and assisting new Member States from CEE
to develop capacity for constructive co-authorship of common European
policies at both government and civil society levels (www.eupi.eu).

The project was implemented from May 2008 to April 2009. The main
outcome of the project is a publication comprised of ten national reports
and a comparative analysis. The national reports describe and analyse
the post-accession state of affairs in the ten new member states (NMS)
from CEE. They do not include data gathered after December 2008, and
therefore do not repect the latest impact of the global economic crisis.
The comparative analysis may have references beyond this period.

The projectis research methodology was based on the initial
hypothesis that although the new EU member states from CEE have
formally complied with all EU membership criteria and thus completed
the accession agenda, speciyc problems persist. These problems are,
to a certain extent, common among them due to shared historical
experiences and legacies. In view of their comparable level of integration
in the EU, the new member states could look for common answers to their
post-accession challenges and, in doing so, contribute to the competitive
advantage of the EU as a whole.

The research hypothesis has been tested through inquiry and analysis
conducted by national experts from each of the ten new member states
from CEE: Bulgaria, the Czech Republic, Estonia, Hungary, Latvia,
Lithuania, Poland, Romania, Slovakia and Slovenia. These national
experts adhered to the same methodology and were asked to describe
and analyse the post-accession state of affairs in eleven policy areas.
Through this process, the experts were able to identify existing and/
or potential post-accession fiproblem areaso in their countriesi political
development and governance, economic development, welfare system
and social inclusion, health system, educational system, justice and
home affairs, migration, research and innovation, agriculture and rural
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development, regional development, level of EU funds absorption and
their correlating impact.

The national experts were also asked to identify the existing
membership leverage for post-accession problem-solving in each policy
area and to provide a typology according to the following criteria: active
and passive EU leverage,! hard and soft mechanisms for inpuence, and level
of signiycance and effectiveness of their impact.?

On the basis of the national expertsi ten country reports and the
typology of the membership leverage represented by a table (Part C) in
each report, a comparative analysis of the post-accession state of affairs
was developed.

Authors of the country reports:
Bulgaria
Open Society Institute T Soya expert team:

George Angelov, Senior Fellow, Dr. Hristo Hinkov, lvanka lvanova,
Program Director, Assya Kavrakova, Program Director, Marin Lessenski,
Policy Analyst, EuPI, Elitsa Markova, Program Director, Zvezda Vankova,
Program Coordinator, Boyan Zahariev, Program Director, Dimitar Vaneyv,
Expert, Ministry of Agriculture, Madlen Vladimirova, Private Consultant
on CAP

1 The active and passive leverage typology is deyned and used by other
authors mainly with regard to the EUis role for stimulating reforms in the candidate
countries (Vachudova, M. A. (2002) The Leverage of the European Union on Reform
in Postcommunist Europe, Paper presented at the Conference of Europeanists, The
Council of European Studies, Chicago, 14-16 March, 2002) where the active EU
leverage concerns the linking of the progress of accession with the adoption of EU
norms while the passive one is the attraction of the EU as a gravity centre of prosperity
and successful development. For the purpose of the present study the typology is used
to assess the effectiveness of the membership leverage over the new member states
from CEE.

2 After the accession to the European Union the membership leverage over the
member states is active with the exception of some policy areas, where the EU still
exerts passive leverage because further integration depends on meeting certain post-
membership conditionality (i.e. accession to the Schengen area; accession to the
Euro area). Moreover in the policy areas where decisions are taken primarily on the
EU level, the membership leverage is hard as breaching the rules is accompanied by
sanctions and therefore it is signiycant in terms of inpuence on a national level and
effective as it manages to ensure the necessary enforcement by national stakeholders.
The opposite is evident with regard to the membership leverage in policy domains of
national competence where the EU produces mainly recommendations which are not
binding and therefore are not accompanied by sanctions (soft leverage) and most
often neglected by national decision-makers, which makes them non-signiycant in
terms of impact and therefore non-effective (e.g. the Open Method of Coordination in
education and social inclusion).
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Czech Republic

Radomir Gpok, Executive Director, EUROPEUM Institute for European
Policy

Estonia

Alf Vanags, Director of the Baltic International Centre for Economic
Policy Studies (BICEPS)

Hungary

Co-ordinating author: Tam8s Szeml®r, Ph.D, Scientiyc Deputy Director,
Institute for World Economics of the Hungarian Academy of Sciences,
Budapest

Contributing authors: Bence PetRvS8ri, Ph.D Student, Corvinus University,
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Executive Summary

Bulgarials accession to the European Union on 1 January 2007 coincided
with its third successive year of impressive economic growth at over 6%.
This trend continued in 2008, contributing to the countryis fast catching-up
process until the beginning of the global economic and ynancial crisis.

Two years after EU accession, however, the fiunynished businesso in
Bulgaria comprises a long list of issues. Unlike the other CEE countries
that joined the EU in 2004, Bulgaria and Romania are still not members
of the Schengen area and would not be ready to join earlier than 2011.
The Bulgarian governmentis initial expectations that the country would be
ready to adopt the Euro in 2010 have proven to be unrealistic T two years
after accession, Bulgaria is not even in ERM I1.

Unlike the other countries from the yfth enlargement (with the exception
of Romania to a certain extent), two years after EU entry there is still a
clear need in Bulgaria for continuing reforms in the critical areas of concern
that existed even before accession T such as judicial reform and effective
yght against corruption and organised crime T as they undermine the
functioning of the democratic institutions and the rule of law.

Two years after accession, Bulgaria still needs to develop capacity to
effectively exercise the responsibilities and at the same time capitalise on
the opportunities provided by EU membership, including ability for effective
and transparent absorption of EU funds.

The coalition that governed the country upon entry into the EU (led by
the Bulgarian Socialist Party, in partnership with the Turkish minority party
Movement for Rights and Freedoms, and the National Movement Simeon
I1) has survived T but in a context of growing public mistrust in both the
political parties and the institutions of representative democracy, constant
temptation to employ populism and nationalism and a process of further
fragmentation of the party system, accompanied with pagrant signs of
political corruption, including direct buying of votes.

There is a need to broaden, deepen and complete reforms in areas that
were partly neglected during the negotiation period because of the lack of
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acquis communautaire in these policy domains (which are entirely within the
competence of the national state) T such as education, health, social protec-
tion and social inclusion policies T which are important for Bulgarian citizens.
Those policy areas have never been part of the accession agenda, but they
are part of the transition agenda and they are related to the capacity of the
national government for policy formulation and implementation of reforms.

Prior to accession, the main concern was that EU leverage would limit
its scope once Bulgaria became a member. The evidence, however, strongly
suggests that the EUis inpuence on Bulgariais policy development has not
only not disappeared but may have in fact increased its signiycance.

Although the EU has never had effective instruments to inpuence the
political systems, in the case of Bulgaria and Romania, in order to push for a
stronger national commitment to the yght against corruption and organised
crime, the EU is ascribing political power to technical instruments. Thus
in Bulgaria the EU still plays the role of agenda-setter after accession by
exercising peer pressure (the finaming, blaming and shamingo instruments)
and through the effects of membership leverage in other policy domains.
Thus membership leverage is exercised through policies, not politics.
The process of fiEuropeanisationd of Bulgarian political parties is effected
through the European Parliament.

Though the speciycally established for Bulgaria and Romania Cooperation
and Veriycation Mechanism (CVM) in reforming the judiciary and yghting
organised crime and corruption has proven to be not very effective for the
purpose for which it was initially designed because of its technical character,
it has a certain political signiycance. The regularly dispatched monitoring
reports under the CVM, together with the oversight and management of
EU funds resulting in funds blockage in the case of Bulgaria have proven to
have an inpuence on policy-making with a direct impact on politics.

Although the requirements regarding membership in the Schengen area
of Bulgaria and Romania, which are preparing to join in 2011, are mainly
of a technical nature, the European Commission is trying to use Schengen
accession to exercise political pressure too. A draft EC report on the CVM
in 2008 announced that the Commission may decide not to recommend
Bulgarials and Romaniais accession to Schengen due to failure to produce
results in the yght against organised crime and high-level corruption.

After accession, the main form of membership leverage on economic
policy is Bulgariais obligation to join the Euro area. The requirements for
adopting the Euro provide for prudent public budgeting and spending, thus
limiting populist urges of politicians to lure potential voters by spending
public money. However, this tool is not sufyciently effective because of the
lack of clear criteria for accepting countries in ERM II, which in the case of
Bulgaria results in lack of clarity about the timeframe and the necessary
policy steps for Euro adoption. Therefore determining clear criteria for ERM
Il membership or automatic entry for NMS will increase the effectiveness of
the Euro area leverage, which is essential for safeguarding public ynances
in the current ynancial and economic crisis.
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EU inpuence over the fiunynished businesso of the transition agenda in
Bulgaria is very limited in the post-accession period. Membership leverage
in the spheres of uncompleted reform (such as health, education, social
protection and social inclusion, pensions) is soft, non-signiycant in terms of
impact and non-effective because they are entirely of national competence.
In Bulgariais case, it is EU public opinion and media that have proven to
have leverage on the social services reform (regarding the situation of
children in institutions).

