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ASSistance to Bulqaria for Fiscal 197
S p bz JAPRN

1 Traininq Cours&s_jby JICA}

(1} Small & Medlum Slze Enterprise Management*:”7 tiainées-
o Applicatlonb are completed. Scheduled 3 weeks in
~ September/October. Lo : '

(2}13Telecommﬁn1catxons Management for 5. trainees Lo
SR Selecting éandidates Scheduled 3 weeks'in Decembar..

(3}._Enviro'ment for 5 trainees R oo r
S Program in preparation.- 3}weeks1in Jaﬁgary;“ﬂ

'(4)“ Agriculture' for 6 trainees _ A
B Program in preparation.- 3 weeks in January.

isj;l(‘_,,

> 5 {3 cardlologists &2 gastroenterologists)
fardiologists 1n tralning. Others in preparation

(6); Intr0duction to. chaxeoa 3 trainees (study tour)
cLS e STRLAT policy & policy coordination.- 8 =21 Septembax to
visit JICR & GOJ

"*Epilépsy treatment equipment to Institute of Neirology,
_Psychiatry & Neurosurgery in- Sofla ($320 000)

'glnﬁ.Technical Coogergtion Pro;ec;s (bx JICA)

‘_{1} ,Study on rational use of energy in 5 selected factories.
B Scope of work under negotlation

(2) Study on solid waste management
R 1n consideration

4;3;,EmerQency food aid (by MOFA)

‘755 ton of powder milk (200 mily yenfapprox;-s1.45'm11.)
- Donated through WFP. 100 ton for schools and 655 ton for
sale of which proceeds to go for charity.

. i~1h01tat;on-to Japan

(1) . study tour (hy MOFA)

:  (Introduction to Japanese broadcastlng and study on media
;neutrality . Channel ' 1 program director will visit Japan-
_end Oct for two weeks :
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[{Z)TfStudy Lour (by Japan Foundatlon) ' R '

o (i) Administration of cultural facilitieS' 1 candidate

;General Director of the National Palace of Culture
~hvisited Japan (Completed) , _

'"ff(iijglntroduction to _Japanese education: 1 candidate
R | hlgh bChOOl teacher Lo visit Japan for two weaks in

B 5 | 5»Macxo economic policy & 1ndustrlal pollcy (by MOFA)
4;Complated dn Jan: . 2 from Foreign Economic Relations '
0 Mindstroy: visited. Japan ‘
”gyfxiLﬁCommunlcatlons Policiés Seminar (by MPT)
E ;ﬁpxivatization and competitlveness 2 from CPT.
’6ff141n1tiat1ve bv Japanese pr:vate sectorn E

(1) {Nucleaf safety mission. _ '

S IQProfassor Mighima, Nuclear Englneering, visited Kozloduy
'-f-with Ambassador to IAFA, Recommendatxons to Enegy

G 1ttee, Bulgarla,’also to GOJ. o _

”(21;, afety operatlon of nuclear power plant 3 exparts C
T Offered by Federatlon 6f Eleétric Power Companies 1o the
@”Bulgarian side. Waitlng the nomxnation."

-.(3)51Ec0nomlc"pollcy advisory mission

© LD Shimamoto, -President of Japan ReSearch Institute,
;;ﬁvxsited Bulgaria at the request and met economic ministers.
“fReport and reodmmendations are on Bulgarian newspaper

af(4)f:Quality control/product1v1ty seminar, September
: 'ijn Sofia & Plovdov, by AOTS/univer51ty professor

.(SJk.JETRO 'SONY, Mitsupisi, Optelectronics Industry.
S ;‘]Assoclation, Japan Productivity Center are holding
_ﬁﬁseminals.,a- S

'(S)UVPort/Harbour development survey
‘ “Private consultant company will visit ports in late Sep. in
':a hope to find projects for iutule GOJ financing. '
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ih@ ecdnumlq refurm tﬁﬂL its atand in the centre . 0t the
spcxal attantlon,l and turned into main argument of the political
dlBCUﬁﬁlQnB.. Evaluatlons'-af the condltlon ‘and the prospects'.'f
Yy based on politlcal can51derat1ons,'creatp the danger.
af hdnce1ving 111us1ve hopes and false aims. Such an approach can
mpve aside the general nrlentatlon af the refnrm,rand lead to 1ts
_'cnllapse,' rhere is no doubt that this will extend the sbtial and
_;the pb}ltlcal chaas in the cnuntry The sober- m1nded anallsys of
atha, ach1evaments 1n the past five months since the beqxnnxng Joft

. 'raform hecess1tates a raassesqment of thp pr10r1t195 and ot

s of the ecaﬁomlc _policy. :

ChE RE&;{‘PEB' oF: 'IHE DRTHODDX STABILIZATION

The ‘government L was authorized to start a radical ~ economié
rafnrm in December 1990,  No mattPr what kind of evaluation could
be glvan to' the content of  the’ governmental programme, the

stabxliza;ion 415‘ the first and, in a short term, the main
compgnant. tHe reform. 1t  sets  itseld . three tasks = to
normalzze the price -structure, . to  break the inflationary

expectat;ons,:,and _4n’ - this base to elxm1nate the @ost  acute

macruecnnomxc 1mbalance5. _ o
The stab1112atxcn tad to bring the: economy out of a "manual

contrnl“' regxme, “and to prepare it for a requlat:on ‘with | the
'1nstruments of - the macroeconom1c pallcy.f Reqardless of  the
.general _ recnmmEndatlnns for EDmblnatlon of  the stabilizing
-compunent 'of the reform with the structural Loney the

stablllzatlon acts aﬁ a prelelnary cohdition for the creation ot
aﬁ _investment cl1mate, which stimulates the  increase of the
~1nterna1 sav1ng$ antd the. 1nf1ud of foreign capital. The- dosane of
tHe 5tab111zing 'measureg in the ipitial stage of the reform 1s
fﬁét‘ mined by the pitent of the structural imbalances and by the
_degree‘ Pt the manageab111ty of the economy . The transition
towards"structural reconstruction presumes not only a sufficient
reserve'o+ ‘savings,. but also a definite stability and abiity to
predzct the react1ons otf the economic agento upon signals trom
‘the envxronment. '

One qpecxal +eature 0f Bulgarxa 4rom the viewpoint of the
atartinq condlt1mn5 1 that amondg 211 foraer secialist COUNLIIes
1t tg ned out, tm be the cowntry with the strongest macroeconomi o
-1mba_§”ges ang with the smallest possSibility  to restore the
_na;ange at. the eﬂgmnse of foreign sourges. fhis nad an 1mpact  on
the 5tru;ture of the qtab1112at1on programme and on the speed ot
1te 'reall?atlon.; lhp programme ot the government combinegs the
class1ra1 elemants o+ the orthodox stahlllgatxnn progrannes:

55 'curta11ment “of the demand, 11qu1dat10ﬂ ot the surplus
money supp;y Yand. break:ng of the inflationary expectations by
means of a res¥r1c£1ve'4iaca1_and mnnetary policy.

