II Introduction and Background 

Economic Restructuring in Bulgaria 

Bulgaria, located on the Balkan Peninsula, is a lower to middle income country. While GDP growth in 2004 was 5.3% per capita, personal incomes are still only 28 percent of the European Union average. The unemployment rate has been dropping, but is still significant at 12.2%.

Bulgaria has experienced significant economic restructuring over the last fourteen years, but still lags behind other former communist countries in Eastern Europe. This situation continues to place considerable strain on many vulnerable groups (pensioners, unemployed, minorities, large families). With accession to the European Union slated to occur in 2007, the national government is under tremendous pressure to undertake further legislative reforms in the economic development arena to remove obstacles to business formation and improve competitiveness, reduce opportunities for corruption, and facilitate partnerships with the private sector, in order to increase employment opportunities and attract greater foreign and domestic investment. There is increasing recognition that to compete in EU and global markets, it is critical that the legislative and institutional framework at both the national and local levels enable, rather than impede, private sector growth, and is transparent, stable, and predictable.

Economic Development Challenges of Bulgarian Municipal Governments 

Municipal governments in Bulgaria face many challenges: weak local economies, limited authority to raise local revenues, and insufficient supplemental funding from the Bulgarian national government. Municipal administrations often lack an understanding of their role to foster and support economic development in a market economy, and are just beginning to understand the importance of strategic planning for economic development and of having trained, skilled professionals coordinating their LED efforts.

Municipal Economic Development Challenges
· Large, abandoned industrial complexes. 

· Large inventory of municipally owned properties. 

· Labor skills imbalance. 

· Limited local control of tax base. 

· No tradition of local economic development professionalism. 

· Lack of continuity in economic development strategies across political administrations. 

· Poor infrastructure maintenance and limited ability to finance repairs or upgrades. 

The closure of many large, obsolete, state owned manufacturing plants has resulted in significant job loss and labor dislocation. Municipalities have been left to deal with the social and economic problems of high unemployment among workers whose skills are no longer in demand. For example, a former defense manufacturer of optical components in Panagyurishte has been privatized and now operates at 20% of its former capacity. A sizeable, technically trained workforce remains, but with few opportunities for new employment without significant retraining or relocating.

Municipalities have large inventories of sites and buildings that have been transferred to them by the national government. Many are in poor condition; some have environmental contamination from previous manufacturing uses, and others have limited transportation access. Attracting quality investors to buy these surplus properties is often difficult. Many municipalities have sold properties off quickly for highly discounted prices, without evaluating how they can be most effectively leveraged to support the community s strategic economic development goals. In some cases, ownership may be shared or have unclear title. 

Deteriorated roadways, antiquated water distribution and treatment systems, limited wastewater capacity, and outdated telecommunications systems all work against the attraction of foreign and domestic investment. There is limited funding available from the national government for infrastructure upgrades, and local governments lack knowledge of how to access international capital markets or issue municipal bonds for capital improvements. Municipal governments also have limited control over local tax rates and fees. 

Traditionally, little accessible or affordable financing has been available to small and medium enterprises (SMEs), and few meaningful financial incentives exist for foreign investors who might reuse existing municipal facilities or build on new sites. International donors have helped create some business support services (training, financing, marketing, etc.) at the local level, but many local governments remain unclear what their role should be in sustaining and expanding this kind of business assistance. Distrust between the public and private sectors remains high.

Politically savvy mayors in Bulgaria increasingly understand that their re-election depends in no small measure on a public perception that they are proactively addressing these issues and working to create new job opportunities in their communities. They are beginning to recognize and appreciate that a professional and strategic approach to economic development is the only way to achieve to these goals. Exposure to the resources provided by the LEDP has shifted the way many municipalities approach economic development (e.g., forming partnerships with businesses to develop-industrial parks, reaching out and including businesses in the policy formation process, seeking business advice on the most effective infrastructure and programs to promote business development). 