Therefore two years after accession, the fiunynished businesso in Bulgaria
concerns both the accession and the transition agenda. The completion of
the transition agenda reforms in the policy areas of citizensi concern (social
protection and social inclusion, health reform and education) depends
entirely on the capacity of the national stakeholders to take the driveris seat
and of the decision-makers to effectively formulate and enforce national
policies in citizensf interest. The completion of the accession agenda on the
other hand (Schengen and Euro areas accession, JHA reforms, EU funds
absorption) still remains largely EU-driven and EU-modiyed.
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Political Development
and Governance

State of Affairs
Summary

EU membership has been the
ultimate leverage and anchor
for democratic consolidation in
Bulgaria.

The coalition governing
Bulgaria upon its entry into
the EU is led by the Bulgarian
Socialist Party (BSP) in
partnership with the Movement
for Rights and Freedoms (MRF;
Turkish minority party) and
the National Movement Simeon
Il (NMSII; now renamed to
National Movement for Stability
and Progress). The Socialists
and the two liberal parties
formed an uneasy alliance
fiin the name of European
integrationd after two months
of negotiations following the

Although the EU itself is not
fidemocratisingd countries
(except in quasi-protectorates,
such as Bosnia and Herzegovina
and Kosovo), EU leverage

has in fact increased the EUis
signiycance in politics after

accession, not decreased it as
was previously assumed.

While nationalism and populism
have emerged as instruments
for political mobilisation,

their inpuence is very much
moderated under the inpuence of
EU membership.

2005 elections, as the country
had to prove its stability and
continuation of reforms in the

run-up to accession in January
2007.

The government has been
enjoying a comfortable majority
in parliament with 169 seats in
the 240-seat assembly, despite
the fact that the NMSII group was subsequently left by 18 MPs. The most
formidable challenger to the government emerged with the establishment
of the GERB (the Bulgarian acronym for Citizens for European Development
of Bulgaria) party of Soya Mayor Boyko Borissov in late 2006. GERB has
remained the most popular party in Bulgaria for over a year, and its leader
Boyko Borissov is one of the two most popular politicians together with
President Parvanov. GERB claimed the majority of the votes cast in the
European Parliament elections in 2007 and in the local elections the same
year, and in 2008 joined the European Peopleis Party as a fellow centre-
right party. It is expected that GERB will win the upcoming June 2009
general elections. The two centre-right parties, the Union of Democratic
Forces (UDF) and Democrats for a Strong Bulgaria (DSB), are considered to

Euro-scepticism has still not
taken foothold in Bulgaria and
this is not likely to happen
any time soon, especially in
mainstream politics.
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be potential coalition partners of GERB, but at this point many other options
are still open.

Issue: Emergence of new political parties

The platforms of political parties in Bulgaria evolved in a peculiar
manner with the beginning of the countryis integration into the EU in 2000.
The accession consensus agenda dominated the political discourse and
all major political parties had to follow the fiEuropean agenda¢ instead of
elaborating competing platforms. As a result, ideological differences have
been overshadowed by the emerging EU agenda. The party platforms were
to a large extent fistandardisedd by the fEuropean discourset and this
limited the scope for development of more authentic, ideologically speciyc
programmes. The brief period between the opening and the conclusion
of negotiations (1999-2004) saw a dramatic change in the party system
in Bulgaria. It has marked the decline of the previous party model and
heralded the quick rise and success of a new type of parties and party
platforms. By all accounts, this pattern will dominate the political behaviour
in Bulgaria in the foreseeable future as an EU member state.

The politics of transition in Bulgaria have been dominated by a polarity
of competing agendas of the two major parties T the former communists
of the Bulgarian Socialist Party and the reformist Union of Democratic
Forces. In the 2001 elections, the former king Simeonis hastily assembled
political movement won a landslide victory. The popular appeal of his
promise that he would fimake the country prosper in 800 dayso, and the
charisma of his return helped him win almost 50% of the seats in the
National Assembly.

Similarly, the extreme nationalist Ataka party founded in April 2005 won
21 out of 240 seats in the National Assembly in the June 2005 parliamentary
elections; the 2006 opinion polls claimed it to be the second most popular
party in Bulgaria.

The fithird waveo of similar changes came with the establishment of
GERB, which was founded as a political party in December 2006. The party
very soon gained considerable popular support, winning the largest share
of the votes (though with a minimal margin) in the May 2007 European
Parliament elections. Since then, GERB has been the leader in public
opinion polls and is expected to be the winner in the next parliamentary
elections in June 2009.

A new phenomenon since the last local elections in 2007 is the rise of
various fibusinesso parties of local tycoons, which is further disintegrating
the party system in Bulgaria. Some representatives of the Bulgarian
business community have opted for direct participation in politics, rather
than relying on the intermediation of politicians. Though their inpuence
is limited at present on the national level, it may grow in future and they
ought to be regarded as a signiycant social force.
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Issue: Major veto players A new phenomenon

and their relations since the last local
Bulgaria is a parliamentary eleCt'O_nS n 200_7 1S
democracy and the executive power the rise of various
vested in the Prime Minister and the fibusinesso parties of
government yields signiycant inpuence. local tycoons, which is

The pre3|d§ntla_l mstltuthn has _I|m|te_d further disintegrating
competencies in Bulgaria, mainly in )
foreign policy, defence and veto powers the party system in
on legislation. However, President Bulgaria
Georgi Parvanov, a former BSP leader

who was re-elected for a second presidential term in 2006, has managed
to seize control and to play a more signiycant role in politics and in yielding
inpuence and power.

Issue: Stability of government and capacity to reform

The government coalition, though controversial, has been stable.
Despite its demonstrated efforts for sound liberal economic policies and
EU membership behaviour, it has faced numerous scandals and roadblocks,
including scathing EC reports and freezing of EU funds because of high-level
corruption and mismanagement allegations. The governmentis performance
in two key EU policy areas T yghting organised crime and corruption, and
EU funds absorption T has been assessed as poor. Bulgaria received a score
of 3.6 in Transparency Internationalis 2008 Corruption Perceptions Index,
the worst among all members of the EU. The policy delivery mismatch
is already affecting political trust, with the governmentis public support
running at alarmingly low levels of less than 17% (Eurobarometer 69).

In the short and medium term, the present government is unlikely to
deliver and implement the necessary reforms. Besides, the forthcoming
parliamentary elections in June 2009 are shifting the focus of social
expectations.

Issue: Populism and extreme nationalism

EU membership does not in itself guarantee sustainable democratic
development. On the contrary, high levels of conditionality and the inability
to meet all criteria have generated a certain anti-democratic backlash in
speciyc circles of Bulgarian society. Temptations to employ populism and
nationalism are not rare in Bulgaria. The sudden success of both the NMSII
after 2001 and of GERB after 2006 has been partly attributed to their
populist appeal. However, both are examples of how populist messages
can be disciplined T through the necessities of policy-making (fiEU
requirementso, above all) as well as through the efforts to emulate and join
EU peer groups (e.g. the European parties).
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Temptations to Extreme nationalism proved to be
employ populism and 8 e . when it became
natlo_nahsm a'te not the fourth strongest political party in
rare in Bulgaria Bulgaria virtually overnight, and then
again in 2006, when its leader ynished
second in the presidential elections after popular incumbent Georgi
Parvanov. Ever since, Ataka has maintained a stable electoral support of
7-9%. It is even represented in the European Parliament by three MEPs,
following the 2007 EP elections. Extreme nationalism (often openly anti-
minority and with racist speech and models) however cannot fully explain
the Ataka phenomenon and calls for a more complex reading. There is
enough evidence to suggest that Atakals nationalist message comes
secondary to its anti-corruption and anti-establishment rhetoric. It is
Atakais promise to tackle corruption in high-level political circles that has
gained it supporters. Furthermore, the partyls message targets also those
who feel they have lost from the transition and who are afraid of the effects
of Bulgariais opening up as a result of EU accession.

Issue: Euro-scepticism

Some Bulgarian parties have used Brussels-bashing for political ends,
though no party at present questions EU membership. There have been
indirect attacks on fiBrussels dictatorshipd on issues such as that of the
Kozloduy Nuclear Power Plant (four reactors had to be closed down as a
prerequisite for accession), which has become a convenient casus belli for
Euro-scepticism and nationalism and has been used by representatives
not only of nationalist parties (VMRO, Ataka) but also of mainstream ones
like the BSP T especially after the ECis harsh reports and actions against
the BSP-led government in the second half of 2008. The claim that Euro-
scepticism has not found fertile ground in Bulgaria can be substantiated by
the Bulgarian publicis growing trust in the EU, which reached a record 63%
in 2008.

Conclusion

Prior to accession, the main concern was that EU political leverage would
diminish once Bulgaria became a member. In fact, the evidence strongly
suggests that the EUls inpuence on Bulgarian politics has not only not
disappeared but may actually have increased in signiycance. Public opinion
polls strongly support this thesis, with 34% of the Bulgarian respondents
claiming in a recent survey (Eurobarometer 69, Spring 2008) that fithe
EU contributes to democracy in the countryo. For comparison, only the
Romanian citizens are more conydent in this effect of membership (40%
support), while only 5% of the respondents in established democracies,
such as Denmark and Sweden, say that the EU contributes to democracy in
their country.
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After accession, the EUfs ultimate anchor T the promise of membership
T is no longer valid, but there are other mechanisms for exerting inpuence
which have ultimately had a political impact. Some of them are direct
T such as the Cooperation and Veriycation Mechanism (CVM) in reforming
the judiciary, yghting organised crime and corruption. Though the EU has
not resorted to imposing a safeguard clause, the regularly dispatched
monitoring reports have proved an efycient tool in enhancing reform.
The oversight and management of EU funds is another tool for inpuencing
policy-making with a direct impact on politics.