(h) reduc 1bn of the real wages, dQValuatlon oF 1hp national




currency, wWhidn 1ncr§asea the cnmpet1t1ve power of ' the domestic
-pruduct“qﬁ,_and of tHig: ﬁase 5pbeds up the export,

L yglxberalizatiﬂn &F- the: przces, af the toreign trade and
adchangp regime, 48 a base for an efficient

to the hlghest pnssihla ‘edtent of . the.

. --ﬁayhent deficit, and financing the remalnlng‘“hole“ DY
ioaﬁs frdm 1nternatiana1 firancial organxzat1on5.-w- B
L i% Well -~ Enown -~ that  the  implementation fof': DFthOGOA
,programmes R -1 5tabilizat1on Pt the economy creates social’ and
pol;tiCai tenslons, whlch,-as a. rule, end w1th the establishment
Cof bu?eauckatxc~author1tar1an~d1rtatar1a1, r-VYbad" regimes. A
“rlb%e eaample raprasents Tarkay, - ‘where the m111tary took over Lthe

nmvgrn Ent eiqht monthsg after the beg_nnlnq of the stabilization
e Smme s In “the _“claﬁs;cal" case: of 'Chile,  the mlitary
zctatarship turned out- it hé a guarantor +or the imlementation
_af & succesaful stabxlx*ation.,bmall coduntries with- opeh*econbmy,
Hivided ' bbtween ‘tHeir Blased attitude towards: the military ang
'tmwards the ba?l1amentary demacracy’ (Israel),  betame co-althors.
o succasaful."heterndo"“'programmes. It-is'obvlnus, that such a
‘praspect FOr ugs cannnt ha eu cluded.- ; .
. Ther aﬁsertlon. that the' stabllnzlng Gtage 01 the reform LS
'campleted means the.: +0110w1ng. :
F“_‘l.- The béElC parameters of the programme have already been
‘achxeved.-—’f- :

2."Theu programma has been accepted as 1rrever§1ble, and
bEC&UEé af this rééﬁbﬁ”the resctions, | relevant to- a market
econdmy, ‘dominateé  in the hehaviour of tha enterprises,. of the
hmugphdlds,'nf Lhe bank1ng gector and of the government,

- "3 THe degrea of social support is high enough, 1n order to
Jcreate its townhs ‘docial ‘basis af the reform,

F;Ve “months after the beginning of the reform in Bulgar1a,
'thefe CAre enough 1nd1cat10n§ for the conclusion that the country
181 ﬁtaylng “at a tross-road. -JThe main guestion, to  which the
: economxatq 5t;11 fave to +ind a glear and unambiqguous answer, 1%
Cthe ' givedtion, ;pout the stale and the steadiness 9f the economic

‘stabxlxzat1on4' achieyved up  to now. The orlentatxon of the

fecnﬁ0m1c pollcy t111 the end of  the year antd, 10 mbore  general
Vspnse, ‘the " final results of the reform depend on the answer ofF
this" quest1on.- Thie”repokt represents an attempt to assess the
former course of thie stab111zation,!'and to butline the possible
 ways For 1t5 cnntlnuatxnn. : R o :

i

'”":’ié .T‘H_E"F"IR'S'T:"- 'Sm_BE OF THE ECONOMIC REFORM COMPLETED 7

SRR The past ¥1va months demunstrated the determxnatlon ot the
fgnvernhent to fEllow the package of measwres, co—ordinated with
. the IMF, combining the stabiliration with profound changes in the
Jﬂlnﬁtxtut10ﬁ5}3 Unifarm rate of sxchange and general regime of
 7credit arranqements were put 1nt0 effect. Thug, - the toundations
N Al normaly ‘“althnugh quite primitive,; asoney market were laid
y he tax ratey: were QQUallzed the production subsi1dies were
llmlted,‘,and, ‘the administrative price  formation was.

L.



{lhe fcre1gn trade raglme and the fore:gn axchange
gzgnxflcantly blmpllfled and. l1beralxwed.

i /Messures repfesent, &3 .a whole,. .. a rashap1ng of  thé
-pro nm;q lg gggﬁgg* whlrh creates the oost general condirtions 1or

 an911shed.f

*'éxaggﬁratxon,

ai . normal. mgcgmgcouﬁ_;; r&qulgt:nn. It can .be asseried . witnhout
that ithe. achlevements in the past +ive montns, 1n,

';ja;:tual Fact - without axpense, ‘are more s1gnificant than all the
: axperimentﬁ wyth the 1ntr0duct10n of new. eumnomxc__mecnan1sm5,;

“magde i the course of the last twenty flVe_‘yaara._'The careful
'-analysxs showa,: that 1nspatg ot these undeniable achigvements,

th9u+1r6t 5taqe of. the neform cannot be rnusxderen an completed..
_,The enunamy ig: yet not stablllzed to such a degree, . which cowto
1a11qw the sa*e remoyal of.the restrictions.. Ihe main reason  ror
- such; ) 91tuatiun,- 1. the wngontrolled- momentun - of - the

'1n§gltu Qg ang structural +actnr5,_; wnzch_ qr1qrnatgg_-nne

ngcgggltx of the §§b1; zatlon, T S
Internai demanﬂ and. ‘external +1nanc1nq.. An the framework: of