The yrst two EC reports under the CVM (in June 2007 and February
2008) only diplomatically expressed hopes for improvement of the
governmentis performance. From January 2008 onwards however,
the EC utilised more serious tools by freezing funds on corruption and
mismanagement grounds. Criticism from the European Commission and
peer pressure from other member states culminated in the summer 2008
reports T two by the European Commission on the monitoring of the yght
against organised crime and corruption, and the OLAF report on corruption
and mismanagement in the SAPARD programme.

The most serious measure, unofycially discussed (see Capital weekly,
No. 19, May 2008), was the possible activation of Article 7. This would have
suspended Bulgarials rights in decision-making and isolated the country
from the mainstream process in the EU. Whilst this measure was never
discussed ofycially, the very fact that it was in circulation in the discourse
of inner circles was in itself a slap in the face and a punitive measure for
the government.

The political signiycance of the mechanisms discussed above lies in the
yndings and allegations of high-level political corruption associated with
senior politicians, public ofycials and business ygures T part of the finaming,
blaming and shamingo instruments. Thus the EU has assumed the role
T yguratively speaking T of opposition in the country. Of course, this is not
to say that the EC has taken sides in Bulgarian politics T but by criticising
policies it has disciplined the governing parties and constrained politicians}
misconduct.

The EU fistickd seems to be working to a certain extent, mainly as the
government deliberated particular measures that otherwise would not have
been implemented: (a) taking more seriously the blueprints for action in
yghting corruption and organised crime and (b) launching an action plan
on improving EU funds absorption. In simple terms, this means providing
support to more decent policy-makers, trying to block the access of corrupt
ofycials to public funds and to decrease their inpuence and legitimacy.

In general, the effects of EU membership have been to moderate
the turbulences in Bulgarian political life by setting commonly accepted
boundaries of what is acceptable and what is not as well as by injecting
predictability in policy-making through its common decision-making
mechanisms and rules (sort of fia spillover effecto of the mode of governance).
The examples of such indirect inpuence include the requirement for adopting
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the Euro, which provide for prudent public budgeting and spending, thus
limiting populist urges of politicians to lure potential voters by spending
public money.

The argument about AEU leveraged on national politics cannot be
exaggerated. Whereas the EU cannot be a substitute for authentic political
culture and mature institutions of democracy, its inpuence can deynitely
change political behaviour and tilt policy options towards a more desirable
fiEuropean way of doing thingso.

The process of fiEuropeanisationo in politics, though debatable, has
proved to be a step further in legitimising Bulgarian parties through
membership in the European political networks. Europeanisation or AEU-
isationo has turned into a political tool for exerting indirect inpuence over
political knowledge, expertise, representation and accountability.

The EU inpuence repects public perceptions. The Eurobarometer 69
survey (Spring 2008) demonstrated that a vast majority of Bulgarian
citizens have more trust in the EU T 63%, as against 17% who trust their
own government. In fact, the growing criticism from the EU in 2008 was
followed by an increase in the trust of Bulgarians in the EU as a whole and
in its institutions. Trust in the EC grew to 51%, up from 46% in the autumn
of 2007.

The reforms that EU membership entails will be on the political agenda
and should be taken seriously into account in any political debate and
campaign. The fiunynished businesso issues can turn into a successful
campaign platform. However, this requires commitment and readiness to
deliver to high public expectations and EU responsibilities.
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Economic Development

Summary

Despite demonstrating relatively
high rates of economic growth
and improving economic
performance, Bulgaria still
remains the poorest country in
the European Union. Signiycant
reforms are required to improve
the business environment, raise
competitiveness and foster

the labour market in order to
accelerate the pace of economic
development and increase the
average income level.

After Bulgariais EU accession,
the EU continues to have
leverage over economic policy,
although its impact is limited as
compared to the pre-accession
period.

The main instrument of EU
leverage is Bulgariais obligation
to join the Euro area. However,
this tool is not sufyciently
effective because of the lack

of clear criteria for accepting
countries in the ERMI I
mechanism, which precedes
membership in the Euro area.

Issue: GDP per capita

According to 2007 Eurostat
data, Bulgariais gross domestic
product per capita (in
purchasing power standards)
represents only 38.1% of the
EU average. This is the lowest
level of GDP per capita in the
whole EU. Bulgarials gross
domestic product per capita in
nominal value is also the lowest
among the EU countries T it is
just 03,800 or 6.5 times less
than the EU average, although
during the past decade
Bulgarials GDP per capita
in nominal terms exceeded
past values more than three
times, and GDP per capita in
purchasing power standards
increased from 27% to 38.1%
of the EU average. Therefore,
Bulgaria is yet to meet the
challenge of income catch-up.

Issue: Economic growth

Bulgariaés annual economic
growth rate in the 2004-2007
period was over 6%. In 2007

GDP growth was 6.2% and in the yrst half of 2008 it accelerated to a
record 7.1%.

In 2007 the highest growth was recorded in the construction sector
(16.9%) and industry (13.2%). A decrease was noted in the agriculture sec-
tor (-29.75%) because of the poor harvest. In the yrst quarter of 2008 the
situation changed T agriculture demonstrated a steady recovery with high
growth (11.7%), while the growth in the construction sector slowed down
to 7.7%. At the same time, the Bulgarian ynance sector grew by more than
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14%. The economy does not depend on the performance of one single sector
and this enabled the continuation of economic growth despite the shocks in
some sectors. The largest contribution to the growth of the Bulgarian econ-
omy depends on investments (gross yxed capital formation), which have in-
creased by almost 350% in the past decade and have secured high growth in
recent years. In 2007 a growth of more than 21% in real terms was recorded.
In the yrst half of 2008 this trend continued, reaching almost 23%.

Issue: Inpation dynamics

In 2007 the inpation rate reached levels of 12.5% on an annual basis
(compared with 6.5% in 2006 and 2005). Inpation was driven mainly by the
drastic increase in food and fuel prices on the international markets (the poor
harvest in Bulgaria also contributed to increases in food prices), which led to
an increase in the prices at restaurants and hotels as well as in transportation
fares. In addition, in 2008 electricity and natural gas prices also went up as
a secondary effect of the increased oil price. At the same time, the huge
increase of excise duties (due to the need to harmonise duties with the
EU minimum level) also contributed to the general rise of prices. Thus, in
July 2008 the inpation rate reached a peak of 14.5% per year. As a result,
food and fuel inpation subsided and the inpation rate started falling rapidly,
reaching 11.2% in August. Nevertheless, even in non-crisis years inpation in
Bulgaria is higher than the EU average level. This is due not only to the EU-
driven continuous rise of excise duties, but also to the gradual convergence
of all prices toward the EU average level as the economy expands (currently,
Bulgaria has the lowest price level in the EU).

Issue: Employment, unemployment and labour force

In recent years employment rates in Bulgaria have been increasing,
and unemployment rates have been gradually decreasing. According to
Eurostat, unemployment in Bulgaria reached a record low rate of 5.6%
in August 2008, which is more than three times lower than the level of
unemployment at the end of the 1990s. The level of employment also
increased T in the second quarter of 2008 the number of employed persons
reached 3.37 million and the employment rate rose to 63.9% (compared
with only 53.1% yve years ago). However, employment is still far below the
requirements of the Lisbon Strategy (70%). The quality of the labour force
and the deycit of qualiyed workers is a problem that is becoming more
and more urgent. This problem is also related to the performance of the
Bulgarian educational system.

Issue: Salaries

The average salary in Bulgaria has tripled in the last decade, reaching
BGN 515 per month in mid-2008. The growth of wages in 2008 reached 25%
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per year. Despite this signiycant increase, the average wage in Bulgaria is
the lowest compared to all other EU member states.

Issue: FDI pows

In the last 15 years, Bulgaria has attracted 128 billion in the form of FDI.
Almost half of these investments have come in the last three years. In 2007
foreign investments reached 6.1 billion or more than 20% of GDP T one
of the highest levels worldwide. The majority of foreign investments come
from EU member states. They are concentrated mainly in the following
sectors:

b Real estate, renting and business activities
b Manufacturing

b Financial intermediation

b Transport, storage and communication

b Trade, repair and maintenance of cars and motorcycles, personal and
household goods

b Construction
b Production and distribution of electricity, gas and water

The economic and institutional reforms, together with EU membership,
have enabled the huge inpow of foreign capital into Bulgaria. Still, to
sustain this level of investments, Bulgaria needs to conduct additional bold
reforms.

Issue: Public ynance

At the beginning of the transition period T from 1990 to 1997 T the state
budget spent more than it collected as revenue. Annually it accumulated
large budget deycits T an average of 6.3% of GDP. After the 1996-1997
crisis the budgetary situation improved dramatically, which has resulted in a
budget surplus in most of the years since then (in 2006 and 2007 the surplus
reached about 3.5% of GDP, and in 2008 it is likely to exceed this level).
These positive developments have considerably reduced the yscal risks.

Government spending in recent years is about 40% of GDP. The biggest
part of the expenditures, about one third, goes for the social security
system. The rest goes for public services, government departments and
public investment, and for payment of interest on public debt. This is not
an unusual distribution of spending, but the main problem lies in the low
efyciency of this spending.

The government debt in the mid-1990s reached levels of over 150%
of GDP, but in the last decade it has decreased signiycantly and currently
stands at 15% of GDP T that is, among the lowest in the EU. The Bulgarian
government has paid all of its debts to the IMF and much of its obligations
to the World Bank and other international institutions.
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Bulgariais ranking Issue: Regulatory and
in the international business environment

index of econ_om'c Bulgariais ranking in the international
freedom has improved index of economic freedom has
signiycantly improved signiycantly. According to the
latest economic freedom index of the
Canadian Fraser Institute, Bulgaria ranks 68th in the world, approximately
40 places higher than at the end of the 1990s. However, the country holds
one of the last places in the EU in terms of economic freedom (only three
EU countries have a poorer ranking than Bulgaria). Bulgariais performance
in terms of monetary stability and international trade is positive, but the
level of legal protection of property and ownership is low as well as the size
of government (repecting the stateis involvement in the economy through
state companies, taxation and spending). Bulgaria is 59th in the Heritage
Index, with good scores on trade, taxes and monetary stability, but property
rights and corruption are deyned as very weak points. Developments in
terms of the business environment are quite similar according to the World
Bank ranking. Though there is some improvement, Bulgaria occupies 45th
place in the world and one of the last places in the European Union in terms
of business environment. According to the World Economic Forum Global
Competitiveness Index, Bulgaria is 74th in the world and the last among all
EU countries.

Issue: Adoption of the Euro and economic
convergence with the EU

Bulgaria is not yet a member of the Euro area and has not adopted the
Euro. Despite the political and economic will to quickly enter the ERMII
mechanism, a year and a half after joining the EU this has not yet happened
(as the media reported, the reason might be the reluctance of the European
Central Bank). Although not a member of the ERMII, Bulgaria meets most
of the Maastricht criteria for convergence and membership in the Euro area
(only the inpation rate is higher than required). Bulgaria runs a budget
surplus and low government debt, has a yxed exchange rate and qualiyes
for the long-term interest rates criterion. The problem with inpation is
related to the need to increase excise duties in order to achieve the minimal
levels in the EU and to gradually increase prices and incomes, closing the
gap with EU levels. Fast economic convergence drives fast income and price
convergence T an inpation factor that was not present in Western Europe,
but that is important for Bulgaria in its catching-up process.

Issue: Export(s), import(s) and competitiveness

Bulgariais exports increased rapidly T by 22.5% on a yearly basis,
according to data on the balance of payments from July 2008. While exports
of goods and services in 1998 amounted to only 05.3 billion, in 2007 they
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reached 018 billion. Imports also increased rapidly, from (5.2 billion in
1998 to over 024 billion in 2007.

Bulgarialis biggest trading partner is the European Union T 60% of the
countryis total exports go to the EU and 51% of total imports originate
from the EU. Other important trading partners are neighbouring countries
and Russia (mainly in oil and energy imports). The biggest import items
are raw materials (38%), investment goods (27%), and energy (19%); the
remaining share of about 16% comes from consumer goods.

The signiycant rise in exports is a good indicator of the improved
competitiveness of Bulgarian companies. Another indicator is the share of
exports in GDP, which was almost 67% of GDP in the yrst half of 2008. In
recent years, Bulgaria has been one of the few countries to increase their
share in international trade. Still, as in the case of GDP, competitiveness
and trade should increase much further.

Conclusion

Following Bulgariais entry into the EU, there are fewer instruments and
mechanisms to level economic activity. Although Bulgaria is a member of
the EU, the Union continues to have leverage over its economic policy.
Firstly, this is due to the fact that economic policy issues represent an
important criterion for entry into the Euro area and Bulgaria must comply
with the recommendations of the EU in order to achieve its goal. Secondly,
the Lisbon process (including the national reform programme and better
regulation programme) as well as the accomplishment of the common
market work as a stimulus for policy change. For instance, some reform
initiatives were launched only because of the Lisbon agenda demands and
the common market requirements (especially better regulation and the
introduction of an electronic commercial register).

However, the tools for inpuence are not as effective as they were before
the countryis accession to the EU. The unclear policy and lack of criteria for
admission of new countries into the ERMII further lessen the effectiveness
by hindering countries in determining whether the conduct of certain
reforms would allow fast entry into the Euro area or not. While countries
already in the ERMII know precisely the content of the Maastricht criteria to
be met to adopt the Euro, it is not clear what criteria are required to enter
the ERMII itself.

The EU would have signiycantly greater opportunities to promote reforms
in the economic yeld if it deynes a clear set of criteria for membership in
the ERMII. Thus, the EU will be able to use Bulgariais willingness to adopt
the Euro as a driver for new and deeper reforms that will increase the pace
of development and convergence.
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\/Velfare System and
Social Inclusion

Summary

The initial impetus for reforms
in the welfare system in
Bulgaria was not given by the
EU, but partly by the internal
political process and partly by
international organisations,
NGOs and bilateral donors.

The EU started to play an
increasing role as Bulgaria
joined the OMCs in employment
and the social yeld and had to
begin reporting on different
common and national objectives
and targets. Bulgaria also had
to adopt the EU deynitions of
poverty and all common welfare
indicators.

Bulgaria also had to become part
of the implementation of the
Lisbon Strategy.

Bulgaria has performed quite
well regarding the targets for
growth and jobs, unlike those
for social inclusion and other
aspects of human resource
development. Social inclusion
policies deviate signiycantly
from the challenges set and
the commitments made in the
Joint Inclusion Memorandum
between the Bulgarian
government and the EU.

Issue: Employment

Bulgaria did remarkably well
in reducing unemployment and
increasing employment rates
in the run-up to EU accession.
Whereas in 2005 Bulgaria had
334 000 unemployed people,
in 2007 it had 240 000. In the
second quarter of 2008 the
number of employed reached
3.37 million and the employ-
ment rate rose to 63.9% (as
against just 53.1% yve years
ago).

Although the employment
rate is still below the require-
ments of the Lisbon Strategy
(70%), Bulgaria is making fast
progress in this respect.

As an EU member state,
Bulgaria applies the Open
Method of Coordination (OMC)
both in employment and social
inclusion. The OMC has a great
potential and is currently the
best tool that can be used to
support reforms.

Bulgariais employment pol-
icies follow the EU employment
guidelines. For the 2005-2008
period, these guidelines focus
on three main strands of the
Lisbon Strategy T macroeco-
nomic policy, microeconomic

policy and employment. They require that in the respective yelds differ-
entiated objectives be set for the member states depending on the spe-
ciyc situation in each country. In the yeld of employment the EU suggests
eight guidelines, asking member states to take them into account in their
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employment policies and to report back through their national reform
programmes.

In the progress report on the implementation of the National Reform
Programme (NRP) in Bulgaria there is no reference to the Integrated
Guidelines. This is partly due to the very broad and vague requirements
which allow for rather free interpretation on the part of member states, as
is in fact the case with the Bulgarian governmentis reporting.

Issue: Social inclusion

Bulgaria started negotiations with the EU and eventually joined the
Union at a time when the European social model and the welfare states
were in a process of transformation. This coincided with a rather prolonged
transition in Bulgaria, which happened at a high social cost. Bulgaria also
had a legacy of pre-transition institutions and approaches to social policy,
which created a strong path-dependent trajectory of the countryis social
policy agenda. Last but not least, the EU has hardly been the single or
even the yrst international player to inpuence Bulgarian social policies
either directly or through the many overlapping policy areas, such as
employment, health care, education, small business promotion, taxation,
pensions, access to public services, regional policy, etc. The EU started
to dominate the fiexternald agenda-setting only towards the end of the
nineties, namely with the release of the yrst reports on Bulgariais progress
towards accession. The early post-socialist years, if not all the nineties, were
shaped by the domestic political process and the inpuence of international
organisations and bilateral development programmes T the IMF, the World
Bank and USAID.

Hence, while Bulgaria and the EU have been simultaneously undergoing
a change in their social policies, what can be called firecalibrationo in the
case of the old member states means, in the case of Bulgaria, complete
reshaping or even starting from scratch. That is the case with most of the
programmes addressing poverty, homelessness, school dropout and other
dimensions of extreme marginalisation, which did not exist or were not
recognised as such in socialist times.

Issue: Access to services

Equitable access to services in Bulgaria still faces many challenges.
There are three major aspects of the access to services T geographic
distribution, infrastructural accessibility and impediments to access due
to discrimination or poverty. Equitable access to health care is one of the
problematic issues. Discrimination against Roma is documented in reports
by NGOs. The Bulgarian governmentis National Strategic Report on Social
Protection and Social Inclusion recognises that there are obstacles to the
access to health care for some groups 1T the Roma and those living in isolated
rural areas. Access to social services is still limited by the small number of
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The EU has proved to services provided in the community and
have |everage on the the high rates of institutionalisation,

. . especially among children.
social services reform pTh EyU ) 9 e
. .. e as proved to have leverage
through public opinion on the social services reform through

anc_j the media in the public opinion and the media in the Union.
Union The process of Bulgariais integration into

the EU has generated high interest in the
social situation in this country. The BBC made a ylm about the situation of
children in Bulgarian institutions, which provoked a harsh reaction from all
over the EU. The Bulgarian institutions were forced to comment and to show
activity on the issue. This case demonstrated the powerful inpuence of public
opinion in the EU, an inpuence not known to Bulgarian institutions.