_thaﬂstab1112atxpn prqgramme, the main source Df ecunom1c qynamxcgjv

nternal demand. _The. results of the first five months
'Ehnw, at. 1t5 actlvxty remains con51derably beyond the,
Apectatgnnﬁ._The gﬁgart could not play the role af a “bu++er“‘gx
: the' contraction of the averall demand;, ant . becausg 6f this . the’
qeneral decling went geeger. According to the assesrmentp of . the
.IMF, almqst one ‘half ‘ot the reduction pf .the Bross - Domestic
Prnduct in, tha fxrat quarter,_xs due tn the c1051ng of. the Soviet,
market.\&, A
: ;Inspite n¥ the recovery of the for91gn trade in the last twc
'muntVB; and‘anspitg of the rate of exchange,. whxch encour ages the
;equrters, %, _Lactual Istructural restrzctxpns of - the, eApnrf‘
“eypansjon w111 preserve their determining role also 1n the coming
montha.{ : 'Blgnlficant dependance of the export 1ndustries on
- the;. lmport, 21 CEutting . down of the demand in . the reforming
countrlesr of . Lastern  Europe and the collapse of the  Soviet
_ecanumy o these akl: are factdrs, . which do not allow to expecet an.
gupansion, of the. export till the end of the year. 'The:moratorlumf
'ugqnwhthe .payments on. the foreign debt, . announced 1in the last
Cyear,: ., practlce depr;ved the country of sources ot commer:;ai
'.credit.u 1h15 CAUSRS an addxtxonal decline o+ the prnductaon- and
'af the, enpart.. - _
' "1he general result i% a. twn 51ded pressure nn the export,

caused by the declining demand of = the ~+former .traditional
:partners,‘ and Aalso: by a supply, which cannnt-he adapted to the_

rapxdly changinq structure ot the production costs. lhe
"ratlonallzatlon of the costs, however, remains 1n a short term,

the only approprlate decision, .whigh could allow the ptilization
Df the 1nc9nt;vas qf the forergn exchange market. 1t must be made
clear thaf nejther the. upen gubsidies +or the export (by means Qb
.]QﬂdgﬁB), nor, ggﬂ hidden ‘subsidies  (hy mgans of theg credit’, are

1”90§§lg in the gggd1flnns ot a- floating excnhange rate. 1he
Ctormagn’ PAchénq reserves and the extenal financing, Wwhichl 15
_ gﬁggg; Rill) tna .enfl of the. year go not allow the anchoring”

s gi he Qigpang rate. o ‘ . .
7 The &ecpnd fcr1t1cal element, ,upon whlch _the  government

',Qramma 15 ﬁtand ng,' is. the, Filling up 01 the financial “hole
'_;ne quance ' Qpayment of the’ country., The scale  and the

¥

L



'*investments

rile “QL-t : At anl tgmﬁnc1nq ggrlnq the 11rst half af the

‘ ':';gﬁmaﬂu rmn$1*§rbiy under the exnectatlnns1J‘andL in agtuai

| act, gggrr1wg, ggg gnggwpxl1tlgW,+nr mangsuyring. lhe probiem

Cwrth the ewternal ¥inancing, after all, 1s a ‘political. problem,
twhzch has ﬁerxmus.¢onﬁéquanras tor the economy. ﬁulgarla.was, and

o " “torded to adapt to all “shocks", Smal1nly at _the

';aﬁpenae uf;th 1nternak}r&squrces. The scale’ and the stricture of
~the axternal fxnanczng determirnie, the lnmzts,' thh1n wh:ch, _1n a
Fshnrt term, the ecnnamy gan_grow, while reform1ng.

L fhe‘ vulume _Qf,the external financing fixes the budgetary
reatrlctlun fnr th hHole: economy, while its Btructure determines
ﬁtge degrea, to ﬂhfch'th1s reatrxct1nn ig effxcxent and "steady”.

_f “this - sanﬁa,; Xhe, spec1a1 Ffeatura of Bulgarla"lﬁ that the

_:cpuntry ‘gan rely juat .on. ¥1nanc1ng from n++1r1a1 1nternatlcnal

';1nati;utinns.:“Herein l;eg the inconvenience of such a sxtuatlnn,
‘because . of necessity ‘to  follow determined macropconomie

‘Kpanameters, e ﬁrdinated”.thh the IMF. As a, matter of tact, .

: gﬂg ﬂﬁwwg :glume of. »nﬁ ewpected eiternal financing,
}qu,'gr anotheHA; by the criteraa of the

@, Hecause of this, the stabiliz cation - of

puxnt af view of -the external- budget

: ‘be' a  prelimnary condition tor A&
pulxcy of growth, Tthe influx of direct

gett . cnmplicated, " because of the lack of
:serzuus posslb,lztlesf ‘nr privatization, and because of @ the

{junsettled s1tuaf1on of the forexgn debt, . the prevaxlxng part of

,:whzch . holded by . private credxtnrs.; It is necessary to

‘yundergtand well that, .o, matter how serious success be achieved’

| X} “1rect10ns, An.a: shart-term plan th1 cannot extend

I 'gatrlctxpns ot the . egternal financig. .

! gffic1gg_x ‘of.- the; nOmlnal Yapchors”, In the context of the
fscheme, adoptad py the government, the. 5tab111zat1un presumes the
}flxang C"anchnrxng”} of some key -~ MAGroeconomlc parameters. {n
jdlffarent cnmblnatlos, such Ley parameters could be the growth of
fthe nominal income, the scale Qf the external credit, or the rate

'.;of exchange._ The purpose of the. nﬂmlnal "anchors" 1s to guarantee

.j'or d gertaln de+1at10n of the 2conemy. consistent with the real

L_actors.r At the same time, they create a stable and predictible

‘franawork %ar the act1v1t1eq of the government and of the

Lecqnom1c ‘agents. o As a resullt, in the absence of  external

J"Sho:ks"" Hoth the de#latlon and .thé recovery of the economy

Catter the sta blllzatlnn period, have a predictable outcome.

: : The ba51c conclusxon of the IHF, atter the first pﬂamlnatlon

programmg,_ was that the. nomxnai income and the credit are

. nchored". Thisg, conr]u51on bases on the contraction ot the

;j;ncome.'and “of | the money aggregates, which was stronger than

expected.. i Tdact,  even-if we disregard the purely mEasuring

.prablens ‘and. art11atts,f_a qteady “anchorlnq ot the ggggggx has
ot ngn ach1eved lpty_

- ) Credit anchgr. The eredit anchor and the restrictively haigh

:ﬁxntere%t;Vﬂﬂ_._‘ were'r ﬁupposed to  break | the inflationary

_;;expect@tlonﬁff'l‘ n reduce the rate of inflatian. In  this
B ‘ tthBulgarxan Natlonal Bank - acted in full co-orgination

govgrnment._ In raal terms, the mmney suppiy ang the

(/b. A and /4 bA respectively). Thus

 restf1;t1un, ‘
'.transztzdn"J“g.




theﬂmnnetary FEEtPlﬂthﬂ was ”mver+ul+111ed“ by 7.4 bxllxmn levs,
_compareq o the;a;m, cn~0rd1nated with the 1MF.