Issue: Pensions

Bulgaria introduced in the nineties the three-pillar insurance model
developed and promoted worldwide by the World Bank. The three-pillar
model does not conpict with EU rules. In the course of the reform of the
pension system, there have been heated debates on what shape the latter
should take. Some have argued for the PAYG (pay-as-you-go) system,
in which the pensions of current pensioners are paid by those currently
employed. Others belonging to neo-liberal think-tanks have argued for
a completely capital-accumulating model with private pension accounts
T a system in which there is no trace of solidarity. Such debates are still
underway because a very important aspect of the pension reform has
not been ynalised yet T the system is not sustainable. At some point the
ynancial unsteadiness of the system may become a political argument
strong enough to warrant a revision of the institutional set-up, which looks
yrmly established at present.

The EU does not have a common policy on pensions and this is an
important shortcoming of the EU common market, because the way
pension contributions and pension funds function is crucial to the issue of
free movement of people and capital. It is also crucial in reducing the risk
of poverty and promoting social inclusion.

The EU has started to develop some common thinking in the yeld
of pensions but mainly as a tool for addressing the adequacy issues
underlying the social function of pensions. Much less attention is paid to
the sustainability of pension systems, which are threatened by the ageing
of the population T yet without sustainability, adequacy can hardly be
guaranteed.

Bulgaria has no strategy for guaranteeing the sustainability of the
pension system. The attitude of the Bulgarian government in this respect
can be characterised as careless.

EU leverage could be increased by developing some common policies
and common standards for guaranteeing sustainable and adequate
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pensions. In the long run, even pooling Bulgaria has

of risks and_ therefore pOO|II_’19 of_ fu_no!s no strategy for

can be considered. But at this point it is .
guaranteeing the

too early to even discuss this option. ) o
sustainability of the

pension system.

The attitude of the
Bulgarian government
In Bulgaria, as in the other EU in this respect can

member states, the main tool for be characterised as
aligning policies in the social yeld is
careless

the Open Method of Coordination,
which Bulgaria joined two years before
joining the EU. The European Commission (DG Employment, Social Affairs
and Equal Opportunities) and the Bulgarian government (the Ministry of
Labour and Social Policy) have come to a common understanding about
the background, the key challenges and the necessary policies. The Joint
Memorandum on Social Inclusion of the Republic of Bulgaria (JIM) contains
a valuable statistical annex, which is a somewhat chaotic mix of indicators
produced by Bulgarian statistics, data from World Bank surveys on poverty,
and what is probably the yrst systemic publication of the main commonly
agreed indicators of monetary poverty, the so-called Laeken indicators.

In September 2006 Bulgaria prepared its yrst National Action Plan for
Social Protection and Social Inclusion for the 2006-2008 period. This plan
de facto identiyes the targets set by the Bulgarian government in the social
yeld in the crucial yrst two years of the countryis EU membership. It marks
Bulgariais participation in the yrst cycle of the Integrated OMC in social
protection and social inclusion. Most of the targets set, especially those
related to employment, were not hard to achieve in the context of strong
economic growth. However, the target for reducing school dropout rates
not only failed to be met, but the latter actually increased during the 2006/
2007 school year and may increase even further due to the rather rigid
application of per-capita funding formulas with little social sensitivity.

Issue: Social
security system

Issue: Social services

There are two main targets set by the National Strategy for Social
Protection and Social Inclusion (2005-2008) (NSSPSI, a key strategic and
reporting document under the social OMC) T decreasing the number of
persons using social services in specialised institutions, and increasing the
number of persons from vulnerable groups using social and health services
within the community. The EU played an important role in the process
of building new community-based social services and understanding the
difference between social assistance and social work, although the World
Bank also had a signiycant role in this respect. The inpuence of the EU
was channelled not only through the EC reports and the OMC but also
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through the participation of experts from different EU countries in projects
in Bulgaria. Such projects were funded mostly, but not only, by the Phare
programme.

Issue: Roma/Zother minoritiesi integration
and citizenship issues

During the transition years, policies towards the Roma in Bulgaria
represented a mix of indigenous approaches and legacies from the past,
and external inpuence. The turbulent nineties brought for the Roma mostly
impoverishment, unemployment and overall deterioration of their social
status and living conditions. Policies in that period lacked coherence and
were mostly based on poorly coordinated projects and programmes. The
important milestones in Roma integration policies came at the very end of
the nineties and in the new century.

The yrst milestone was the Framework Programme for Equal Integration
of Roma in Bulgarian Society (hereinafter referred to as the Framework
Programme) adopted by the Bulgarian government on 22 April 1999. The
Framework Programme stipulates a broad spectrum of measures in eight
different spheres of social life, the ultimate goal being fireal equality for
Roma in Bulgariad. The basis of these measures is the acknowledgement
that Adiscrimination against Roma in social life creates problems for society
and in the socio-economic and cultural-educational realmso.

In the realm of education the Framework Programme provides for
several types of measures directed at overcoming discrimination and its
effects. The Framework Programme was the outcome of various pressures,
one of which was the prospect of EU membership, though it was probably
not the decisive one at the time.

The second milestone was the Decade of Roma Inclusion. This broad
initiative was meant to address inequities in different sectors. The idea was
supported in different ways by governments, the World Bank, the Open
Society Institute, the United Nations Development Programme, the Council
of Europe Development Bank, the Organisation for Security and Cooperation
in Europe, the Council of Europe and the European Commission. In February
2005, the Decade was launched in eight Eastern and Southeast European
countries, including Bulgaria, Croatia, the Czech Republic, Hungary, the FYR
of Macedonia, Romania, Serbia and Montenegro, and Slovakia.

Thus, the EU joined other international organisations and bilateral
donors in Bulgaria in pointing out the importance of Roma integration for
EU membership. Eliminating discrimination was mentioned in the political
criteria for membership, while speciyc aspects of Roma integration found
their place in the EC pre-accession monitoring reports. Finally, these issues
were addressed by the OMC. In the sections of the strategic reports where
old member states had to address the challenge of migration (from Turkey,
North Africa, etc.), new member states like Bulgaria and Romania had to
make plans on how to integrate the Roma into their societies. In terms of
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the resources provided, however, the EU Structural Funds offer a chance to
invest in integration through some really signiycant resources, whose scale
is large enough to make a difference. But to ensure effectiveness, the EU
must closely monitor the governance of these funds, including the issues
of participation.

Issue: Housing

Policies in the yeld of housing in Bulgaria have been very wavering.
Bulgaria has performed poorly in almost all aspects of housing policy,
such as social housing, support for young couples, protection against
unlawful eviction, and guaranteed housing for those who have to be
evicted from illegally occupied dwellings. During the transition, the state
and municipal housing stock was depleted either by being sold away or
by wearing out due to inadequate maintenance. Bulgaria has several
national programmes related to housing which, however, display a strong
conydence in market forces and little commitment from the state. The
only exception is the programme for improvement of the living conditions
of the Roma, which does not work as planned T the initial commitment
announced was for more than BGN 1 billion but the actual spending
until now is in the range of a couple of tens of millions. Housing issues
have become part of the social OMC, but the EU is still in a process
of developing common standards for decent housing. Therefore more
signiycant pressure from the EU cannot be expected in the next few
years, although there are examples of different practices which can be
shared through the mechanism of peer reviews.

Issue: Poverty

Poverty has been on the public agenda since the yrst turbulences at
the beginning of the transition which brought about a sharp decrease in
the economic output and the real income of many Bulgarians. At that time
and throughout the nineties, poverty analysis was mainly framed in the
old concepts of a consumer basket and a social basket. In the new century
the World Bank introduced to Bulgaria the WB approach to deyning and
analysing poverty, which came in the form of a series of reports based on
Multitopic Household Surveys.

The EU (Eurostat) methodology and the related understanding of
poverty gained prominence in 2006 with the yrst EU-SILC (Statistics on
Income and Living Conditions) survey. The core data on welfare measures
concern the so-called Laeken indicators T a set of common indicators on the
welfare and social conditions, which are produced for each member state
and aggregated for the EU level. The Joint Inclusion Memorandum (JIM)
between the Bulgarian government and the European Commission, which
is the yrst step in Bulgariais participation in the social OMC, concluded that
social protection still posed a signiycant problem despite the existing system
of Guaranteed Minimum Income. It also pointed out the high poverty risk

uo



associated with unemployment, which calls for preventive action beyond
active labour market policies.

In the last three years and especially after Bulgariais entry into the
EU, the Bulgarian government has decisively deviated from most of the
anti-poverty policies outlined in the JIM and has embarked on a neo-
liberal model. The old commitments were swept under the carpet, without
mentioning why the government had forgotten them. It seems that the EU
has little leverage to inpuence this process through the OMC. Therefore
some more rigorous reporting requirements will help to at least identify and
analyse more clearly the non-fulylled commitments, although they cannot
be a substitute for a shared vision of the future of a social Europe.

Conclusion

In the case of Bulgaria, full continuity exists in the countryis participation
in the social OMC before and after its effective EU membership, therefore
EU membership itself does not impact upon the dynamics of social policies
development in Bulgaria.