' Al Lo wayﬁ,._ln which the. “offlclally" conducted
waayqvaded An practt;e, and. the credit. anchor was

Qﬁgﬁ,ﬁlgg‘tma ghggg_ ﬁgg got sugpanded in, the +zrst

iﬂig _mgm*na gt the reform. The making use of credits from  the
Bulgarian Natxonal Bank reﬁults from the structuwral  deficit of

.tha atate Smcial Securxty, and, this deficit will. continue to show
S ipthe. Future.. The cannounced, intention to . finance. the cash
def‘cit of approxxmately 7 billion levs by a .securities issue,
_doesn 0 appear tao be raalistic, especially on the background of .
the expected decline, of the interest rate. . :
e .'_'j;credit for the hunquvernmental sector, 1nt1ud;ng the
.enterprlsanﬂpand the population; - in the first quarter of 1971,
de¢lined; .nominally by 2.74:(2,1 pillion levs). At the same . time
the: debt,of the. gnvernment {0 the banks increased by §.8% (1.8
V) ieh; reduced the tntal cut to the symbolic. amount;
mi;;iqﬁuleys. Lh_q @eagh that durlng the Airst guarter of
..o khe ud;pt in. praqtlre "remgved"! the nonqovernmentai'
sectmh,. he_ credlt . market,. Nlthxn the framework of the
general curta;lme t, the: manetar1zatzon of the: budget deficit has
-abgorbed almost cnmpletely the credit resource, at. the EApense of
the: enterprises and of the households.. .
' 2. The+ dramatxc curta11ment bt the credlt in . real terms
(nnmlnally it remg;ned .on_the same level) was evaded by the
‘expangion .. of the lxab111ty between ‘the tompanies. - In the ' first
quartar qf this year thé net . debt of, the. enterprlsas 1ncreasad by
5. b11110n 1evs. The mutual craditing is partly compulsary, and
]partly causad by the raﬁtrict1ve monetary policy. in any cas=,
-for‘lackqof operatlve regulatlons fgr the adjudication order, the
‘1nter~cmmpany credit and-_the rerSal top effect payments are
Acansxdered by, the enterpr1se5 ag. an "adequate" substitute of the:
bank credlt., fhE' intraduction of firm rules and procedures in
thls 5phere cmuld create sories of spectacular banLruptc1es.
, This all means that. the. credxt anchar. has not fulfilled its
'functiuns., 1he _main reagon. is the imbalance of the state budget
' ”Lthe'fact that the enterprlseg, which e:tend the inter—company
: -ed ;—capztallve 1nterests, . and  do not  pay .taxes and
'fpr1nc1pals, L in the long run,’ are supported agaxn by the budget
Inap1te of: the: whqle act1V1ty of the central bank, it cannot be
;expectgd,_ that only the 1nterest rate and the credit restriction
Wikl ;reatraln .the  inflation fram now on, too, This 1s not
,pObsxble wlthnut & certain. .balancing of the budget and without
solving the problems w1th the ‘old debt ot the enterprxses
' aggngg of. the income., At first glance, . the anchoring ot the
_1ncome Seems to ba miuch . more successful., Just as before, the
jbud)eﬁ restrxct;ons on the huuseholds are "harder" than those on
mthe enterpriqes. 1he aatual curtaxlment of the income {probably
;abaut &Q4) goes: twice beyond the scope. of the predictions in the
.Tlnxtial version Df the programme., The rPactlon of the households
,;fnund'egpressxon 1n four main, dxrectzons.‘
: curtq11ment L of the expen%9$ and their reductxcn to  the
cokhal rurrent conﬁumptxon.L_ Naturalization of  the
H‘by ._ut1117ation of  the, supplies 4and of  the




' pcss;bxl;txeﬁ OFf the 1nd1v1dual rarms. - ..
-r,ﬁ_wlthdrawal -@avings. in order to +111 1in the current
de+1c1t of - the cash rece1pt5 and expendi tures., -
i repayment of- loans ahead of shedule. The 1ndebtedness of
tha populatxdn ko “the. banks decreased by approximately 9 per
_ coThigy ofi¢“urse, i@ irrational -from the point of view of
'the cilon lendlng rate ;by the  loans  for . . the . residential
-conatruation,: At the same Aime, the repayment of  loans ahead ot
schedule turned out to be the only tangible way to preserve the
“'value of the gavings:: the. rise in the.pices of the dwelling umts
3and‘_nf the rent burpassed subﬁtantlonally the 1ncrease .of  the
\ interast rate u% Lhe sav1ng deposits. . The population transformed
wite. gash- savings 1nt0 physical asaets, Cthusg hnp;ng to pr&qerve
Tbattafeth91r vaiue.Eu””. _
o transferringy en ra masa gcala,- of the aav;ngs into tzme
An.the. first. quarter of ‘the year alone; about 124 of
the . pominal sLvolume of M2, have been restructured in such a ~way,
ragardleﬁa of tha ﬁact that, by the existing relation betwaen the
Cann! _rrate of 1nterest and the rate of 1nf1ation,\ thxs - cannot
: protect the ﬁayings against devaluat1on.
. baveral cxrcumstancas hava to be taken .into consideration,
by the evaluation of. thé dyhamics . of the income: - .. ...
. gThe populatxon cpnt:nues to. dlspuse of . a cqnsjderable
:amoqnt forezgn eﬁchange.J Every . month about 1qu million. US
-Dollahp:ara trans+arred qnly to Turkey.ﬁ The presence of a black
'currancy market pract;cally ‘makes - senselass the- rEStFlCtIDnS of
'change @f turrency by phys:cal persons._ .
e e The exiﬁtence of morea -than 100 Qoo uf+1cxa11y regxstered
:prxvate qnmpanias g an avidance foF the presente. of significant
ﬁsourcas of uncontrqllablg income, of wh1rh no. account 1s given.
_ﬂne: should not. desregard . thE add1t1onal income, obtalned by tnhe
3huusehald5 1ﬂ such a way. '
. S The 1nterest 1ncome turned 1nto a factor Nlth 51gn1+1cant
econom1c 1mportance., The cap1ta11¢atlon of fired assets galned
also 1mpurtance.s. :
_ This  all. shows that the dynamlc& of . the income 18 not a
3;de{1nitely ‘v"anchored“ rOGRSS., - ,ﬁ suhstantial part  of the
'fconsumers cherish a "maney illusion®,y . and that drives them to an
‘expassive, aosumptlon.,The frequent changeg in the nominal income,
\durzng the last. months, which are. connected with the changes by
“the irate.of .the compengatxons, _cause spontaneously such a “money