The fact that welfare systems are in a process of recalibration in
most EU member states does not allow for the use of harder coordination
instruments at the EU level because pexibility is essential. However, the
tools which are part of the social OMC need some improvements. There is
a need for expanding common objectives and indicators into new yelds as
well as for setting national targets. Policies without such strict targets are
not always respected enough by the national governments.

The apparent deycit of coordination at the EU level between yrst class
policies from the renewed Lisbon agenda and social inclusion policies is
translating into similar parallel developments on the national level. Social
inclusion policies need to be given higher priority, which can be fostered by
stricter monitoring and reporting. This is especially necessary in Bulgaria,
where the welfare system is still very vulnerable to libertarian experiments
and populism.

During the last three years and especially after Bulgariais entry into
the EU, the Bulgarian government has decisively deviated from most of the
anti-poverty policies outlined in the JIM and has embarked on a neo-liberal
model. It seems that the EU has little leverage to inpuence this process
through the OMC. Some more rigorous reporting requirements will help to
at least identify and analyse more clearly the non-fulylled commitments,
although this cannot be a substitute for a shared vision of the future of a
social Europe.
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Health System

Summary

The health system in Bulgaria
is shaped by the legacy of
socialist development with

the establishment of a state-
governed Soviet-like model.

In 2000 the Bulgarian health
system underwent a profound
reform, moving from the state-

governed Soviet-like model to a

public-private model.

The reform affected both the
providers of medical services
and the ynancial structure

of the system. The role of the
State was reduced but not fully
removed from some strategic
sectors and from medical
establishments of national
importance.

The general health care reform
in Bulgaria is not completed
yet and some major pitfalls
can be observed with regard to
the quality of services, limited
access to the system and the
effectiveness of the services
provided.

gooooogrooogoa

State of Affairs
in the Sector

Health care in Bulgaria is or-
ganised at three levels: pri-
mary, specialised outpatient
(secondary), and hospital level.
There is also a system of emer-
gency care, a system of public
health, a system of medical
education, etc.

Issue: The primary
level

The primary level is based
on the system of General
Practitioners (GP), organised
in group or individual practices
and working under a contract
with  the National Health
Insurance Fund (NHIF). There
are about 5 000 private GPs in
the country. One GP provides
services for about 1 200
citizens, which is in accordance
with the European standards
of health care quality. The
problem is that there is no
particular regulation to restrict

the number of citizens per GP. So there are practices with 2 000 to 2 500
and more patients/citizens registered to one GP especially in remote rural
areas, which are less attractive to work and live in. Such practices have a
negative impact on the quality of services. The general practitioners serve
as figatekeeperso to the other two levels of the health care system. The
gate-keeping function is based on the limited number of possible referrals
of patients to specialised care, which the NHIF periodically allocates to each
primary practice.
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Issue: Specialised outpatient care

Specialised outpatient care is also private. It operates on a contract
basis with the NHIF/other private fund, or on a totally private basis. These
are the so-called fifree riderso. Most of the specialised practices have a
contract with the NHIF. There is a positive trend whereby some of the
services provided by hospitals are being transferred to outpatient care T for
example, one-day surgery, some forms of eye surgery, and full medical
tests. Thus the number of hospitalisations and the length of stay in hospitals
is decreasing, which improves the management of available resources. The
problem is that most of these modern technologies are concentrated in just
several big cities and that access to them is often limited. There is also a
risk of duplication of some of the services or medical tests whose costs are
covered by the NHIF.

Issue: Hospital care

The total number of hospitals in Bulgaria is 292, which is disproportionate
to the available resources in the system. The intentions of various
governments to reduce this number have so far been ineffective. Hospitals
are divided also according to their functions, equipment, territorial
distribution and area of service. Most of the small municipal hospitals,
although claimed to be necessary for acute treatment, in fact do not treat
serious cases, the latter being referred to the big regional hospital in the
area. Due to this common practice of avoiding complicated cases, small
hospitals paradoxically incur less or no debts compared with the big regional
or university hospitals. In the last yve or six years all the big hospitals have
had debts, periodically cleared by the Ministry of Health. The mechanism
of this inefyciency is related to the nature of ynancing by the NHIF through
so-called clinical pathways or deyned algorithms for care for a speciyc case
or diagnosis. Although complicated cases in a small municipal hospital may
have been subsequently referred to the regional one, the money for the
case remains in the yrst hospital and the patient is admitted to the second
hospital as an emergency case or by another clinical pathway.

The number of private hospitals in Bulgaria is increasing rapidly. In 2007
there were 71 private hospitals. In theory, this fact ought to contribute
to the improvement of the quality of health care services through the
establishment of a competitive environment for private and public facilities.
However, this is not the case in practice. The medical services offered
by a large number of providers are confronted with the limited ynancial
resources of the NHIF. According to the existing regulation, the NHIF cannot
refuse to conclude a contract with any provider who is ofycially registered.
As a result, there is a persistent deycit in the system (see Health Care Map
in Section D).
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Issue: Emergency care One of the major

Emergency care is governed and p_ro_blems is the
ynanced by the Ministry of Health. It contradiction between

is centralised and distributed over the the universal package
country according to the territorial of services announced
administrative  structure. In fact,

oo ) by the government
the system is divided into two parts . ;.
T the yrst involves transportation to . ar_]d the mSUfyCIent
the hospital and the second is the Yhancing of the system
emergency ward where patients are in general
admitted. This situation creates two
types of problems related to ynancing and human resources. Because of
the lack of strict delineation between emergency and planned treatment,?
very often the state ynancing does not cover emergency cases that are
hospitalised. It is only for those who receive some form of ambulatory
treatment. The rest of the costs are covered by the NHIF, which is
insufycient, especially for complicated cases. The second problem is related
to the motivation of the medical teams working in ambulances. They have
no incentives for professional development (as a compensation for their low
salaries) because of the broken link between yrst aid and further treatment
at the hospital.

Issue: Quality of health services

In the last few years the quality of medical services has tended to
deteriorate. There are many reasons for that, including the low wages in the
sector and the lack of incentives for good performance, especially among
nurses and other staff. As regards the recipients of medical services, there is
also a lack of incentives to participate in the mutual ynancing of the system
based on the principle of solidarity. About one million Bulgarian citizens
are not insured, even though health insurance is obligatory by law. One of
the major problems is the contradiction between the universal package of
services announced by the government and the insufycient ynancing of the
system in general T 4.3% of GDP and 6% of the total income premium for
health insurance. This situation is conducive to corruption, limited access to
health care, bad quality of service and distrust in institutions.

Corruption in the health system is a serious issue. According to some
surveys (Open Society Institute Report on Informal Payments in Health
Care in Bulgaria, 2008), the informal payments in the system do not
exceed BGN 75 million (about G40 million). The adopted criterion according
to which these payments are considered illegal is lack of documents and
it repects only doctor-patient transactions. This ygure seems surprisingly

1 AEmergency treatmento applies to cases in which there is an immediate threat to
the life of a patient; once the immediate threat to a patientis life is removed, the patient
qualiyes for fiplanned treatmento.
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low, considering the widespread perception of the general public and the
media about rampant corruption among medical professionals. Much larger
sums of money are paid out of pocket in the form of co-payment for drugs,
consumables, medical devices etc. T estimated at a total of more than BGN
900 million (about G400 million). As the decision on that is taken at the
central level, this indirectly suggests that the corruption issue concerns
foremost the higher level of the health care system.

The accreditation process of health care facilities in Bulgaria is formal
and seriously deviates from its original purpose, i.e. to help medical facilities
to improve their performance and quality of care. The accreditation ranking
has no consequences for the future ynancing of the facility or other aspects
of its activity.

One instrument for governance and good quality of services is the
introduction of standards for care in different specialties. Standards for
care have been adopted for most of the clinical disciplines and partly for
the payment of hospital care through clinical pathways. In compliance with
the Health Care Establishments Act, the Bulgarian government plans the
number and the activities of inpatient and outpatient services, emergency
centres, and social care homes, as well as of physicians and dentists on
a territorial basis. The instrument for the application of this regulation is
the National Health Map (NHM). This instrument could prevent a number
of negative aspects concomitant with the introduction of market elements
in health care T large number of providers, concentration of services in
the big cities, service-induced demand, ficream skimmingd phenomena,
etc. Unfortunately, the authorities have not used this important tool for
regulation of the health care market properly so far. Although the new NHM
had to be updated two years ago, this has not been done to date.

Issue: Reform of the health sector

The political changes in Bulgaria during the last decade of the twentieth
century gave an opportunity for profound changes in the overall health care
sector. The reforms carried out aimed to improve the quality of services by
introducing market elements into the existing state-budgeted and state-ad-
ministrated system of health care. The establishment of an independent pub-
lic ynancial institution in health care, such as the National Health Insurance
Fund, the privatisation of outpatient care, and the so-called ficorporatisationo
of hospital care were expected to lead to an improvement in many of the
health, economic and social indicators. Most of these good intentions, how-
ever, remain on paper. The reason for this is lack of sustainability regarding
the accepted direction of the reform, as well as the constant experiments
and partial changes that have taken place since the launch of major reforms
in 2000. The level of satisfaction with health care among the public as well as
among medical professionals themselves is very low.

The general health care reform in Bulgaria needs to be completed in
terms of:
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b ynalisation of the privatisation process;
b de-monopolisation of the NHIF;
b more active introduction of complementary private/public funds;

b deynition of the basic package of services and its matching to the
available ynancial resources;

b improvement of the management of the system on all levels;
b creation of incentives for medical personnel.