3_;11u51on”'7 Y- - whale,_ the population has not managed yet to
- adapt to &, llfe under the conditios of inflation., Still there are
attemptf: to lay An larga supplies of scarce commpdities, . and a

.mixing of nmm1nal with rpal values. :
ngdet -The dpcrease of the recelpts and nf the expenditure
in the: $tate budget,,compared to .the Gross Domestic Froduct, 1s &
'aymptom of  the. beginning withdrawal of .the state +From the
economic. turncveﬁ._ ‘At the same time, the three—-month criterion
tor ., tha- dEflClt .0f the programme’ remained unfulfilled by 2.4
Zb;lllon lavs.; The deficit pf the state budget {the cash deticit
ﬁ-1nc1udad) Lremalns. con51derab19, in accordance with the dratt of
;3mtha upwdatad budget, preeented to the Ereaat Natxonai Assaemnbly.
" Tha.expectations are. as. followsas: .cash defigit — 2.4% to. the GLF,
; QQf;;1t_t ls.qA and 1nitxa1 surplua u¥ #.7% to the GDF. The




abpve, 1ndicator% tare mueh  more  Miree", compared- to those,
=env15aged AN the 1nitial Jetter of 1ntent,'aLcord1ng to which the
'cash daficit owag” e%pected to be balanced, the total deflczt was
_ adpected_ ol be ©3.6%y - Tand . the initial -~ surplus . - #. 5%, In
ﬁamparlsbn 11 1990, the relative weight of the cash defict in the
fupvdated budget was teduted by 2.1 points, ~the initial surpius
was 1ncreased By 243 points, and the total def1c1t ~ by . 3 points.
~Thig ralaxation ‘of the budget reatr1ct10n,‘ in comparison to

_ the prognbglg at the begxnn1ng of the year,’ regults from the weak
~abilityy kol gontroloo theé budget. The receipte in® the up-dated
.talculatimna base” Dn-ﬁuspxcxously optimistic: assumpt1nns for the .
Cdynamics o of thé production. The cash’ ‘expcution of the recelpts -
“fromithe’ heglnning ‘of 1991, - which lags dangerously behind the
: work~schedule, “birings- ;1n Jquestion the restrlctive,-” anti~ -
_1nf1atinnary infiuence ‘ot the budget policy. In reality, ~the
budget:‘hag not geased Lo be an inflationary factor in the
 aEonOmY, ;
BTN Qﬁlx ‘strengthen this roles- Tt is true that ong cannot ex pect
“the: budget Simply'"to w1thdraw"-frum the economy, ‘leaving - an
'empty space behind itselfs ' S L e ‘
gggeral conclus;an is that. 1nspxte uf. the gerious

The:
; efforzs JH;_, rastructure the bhudget expenditure,  a fiscal
o egtr1ct19ﬁ “ the Hi geonomy: do not  ekisgt, in or actice. The

;curtailment-*of the guvernment subsidies for different i1ndustries
ahd productions: wag. replaced, in pssence, by the 1ncrease: of the -
'eﬁpenditures R 3] ot the btate Gocial Becurtty, which, by the present
level:  of: unemplayment, “has the same debalancing effect on the
'-macruedwnomic p?oportanns. The operative "social safety networv
has made’ ng_fzgcai restriction impossible. Ihe “removal® 0f the
lnﬁn*inanc1al fenEial sector from the gredit- claims off the budget.
_;Q*ggmg the basic result from the monetary contraction. B :
“The' 'e%pendituree $or  the social geclurity tuwned -1nto the
_hardast financial opligations of the economy’, by  an extremely:
weak‘-acompulﬁxon toeffect the installments to the Gtatd Socral
Secdrity. " The - overgrowth o+ the spcial security in the dconoamic
fturnover ig” wall. lllustrated by the fact that, onlyan the first
CQuarter of 1991y “the e%pendxtures for sacial security comprised

"L 43% ot thé budget expenditure; while ' the receipts fron the social

: security carresponded to untyplcally high values in the budgets
of othe househﬂlds.'-' The  traditional - socialist =~ income
-redxstribut1un moved: +rnm the mags subsidizing of the énterprises
'tnwafds masg subgidizing of the huuspholds, aCco Qggled Lx an

alanmant ﬂf the incdme,
' Rudget Qgstrlrtxons for the enterprlqes. Dne of the main

,task Coof the programme was to put the enterprlseq in -conditions
S “hard" budgetary rastrictions, and in such a-way to force them
to: ‘adapt 'to the‘altered conditions., Inspite of the measures ot

“the: moneiary ﬁnd £igeal polxch this axm has pot been Tachlieved

fgét._ The - agagt;nn ‘of the enterprilses continues to bea Qééglxgm
S they swing ‘mainly’ “towards preserving the existing 'workplace
__towardﬁ replaC1ng the subsidized government credit by an 1nterH
ifcampany cradit: suhst1tude, and towards awaiting of a +avourable
politigal - moment for restoration of the status quo of the period

Cbefore Lhél gtab1lxzat10n. The enterpr1§9% used severai main

”fonstﬁuméntﬁ, in order tb achieve this goals -

‘and- everx daviation from the prov1$10na1 Lalculatibhg_.



R !he ,wzdely spread - orefusal to | pay- taxes  or their
dpncaalment Cshigws - that the state is gtill far from . becoming a
factnr far affirmation of “tight" budget restrictions, o
: : The ' great freedum of operation. by the effect. payments,
whxch allawa “them - to. avmxd the necessary.  adaptation by the
:expénsas«e ‘The  main pr;ority for the factories is the payment. of
wages - and: compensatians. The compulsion. +qr payment of taxes,
intareats and:- liabilities to the suppliers is very weak.  Because
of L thig =the - pressura to cul down . workplacesl-ig]_alsa qui te
llmlted.:a grass” discrepancy'betwéen the scale. of the decrease in.
”_the“ productlcn and the reduction of the emplayment. ist: apparent.
Thias: ‘mBans “hat o employers -continue to- pay wages - without
»produiction.  of -commedities and services, . Economy: in “which: (1)
Clarge: stores . of. finished products are ma1ntained, 12) there is: an
C mbvidus: averemployment, A3} _the .chain. of the | payments 1%
finterrupted on many places, and the official credit is. replaced
by surrogates; (4).  the mechanisms for collection . of the. S oue
. payments: by the atate, by the .banks. and by the enterprises is not
-operatlva, cand - ind which. fot a single bankruptcy has = beéen
announced, - cannot be: regarded as a- EUbJeCt  hard . budget
rEBtFICtIBRE-y RS _ : S
: Nonev 5nbﬁt1tut1@n.. The ,rpturn to the 19v 1% obne of.  the
, .basic gmals and one ‘of the main criteria for the success of the
'programma, dine & shart term. The data about the money supply shows,
Cthat the currency substitutien was most active in the tirst nine
Cmanths of 1991.\ By ~a fixed rate of exchange . (15,165 levs/US
Dallar and IEV5/transferable rouble) the . share . of the
-fcnnvertxble compcnent in. M2 decreased from 4EA in: September: 1790

o FEA IRy March 4991 Tha decline, however,;_was noted in . the =

}'pernnd %rom September Ao Jannary, while after the introduction of
ithe inteér-bank currency: market this share increas sed slightly., In
pract1ce, _with this the structure of the money supply at the end
Cof L1989 was restored. The deppsits in  convertible currency
‘decressed by approwxmately & billion leve, d.e. . by about 400

‘million US Dollary while, at the same time, the lav components of

f'ﬂq daﬁreased alao.f Because of this. reason, it is not possible o
'gpeak-about 1arge~scale return ta the lev. In real terms, the

: ﬁOﬂVQFtihle cumponent of M2 decreased by only one pnlnt more than
Coithes lev component In: the. last month, an activation of the return
o thes lev:is nnted, which is related with the liquidity problems
o+ a fumber of companies.  As a whole, however ,. the lev continues
) Cheitreated: with distrust., The expectations of an unavoidable
=da+1at10n in. the future.remain., The'nonrepatriation_of,the export
recaipty continues-also. ¢ . L '

et fipigesds The llberallvatan of the prices at {two stages
: maintaxned the-inflationary expectations for a comparatively long
'fperzod. 1t 7 made possible the reduction of the subsidies 1n  the
igtate buﬂget, hut cnuld not turn into a factor for an efficient
: dlstrlbutxon ‘ot the reauurcas. In practice, the liberalization of
.the ‘prices: Yed . ‘an acceptance of the actual costs. of . the
inunef{icient producpra., This.is the main reason tor the higher
Ctharn 1nit1ally wwatimatdd. jump in prices,. for., the stronger
:cnﬁtractxon the real: demand andlfor.ghe-resulting from ths

wdﬁﬁrease it tha productlan.- ca ’ ' '
' Nacrnecong 1¢ egujuatlnn of _n$ stabilization, In the course

.-.L?
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of thé last mmnths 'the'etonamy'was-+nrﬁed o napt o  the

f”monetary shock"y suppre551ng ‘the damand, and to  the “real
'_sbgckﬁ r.which 11m1tad strongly the supply.. The influence of the
C'monetary sthL“ ‘on the background of the 1nher1ted structural

Tlmbalancas, and the-“real“ shotks, which followed in 1991, CFEatP
‘_sprublem of the: Combination of the monetary with: the +1sca1
restrlutimh, wh1ch the @uonamic ‘policy has to face. o5 T
{t evident “that the gimultaneous 1mplem9ntat10n of -.a
‘rastrxctzan ‘and ‘ofa monetary restriction has ~a  meaning’
S withih ‘a short perind of time. The mazntalnance of a tight
moriet ty pulicy - under the ‘conditions - of * fiscal liberaligm
. repragents. L an unﬁtable cohf1guratlmn of . tha macrqaconomlc‘

}kegulatara.a It cannct ensure stabilization,: cept for some very’
apecxfic cages.; ‘Opiepechanism  for the stablllzatxmn of the
Cdgonomy, iwhigh s i gimple -and  efficient gnough,  is = the

. imglementatinn Gf a t1qht fiscal policy and of  a camparatively
"-”eral moggtagy inicx However, the condition of the Bulgar:an '
eaonomy at. ‘that. moment does' not’ allow a similar approachy S
S THE +311ure O+ the attempts for a fiscal restriétiaon means
.that CEhe qnly lnatrumént for a controilable re]a ation of tng

i nflatiohary. tenﬁ;oné is the. jmplementatlon of . a tight monetarx

-'gniicy.{ At the ‘Hame tlme,i this guarantees the preserv1ng of the.
elchange.: rate- w1th1n acceptable limits. R :
e The = trend Ytowards' a slmultaneouﬁ decline ‘of the:_xnteﬂest
FAtel cand of - the exchaﬁge raté of the dollar 'ig  hased . on two
aasumptlbns.f-Flrstly, under the conditions of our country, the
‘”relatxon -beetysen-the” ‘curreéncy market and- the capital market is
noti the, nnrmally ewlstzng one, - Secondly, at present, rhe lev. is
: cona1derab1y undervaluated, ~and therefore,. -even by a dec11n1ng
_1ntere5t rate, the ‘damand for levs will be hxgh ‘enough, . in order
Cnot o allnw a rap1d and substantional decl:ne of the' ncnange
.rate._wi'
"1t igs nmt difflcult o notlre, that by the present gtructure
Cthée- ec0numy, the ‘declihe of the interest rate " will make
p0951ble an iherease of the -general prive level, in & short term,
Cng matier what. relation exists between the interest rate and the
Crate: of ve# change, Th:s wxll result, after February, in a second’
Uldgalization®  of the’ expenditure  structuwre  of  the local
n”producers, followed by negotiations for a new minimuam wage, by an
- iherease iof.the: défltlt of the HBtate Social Security and by its
”monetarldatlon. CGuchH . a  agituation Wwill cause a pressuwe to
ifherease. the interest rate, resulting trom the massive withdrawal
Cofrgavings:’ and their converting into hard currency. ' The ekisting
legal provisions $6r “an arbitrage between deposits in hard and 1n
locdl “Currenty pract1cally make -impossible, dven in a shaort term,
the - gimul tanedus mainta1nment of a 1ow interest rate {or the
'_deposits in-local currency and of a hlgh rate of exchange ot the
. lev to: thé UB Dollar.
R The aasertlon that the lev is undervaluated can te accepted
‘only in: the caﬁe of the capltal transactions whichy Chowever, are

~net - libdgralized-and bave no-bearing on the rate of - exchange. A

:Qéudden and! masﬁlva demand can be expected in a case of a large-
'ﬁ]ﬁcaie privatiﬂatlon, crealided by foraign 1nve§tments or on the
t.base of_the cmhversion of fhe for91gn dent.'
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wL& _ftjf_;éi'i#'_f};(;1‘_-ﬁﬁ_REtﬁBVERV'.DE THE ECONOMY NOW, 7

: Afr the preaent mnment,. the main pressure on the. government
-reaultﬁ from requlraments to.relax the  rastrictive monatary
policy, which creatod. hnpes for the recovery of the ecanomy. Such
-\ prmpaaltiun ig" based o the conceptlnn of the two stages of the
Crefarm. and on the: canclug;pn that-the. fxrst,..“monetary“ stage of
the reform. has .Come tosan endy. - and it is necessary to "face the
pruductlan"; and te, beg;nn with, tha .second, the structural stage.
The gunbensua of the social op;nxon on this question is amazingly
;broad, Land : the- expectatanna of a grmwth are shared by the trade .
un1mn5, thy the political parties and by the private business.