A new national health strategy has been recently adopted by parliament,
in which some of these suggestions have been taken into consideration.
However, there are still no indications that the new strategy will lead to any
improvement in practice.

Issue: Financing

The ynancing of health care in Bulgaria is based on the compulsory
insurance model with a large range of solidarity. The Bulgarian state has an
important role in the ynancing of some strategic areas, such as emergency
care, blood transfusion, and inpatient psychiatric. The state budget also
contributes to the insurance model for some categories of citizens whose
health insurance is covered by the state or municipal budget. There are
private funds for additional (optional) services as well as services from the
deyned basic package by the state and the National Health Insurance Fund.
until 2009, the premium for services provided under public insurance in
Bulgaria was 6% of the total individual income. This is the lowest premium
compared with all other countries in the EU.

Initially, the relevant law adopted in 1998 provided for a 70:30 sharing
of the 6% health insurance premium between the employer and the
employee. In 2008 the ratio of the premium was changed to 60:40 and the
tendency is for this ratio to eventually reach 50:50. From the point of view
of the liberal aspect of the philosophy of the reform, it is supposed that
personal engagement in the ynancing of the system will be encouraged.
The hidden risk here is related to the low level of solidarity and motivation
for self-participation in the system. In Bulgaria most employers prefer to
insure employees on the basis of the minimum wage. On the other hand,
if employers have to pay the larger share, it is expected that they will pay
more attention to preventive measures like ensuring healthy conditions at
the workplace, health promotion activities, etc. That is why it is difycult
to judge whether this tendency is good or bad in the context of the future
intentions of the government to increase the premium up to 8% and to
introduce private funds into the system in order to reduce the monopoly
of the NHIF. For the time being, more than one million citizens in Bulgaria
are not insured or are covered by the state or municipal budget. If the
pressure for self-insurance increases without improvement of the quality
of medical services, there is a risk that the whole system may break
down.
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Ofyecially, there is no co-payment in Bulgaria in the sense of cost-sharing
by the patients for medical services. Bulgarian patients have to pay part
of or the full price of drugs, consumables, etc. that are not covered by the
insurance scheme. The only legal out-of-pocket payment directly to the
doctor, regulated by law, is a consumer fee of 1% of the minimum wage
for each visit to an outpatient care facility and 2% for inpatient care but
for not more than 20 days after admission. A number of social groups
(including persons with some level of disability because of mental disorder),
are exempt from this obligation. Because of the discrepancy between the
universal package? of services and the limited resources of the NHIF, in
practice co-payment is unavoidable for a number of services, although this
is not ofycially announced. This situation creates tensions in the system
between providers and consumers, and undermines trust in the system
and the level of solidarity. Recently, the group of patients exempted from
payment of a consumer fee was extended due to social reasons. Thus the
idea that the consumer fee as a preventive tool against unnecessary use
of health care must be symbolic and should not contribute to the income of
the provider has been undermined.

Issue: Hospital privatisation

Since 2000 all hospitals are registered as commercial entities under the
Commercial Law procedure. Twenty-eight regional hospitals are joint-stock
companies with 51% state participation. Other hospitals (national centres),
are 100% owned by the state (the Ministry of Health). This enables the
government to direct the privatisation process in a better and safer way.
Although the future privatisation of hospitals is being debated in parliament,
the ruling parties have not reached agreement on the issue so far.

Issue: Private health insurance funds

In Bulgaria there are 20 private health insurance funds, but their impact
on health insurance in the country is about one percent.® Most of the funds
work as simple insurance companies based on reimbursement of incidental
expenditures without deyning and announcing a package of services or
some insurance scheme. For the time being, the role of these funds remains
insigniycant because of the speciyc provisions in the law: private funds
may provide the same package of services as the national fund, but those
who decide to insure themselves in private funds are not exempted from
the obligation to pay premiums to the National Health Insurance Fund. This
duplication does not create a basis for competition between funds; on the
contrary, it prevents citizens from opting for private funds because of the
double payment for the same package. According to the last governmental

2 The universal package of services covers almost all health care problems.

3 For 2007 the aggregate budget of all private insurance funds was BGN 25 million,
as against BGN 1.9 billion in public expenditures on health.
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decisions, as of 2009 the total premium for health insurance will be
increased to 8% of the total personal income. It was initially expected that
the government would share the additional 2% of the premium between
private health insurance funds and that citizens would be obliged to choose
one of them. This implied strict deynition of the package to be covered
by the NHIF and of the package to be covered by private funds, without
overlapping of the two packages. This system was expected to end the
present dubious situation described above and to diminish the discrepancy
between the number of services deyned in a package and the ynancial
resources collected for that.

However, this decision has been postponed and as of the time of
this study (February 2009), the additional 2% are to go into the general
reserves of the NHIF.

Issue: Human resources

The number of doctors has been relatively stable in the last couple
of years (2005-2007), at 36.5/10 000. Compared with other European
countries, this is an average number of physicians. There is a stable
tendency towards a decrease in the number of nurses, pharmacists and
laboratory staff. In 2006, the number of nurses and midwives was 45.7/
10 000 T one of the lowest ygures in Europe. If in 1990 the proportion
between high medical personnel (doctors) and other medical specialists
(nurses, laboratory staff etc.) was almost 1:3, now it is less than 1:2. The
lack of incentives for middle medical staff is one of the main reasons for
this tendency. The reduced number of middle personnel (mainly nurses and
midwives) is related to the deterioration in the quality of services, such as
risk of complications because of poor medical care after acute treatment.

Conclusion

There are only very few direct EU mechanisms that could help solve the
problems in the health care system in Bulgaria. With regard to the provision
of medical services (i.e. curative medicine) and in terms of ynancing, there
are no directives and regulations that could be applied to the variety
of national systems of health care in the member states. Besides the
existing regulations for public health services T sanitary control, food and
safety, safety at the workplace, infectious diseases control, trans-border
cooperation, etc. T EU leverage could be effective in the realm of patientsi
rights, care for vulnerable groups, mental health, anti-stigma legislation.
Through observance and protection of patientsi rights some good effects
could be achieved in the yeld of doctor/patient relations, quality of medical
services and fraud avoidance.

Indirect European leverage could have considerable effect on
malpractices in the yeld of care for disabled persons, children with special
educational needs, mental health institutions T in short, all aspects of care
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and treatment of vulnerable groups. The governmental obligations under
the respective international treaties and conventions could be monitored
to ensure effective implementation, and conclusions and recommendations
could become part of the monitoring reports for the country. So far concrete
EU recommendations have been adopted by the decision-makers in Bulgaria
in the form of policy documents and general legal provisions, but it is the
implementation of the concrete steps that is extremely problematic. The
gap between formal policy papers and actual practice undermines the basic
principles of the reform in the sector.

uo



Educational System

Summary

When Bulgaria joined the EU,
the country was already in

the middle of rather intensive
educational reforms. These
reforms were inspired,
technically supported and often
funded by international donors
other than the EU. Reforms
included the introduction of
delegated school budgets and
per-student funding formulas,
and the creation of a system
for external assessment of
student performance and
outcomes based on tests and a
matriculation examination at the
end of secondary education.

In the yeld of higher education
and vocational education and
training, Bulgaria participates
in the so-called fiprocesseso.
These are voluntary coordination
mechanisms, which start by
signing a common declaration
at ministerial level. Both the
Bologna process in higher
education and the Copenhagen
process in vocational education
have a positive impact and
Bulgaria should continue to
participate in them actively.

gooooogtoaoooa

State of Reform of the
Education Sector

(all levels of education
from primary to higher)

Bulgaria is above the EU aver-
age only in terms of the 22-
year-olds who have completed
upper secondary education ac-
cording to the joint EU reports
on the implementation of the
EU Education and Training 2010
programme. On the other four
monitored indicators (number
of maths, science and technol-
ogy graduates, lifelong learning
participation, early school leav-
ers and results for low achiev-
ers in reading), which corre-
spond to the targets set in the
Lisbon Strategy, the country is
lagging behind and progress is
slower than the average rate of
progress for the EU. Bulgaria
and Romania performed par-
ticularly badly on the OECD
indicator of reading proyciency
among 15-year-olds. Both
countries had a low perform-
ance rate of around 40% T the
lowest score in the EU.

Upon joining the EU
coordination mechanisms in

school education, Bulgaria was already in the middle of rather intensive
reforms in the yeld of education, which were speeded up especially in
the last years before EU accession. These reforms are still in progress.
The accumulated change in the system would be repected by the new law
regulating school education that will change the National Education Act.
The roots of these reforms lie mainly in inpuences which can be traced to
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international donors, especially the large-scale Education Modernisation
Project funded by a World Bank loan. Although the project failed in the
late nineties and the loan was discontinued, the inspiration and fuel for key
reforms in education came from documents developed jointly by the bank
and the government to justify the project. This includes the reform in the
ynancing of school education (delegated budgets being an exception), the
pilot phase of which was ynancially and technically supported by the Phare
programme, the key issues of decentralisation and governance, teacher
career and remuneration, and external evaluation. All these issues were
primarily inspired and supported by the World Bank and non-governmental
organisations (analysts and think-tanks of the Washington consensus).