1hraugh:-the main. arguments in favour of the "reglazation” of
tha ecmnamic--pnlicy show, . well - mntzvated 1nterests' for . a

',Vrestaratxgn —of; the status qua,~ In essence,. -new approaches are

:foﬁrad' whlrh favour ;partzcular enterpr1se9- angd industries),
pregerVE;”ithe Tinefficient, " structures, -and’ C maintain the
overemployment. A strange. s;tuatlun is taP1ng shape, in which the
restnratxon of; the centrally. planned gconomy in some "mild" form,
Wil the maﬁt acCEptabla end of the reform,' both - for the
ngovernmant and for the gconomic arganlzatxnna..

o 0w att;tude i thaf there are no conditions fnr a recoverx-
Qf gng ecanomy, and 1ts premature gtlmulatton could bea 'fatal from
“th 2 pu1nt ‘of view. of the final results. The supply ig still not -
2adaptgd to the new envirqnmgnt and for th15 reason dt. does not
‘reapond A“tp th& tlagic: ;ncent1ve5. There are . structural
‘“limltatian$,~, gomplete:, detachment fram the foreign markets,
Ceonfugiongin respect_of the 1nstut10nal structure, lack.of stable
"and predlctable standarts of economic hehaviour. .

JBo, far, the stahilzvatlan proved to be mainly. a destruct1ve

social pruqeas and a pqllcy, whiéh undermings 1ts Town - social o
:support. For o the present, it has only been praoven empirically
that the 1nf1at10n can.be limited temporaly, when the =sconomic
_act1v1ty is reduced to the zero-level. In reality, every attempt
to activate. the. ecunmm1c policy could restore the old patterns of

':*bahavlour,- wlthout caus1ng the expected response of the supply.

. kxaqtly this happened in Poland in the middle of. the last year
\a{tar A brlef attempt tu récaver. the econpmy by a stimulatiaon of
the damand The crlseswrxdden energet1as, in itseld, excludes all
the passibllltxes jof SOME significant growth, wi thout
.restructur1ng the prmductlon capac;t;eg and the technologies .of
" the energy. consumptlun.u R :
oo The dangers of . the. premature actzvatlon of the econamy are
' related tq the appearance of. several short term and medium  term
ronﬁequentas. g :
co 1.\fhe pressure to ”rela"“ the monetary DDllCY means that if
tha e31st1ng, negative,ln real terms,. Cinterest rate be reduced, .
in: a.. shart p&riod of time, the economy will restore its usual
~functional. pattern, . Under, such ClrcumstanCEb, the whole buget
*Ldeflaxt w;ll have. to bhe,. mnnetarlzed, _one way or another. This
Cwidll 5peed'up the, 1nf1at19n but 'will npt ingrease the production.
Ihe, LasHLm g;;wg_ hgt we s are-under the conditions of a HKeynesian
.?gmg mg& Qx HD“QQ the rg ;Q fnr Qvercnmlnq_the proguction gris:s
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ig Lbe lncrease o+ 1he’déficit'%inancinq. i8 not cofrect.  Only
the gattinq 0t the levdl of the une_plnyment--LQ COrresnonuance
with’ hg 1evﬁl gﬁ the pruduction can give a ‘senze Lo  sucn.
PQCIp@S. - : '
s @ fhe cxrcumstanca'-that- the pdeUCtan érisis is a
strucéural ﬁrmhlem ‘means that the attendant crisis’ pf the
. EMQLQXMEEM‘Lﬁ a str'ur-ta,n';«:—;_m,r.ar-c:hl_e:.v__m_L too, and therefore it ha
_gaiqginné_ in ta  short term.. The inflationary "erovery" of the
‘dtonomy’ - Ganpot  &ltér theé fact that more than one’ third of the
:prnductiun'fcapaclty “of - the country comprises 1ndustrles and
prmductlans -Without cnmparatlve advantige’ vnder conditionsg aof a
normaliked price dyetem: The employment in these’ Andustiies and 
'productinﬂs has nb future 1n a competxtive econnmy, opened tn the
eaterhal‘markﬁtsi
._”*'”~3iﬁ.1n faat-fthe etructure m+ the economy rema:ﬁs unthanged, 
cand its "haat1ng l-'lmil cause inevitably the same a:mless grawthy
_whlch wel ugdd to! report during the past decades. - It is Qosg;ble
Eogarry out =5 stabi117af1qn ‘of the economy only an a “lower, nggL
cf econw_£w activzty. How L ow thls level should be, 18§ determined
Qg “the g“gree ‘of t deformation. of the  main MACY ORCONOMIC
_propnrt1ons and hy" the Qg§~ib111txes of the external_ gnvironment
to extlngulsh ‘the processaes of palancing. 1ln ~any Case, the
act1v1ties “and' the pruductlons, which in the périod before the
stabilization. have . hsen directly or indirectly subsidized,
_suddenly sand strongly raduced their scopé. The significance of -

flﬂ

this palnful,“ but’ useful contraction finds- express1on in the
'dlsclnsure of - the  Mstrong nucleus”"y ~which 'concentratas“'the
'_potential “khal CGmparat1ve advantage ‘'sf  the -economy.  Iis

development lays the foundatlons of a long—term econcmxc growth.

' "-4 ECUn0m1c recavary, ‘gupported by the  budget “iry - the
Qﬂgﬁgg of “real ‘shocks" ‘on - the supply., causes " Aan whcantrollable
~grgwth of the ”1n+1at10nL‘ which under the  -¢gonditions ot our
= ountrx g;;. aaglly Turd Anto a hyperinftlation, The gconomy 19
Gtill - not well” anchored ahd continues to function with the
_inherlted syndrone of the supressed inflationary tensions {AIDSY .
"Purtunately,g_the medicing for such a disease is well known: this-
“is-heundampromising flscal restriction. JThe updated budget has 2
'suff;cient fiscall’ incentlves, even by a tight monetary policy antg
' Qz a‘“fregvlng“ of the income. Every additional activation of the
budget - policy: will: come up against the barrier of the external
'_financ1ng, and will cause ~an explosion of the znflatlonary
tenszuns. ' :
' .The decllne of the interest rate will affect unfavourably
the rate of’ exchange and the savings of the populatlnn. By - the

current turnover of the currency market, the “activation®” of the
‘eﬁbnqmy 'lnev1tably will raise the exchange rate of the deollar
with A1l ~the _¥esulting consequences for the export, {for the

1nflat10n ‘and’ for “the ‘economic growth. “An efficient influence of
“the s lntPrE$t ‘rate. DDlle can be -expected only after the
golution of the problem “with the old dehts of the enterprases and
Cafter the claarinq d{ the bank balances. The econoay cannot stand
can real fecovary,- also becadse of the ftreezing of the commercial
'fcredits o the coultry. . The financing, secured up to now, sets
f up narrow frames for the ‘aconomic’ ‘growth. '
SEEEL ﬁ Yevival of th@ ecoﬂomy frow could support the pressure
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For:: the increase. c%chel ingome. By  the existing -political
‘gituation, . thefe. is .no way to counter this: 'pressure;-:ThE'
enterprisea “betome _mmre vulnerablé 1n thp procegs oF: the fraa
negotiatxan.uf wagas. : S
e 7w ThEg: slagk: Dlaxn prupprty reiat;ona gurns 'intg“‘an

3lmmediate limxtatinn mf the arowth. Under these CDndltla«* -gﬂé.
: ‘ “';, arg:r Qut in the position Lo work out  any kind ot
gtrategx “Their Lpolicy is determined by the compromise  between

“the ¥orces, competing for the future redistribution of’ the

'pwnperty.u iThe’: real danger. of a bankrupteyy - which is: the main
”faﬁtor of: dlscip11ne“ ins the normal economy, does: not'éuist. _

: The: practical ‘gonclusion ig that the government should not

;nWalL 1ntn the trap.of -the "fatal figures”,; brought. ‘before . the
publlc for pplitical  reasons. - Btatements such as:  “the price,

b;ch is nggassarx to pay ip order to stop the inflation, should

, §9£ g“ hiqher than 500 fhousand unemployed” .’ “the critical paint
S By th & nrodu;t;on ‘decline is. 25% and gy the unﬂmnloymenf = BA"
;arp not: raaspngg ne:ther from polltical nov. from economif’ point

gt viaw. Lgpain - cand-1reland: ach1eved a: remarhable growth . during
the 80 % by an; unemplnyment rate nf abaut ZUA. . e e

| ,;;,i;HE} ;ﬁ\aﬁz-é'_ tir:-f'iHE f_Et:'xj_rx!cjﬁtrr: PQLICY Tn;l.' THE END OF 1991,

_ The main concluslun - of this report . “is - that - the
.;stablllgatian., achleved up to this moment, is fragile and every
"attamg toc makea; aharp turn in the gconomic n011ry wxll bring .
u'the economy ‘back itorthe 'starting position. Lo
e CEsgential: rchanges - in the economic policy in the fnllowing
'”two mcnths are meaningless’ fFom economic and- political point of
Cviewy . because they can- cause tangible results. not warlier than
after-:three “to ‘four ‘months. The great. temptation to: usée the
“ghort—term achlevementq a5 an’ argument in the election- campaign,
will: lead:to unraalistlc,ﬁ.ln essence populistic, pre-election
promises, - 1t ‘would be adventurous to keep these promises after
. the electlons, ‘and: pol:tlcally dangerous not to do so. '
R Thea unsteadiness. of the stabilization is due to the fact
"that the economic” agents are not motivated by the reflexes,
*typlral Cfor the mar ket economy. It is strengthened also by the
vague prﬁSpECLB of the prxvatxzat1mn and by the inevitable, but
- still postponed institutional changes.
‘As the decline in the production retlects on the first place

the Etrurtural restrictions of the supply, the “relaxation" of
the fiscal and nf the manetary policy w111 not lead to a real
© grawth,

e The - only passlbxllty,. for the time being, is to create

zlnrent1ves far -the expansion of the private sector which will
“ereate . a social support for the stabilization and prerequisites

- for as "fiealthy® growth. . This requires considerable fiscal
cconcessions, acceleraterd rates of the so called "small
;pr1vat12at1mn“'and effertlve ;attraction of foreign capital, by a

 ;cunyers1on of.a part ‘of the foreign debt, lnC1u51ve1y._
. The - ach1evement of a real fiscal restriction is a guarantes
1‘+drh thg neceasary flax1b111ty of  +the . economic policy. an
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eff1c1enf ~organization and procedures for the tax collection and
also a well-considered project for the seEparation of the  State
fSoclai Security from the budget are needed for this purpose. The
_EJCBQSIVE weight of  the State Social Security in  the budget
injects - a demand in the ecunomy, while the supply: is put under
cthe press Of the taxes. " The lasting racovery of thp_ economy
presumes the oppbsite correlation.
_ “The activatlan aof the export remains the only solutzon which
_-curraspunds £o the ideology of the implemented economic policy.
"The limztatiuns in that point result from the lack of marrets,'
la:} 0f a offen51va export policy, and from thea momentum of the
existlng ‘reflex “for “export to the Ost". The opening of the
“Bovigt’ -market ig maybe the most attractlve immediate decision,
Chut by the prasent clearing condltlnns, it cannot' serve the
restructioning of the economy. = ' o
- Urgent tasks in the field of the credit and of the banking
af+airs are the permanent settlemaent ot the uncollectible.  debts
of: the enterprlses, the restructuring and the enlargement ot the’
hanPs. This is a precondition for the app11cat10n of the abundant_
ftools of the mnnetary policy and, - in particalar, for a marret
quctatxon of the interest rate, The statements about a
~forthcoming: substantxal decline of the interest ratey on, the
_bachround of  the inevitable- monetarization of the prevall1ng'
ﬂipart ‘of the budget defigit, wlll speed up” the inflation.
 This will © destroy the savings as a potential source‘ of
~gri’:wth, digeredit the results of the stabilization, and will
stup the. inflow of external financing.
. The unfulflllment in the first gquarter of the criterion for
-monetar1zatzon of the budget deficit, co-ordinated with the IMF,
: brlngs 1n queqtlon the extention of the following _tranchen.' The
'deci§1on of the Board - of Directors to agcept over again. a.
remission by’ this criterion, is a precedent in the practice of
the  IMF. ' Such  a course of things will shake the trust of the
iriternational finhancial institutions in the ability of . Bulgaria
to bring the reform to a successful end.
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