As in many other policy areas, the EU inpuence comes after some basic
tenets of the education reform have been established. Currently the EU
can inpuence to some extent the next stages of the Bulgarian reform, for
the purpose of which the development of the OMC in education should
be intensiyed and the accent should be put on the adequate funding
of education. This can be done by setting some common standards of
investment in human resources as already addressed within the education
OMC.

The EU can have greater leverage in Bulgaria through more extensive
use and stricter reporting on common targets and indicators. In Bulgaria
targets deyned at the EU level are barely mentioned in key strategic
documents for the development of school education, such as the National
Programme for the development of school and pre-school education. They
are considered only when some special reporting mechanism is in place
(e.g. special report prepared by the Ministry of Education on progress in
the implementation of the Education and Training 2010 work programme).
This indicates that such targets have not yet become part of the indigenous
policy process. It will take time before they start to be consciously pursued
by the government and valued by citizens. This is the case of the PISA
scores, some of which are also used as a common indicator by the EU (low-
achieving 15-year-olds in reading). PISA results trigger intensive policy
debates in Germany and can even inpuence the position of the Minister
of Education. In Bulgaria they go almost unnoticed. This difference shows
the governmentis and societyis attitude towards education and indicates to
what extent education is a priority on the government and public agendas.

In the yeld of higher education Bulgaria is moving towards more private
funding of the system and is preparing the introduction of a student loan
system. The EU has little formal inpuence on this process although the latter
has been coordinated with the EU Commission. The Bulgarian Ministry of
Education needs technical support in reviewing practices in other countries
and in planning the ynancial aspects and timing of the reform. Bulgaria
has also made progress in the introduction of a quality assurance system
in higher education by creating a National Accreditation Agency that is
in charge of approving (licensing) educational establishments, faculties
and university curricula based on a set of formal criteria. This however
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does not amount to having fully The only direct tool
developed quality assurance systems at for EU inpuence on

universities. To speed up this process, . .
the Ministry of Education wants to the BUIga”an h'gher

support the development of a university education system is
rating system. the Bologna process,

The only direct tool for EU inpuence to which Bulgaria has
on the Bulgarian higher education been party from the
system is the Bologna process, to which very beginning

Bulgaria has been party from the very

beginning. This fiprocesso is a speciyc form of voluntary cooperation, which
is also used in the yeld of vocational education. It fiinviteso each country
to participate and offers inclusion in a common space. Staying out of the
common space would usually mean isolation and lack of opportunities, e.g.
lack of opportunities for students and teachers to travel, work and study
in educational establishments in other countries and to gain intercultural
experience. The Bologna process is expected to create a so-called European
Higher Education Area through harmonisation of academic degrees and
quality assurance standards in higher education. Bulgaria should continue
its active participation in the Bologna process, for this will translate into
increased mobility of those in education and employment. A similar process
exists in the yeld of vocational education T the Copenhagen process, in
which Bulgaria is also involved.

There is also a clear trend towards gradual integration of all education
policies within a common framework at the EU level. The life-cycle approach
to learning and skill formation has the potential to streamline all education
strategies around the key objective of human resource development.
Bulgaria still has a lot to accomplish in order to put its education policies
on this strategic track. Public investment in mobility (not emigration but
circulation) is the best tool that can be used to yll the gaps. The horizontal
EU programmes alone are not enough, and more support is necessary
from national sources to promote mobility. This includes direct support
for travelling as well as investment in the long-term pillars of mobility
T language training and transferable qualiycations and skills.

Issue: External evaluation, inspection and quality
of education

The reform of inspection is still forthcoming in Bulgaria, though it is
not as hotly discussed as external evaluation. Matriculation examinations
(matura), which are the main component of external evaluation, were
introduced for the yrst time at the end of the 2006/2007 school year. The
results from the yrst matriculation exams were rather high because the
tests were deliberately designed to be easy for political reasons. For years,
there had been strong opposition against the introduction of matriculation
examinations, therefore it was important not to have too many failures

oo



or too low scores in the yrst round. For some years experimental tests
at the end of Grades 4, 5 and 7 have also been conducted. This process
has not been inpuenced by the EU in any perceivable way. It has been
inpuenced by the World Bank and partly by the OECD PISA international
comparative study of school education, in which Bulgaria participates. The
EU can inpuence the process through the introduction of quality assurance
standards used in EU member states through the peer review process and
with funding from horizontal EU programmes for the promotion of exchange
and mobility in education (the quality assurance system promoted by the
European Foundation for Quality Management seems to be the most
widespread).

Issue: Teacher training and career

Bulgaria has started to develop a new system of teacher training and
career path, though essential components are still missing, including a
system of differentiated payment for good teaching performance. There
has not been any direct EU inpuence on teacher training and career. It
is the trade unions that impact decision-making in this yeld by setting to
some extent the policy agenda and putting forward requests for increase
in teachersi salaries and career opportunities. As this is typical of the trade
union movement on the EU level, it can be considered part of EU leverage.
The EU can also inpuence the process of teacher training and career through
the instruments of EU Structural Funds and especially the EU Social Fund
(the Human Resource Operational Programme).

Issue: Governance and school management

The reform of the governance system has already started in Bulgaria but
in a rather chaotic way. For example, ynancial decentralisation has led to the
delegation of school budgets but the instruments available to municipalities
to manage the process have remained very limited. Mayors are not yet able
to choose and appoint the school directors/principals; this is done by the
Minister of Education through the regional education inspectorates. The EU
can inpuence this process through the mechanism of peer reviews, part of
the OMC. The practices of education governance in other EU countries could
be extremely useful for Bulgarian education administrators and experts at
the Ministry of Education and within municipalities and NGOs.

Issue: Financing of education

Bulgaria is in the last stage of a long reform of the system of ynancing
secondary education. The reform started in the mid-nineties with the yrst
pilot experiments in delegated budgets and it has developed independently
of EU inpuence. The only exception is the initial stage of delegated school
budgets, which was funded by the Phare programme and in which experts
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from different EU countries were The main issue of
?nv;)hlyeo,l. IEffecltive dire%I EUb Ieveragf[ education equity
in this yeld is less possible, because i . L

is part of the ynancial and budgetary ) n _BUIga”a is the
matters which are by default left within 'ntegrat|0n_ of S_tUd?r_‘tS
the remit of individual member states. from ethnic minorities
However, the EU can introduce common into school education
quality standards, the fulylment of

which will require enough investment and thus regulate education ynancing
in an indirect way.

Issue: Equitable access to education

The main issue of education equity in Bulgaria is the integration of
students from ethnic minorities into school education. The EU has not
been the main player in this endeavour until now, but it can acquire a more
important role within the framework of the social OMC and the OMC in the
yeld of employment. Basic literacy and access to education in particular are
issues within the social OMC. Skill creation, skill forecasts and matching
between skills acquired in formal education and those necessary for a
successful life are common issues for education and employment policies.
This is an indirect instrument for inpuencing education policy decisions.

Issue: Student performance and outcomes

The topic of student performance is closely related to the topic
of external evaluation as a way to measure student performance. In
Bulgaria there is an ongoing public debate about the need to reform
internal evaluation (the standards by which teachers assess student
performance on a day-to-day basis and at the end of each term and each
school year). There is widespread consensus that the way teachers assess
the performance of students differs substantially from school to school,
therefore scores in studentsi certiycates and diplomas are not a reliable
indicator of performance. Now this assumption can be checked against the
results from external evaluation and especially the matura. However, there
is no direct instrument at the EU level which can help this endeavour.

In the EU there is no common framework for assessing student
performance. However, after the Lisbon Strategy the EU has started to use
as a common indicator the results from some international tests like the
OECD PISA literacy scores for 15-year-olds. In Bulgaria this soft approach
does not seem to be producing much impact. Thus the OECD student test
scores provoked less debate than in other EU member states, apparently
because they were not part of any mandatory monitoring process. In order
to inpuence education policies in Bulgaria, the EU has to move faster to
the next stages in the development of a common system of indicators.
More detailed, speciyc targets for the member states need to be deyned
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and a more rigorous reporting mechanism put into place. Bulgaria has
started to report formally on the achievement of key targets but EU-level
strategies have not become part of an indigenous policy-making process
yet. Increasing uniycation and transferability of qualiycations and skills
is a participatory EU-wide process, which can help Bulgaria successfully
update its system for assessing student performance both internally and
externally.

Conclusion

The EU can contribute to the improvement of Bulgarian school
education by developing further the Open Method of Coordination (OMC)
which is emerging in this yeld. The basic lines of reyning the method will
involve introduction of more detailed common indicators and benchmarks
(standards) and deynition of country-speciyc targets. Monitoring and
reporting can also be made more rigorous and demanding, as is the case in
more developed OMCs.

EU Structural Funds and especially the Social Fund are important tools
for EU impact on Bulgarian education in areas, such as teacher training and
qualiycation and school governance. They work through the methods of
direct investment in human resource development, transfer of know-how
and practices. This is the main mechanism of building a common education
policy in the yelds where the EU is not directly involved either by regulative
instruments or even by setting optional standards.

Bulgaria should continue its active participation in the Bologna process,
for this will translate into increased mobility of those in education and
employment. Bulgaria should invest more in the mobility of students and
teachers. Public investment in mobility (not emigration but circulation) is
the best tool that can be used to yll the gaps. The horizontal EU programmes
are not enough if Bulgaria wants to have competitive human resources in
the next decades.
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