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Executive Summary

The European Union (EU), although a prosperous and economically developed area, has been
marked by substantial regional imbalances and great economic inequalities. The continuing
existence of economic and social disparities between “central” and “peripheral” regions within the
Union MS’s will eventually hinder the overall economic growth and prosperity of the Community.
In this respect, the functioning of an effective common Regional Development Policy, aimed at

redressing the imbalances in the resources and capital allocation becomes vital.

The present research aims to provide an overview of the development of regional policy
framework in Bulgaria, consistent with the EU strategic objectives and priorities for an integrated
development. The particular emphasis will be put on the progress towards adaptation to the

Community guidelines in the policy realization at the national level.

Although, it is too early to discuss the direct impact of the EU Regional Policy in Bulgaria, the
assessment of the implementation and the indirect results in the mid-term stage of the
programming period 2007-2013 is crucial, considering both the option for corrective measures and
the overall need for improvements in the policy performance in Bulgaria. The impact assessment
of the progress of the EU Regional Development Policy and its implementation on a national level
would clarify whether this approach has the potential to foster the cohesion process and would

moreover serve as an indicator for the progress of Bulgaria towards economic and political reform.
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INTRODUCTION

The EU Community currently comprises 27 Member States and a single market of almost half a
billion citizens. Nevertheless, substantial social and economic disparities remain on the internal
community level - between the countries themselves as well as between their 271 regions. The
continuance of these internal disparities hampers the overall balanced growth and prosperity of the
European Community. In this respect, the EU Regional Development Policy and the Structural
Funds are the focus of special attention in the EU, as they are in the center of the efforts for
improving the competitiveness of the Union as a whole and its least favored regions in particular.
The EU Regional Policy is aimed at limiting the disparities on the internal Community level, by
fostering what is referred to in the EC Treaty as “economic and social cohesion” (EU, 2006, C 321
E/118). According to Article 158 EC, all Union polices are to contribute to such cohesion, which in
practice requires the reduction of the disparities in the level of affluence and economic
development of the various EU regions. Regional Policy plays a major role in this respect as it

ensures a synergy approach towards the major Cohesion Policy priorities promoted by the EU.

Considering the purpose of the EU Regional Policy, it became an important instrument for
supporting the integration of Bulgaria after its accession in 2007, considering the intensified
negative tendencies of the regional development process in the country, fueled by the economic
and social transition process that it underwent in the advent of the 90’s. In order to increase its
potential for growth and consequently to contribute to the Community objectives of cohesion,
Bulgaria has developed a hierarchical administrative system aimed at transforming the EU
Regional Policy mechanisms at the national, regional and local level of governance. The
effectiveness in the implementation of the EU Regional Policy is to a great extent dependant on the
performance and functionality of the national institutions. Although, it is generally compliant with
the EU principles of assistance, it has been marked by several inherent deficiencies. Irrespective of
the EU requirements, it remains rather centralized and has no regional dimension, which
predetermines the unsatisfactory absorption rates that have characterized the initial period of the

EU funding allocation.

These aspects of the policy implementation in Bulgaria have influence over the public investments
effectiveness. Although, it is too early to draw profound conclusions in this regard, an evaluation
of the policy performance so far would reveal the weaknesses in the policy design and allow

corrective measures to be taken at the early stages of the policy cycle.
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JUSTIFICATION OF THE RESEARCH METHODS

In order to follow a comprehensive approach to the topic of the policy effectiveness in Bulgaria, a
significant amount of desk research was conducted. The focus was primarily on relevant studies,
reports, evaluations and official documentation both at the national and the EU level, concerning
the Regional Policy in general (its scope of assistance, objectives and main priorities for the current
programming period) as well the process of its implementation in Bulgaria in particular. Relevant
examples of the prior experience of the other CEEC’s in the structural funding management have
been also considered. On the basis of the information collected, conclusions with regard to the
national approach to the EU Regional Development Policy implementation were finally drawn up.
Hereafter, the importance of obtaining the insights of experts representing different sides in this
process (the central authority, the managing administration, a direct beneficiary and an NGO,
dealing with the monitoring of the Structural Funds utilization) was the focus in the later stages of

the research.

The first chapter of the report will focus on the concept, context and objectives of the EU Regional
Policy within the context of the present socio-economic tendencies of the regional development
process in Bulgaria. The second chapter will discuss the process of forming the national approach
to the regional development policy and the substantial role that the initial EU strategic priorities
and objectives have played in that process. The objectives, procedures, parties involved, the
absorption capacity rates as well as the factors predetermining them, will be the subject of the third
chapter. On the basis of the indicators reflecting the progress towards convergence, namely GDP
per capita and employment rates, conclusions with regard to the policy implementation in Bulgaria

will be finally drawn in the fourth chapter.

DEFINITION OF THE KEY TERMS

Regions —territorial constituencies “with more or less definitely marked boundaries, which often
serve as administrative units below the level of the nation state” (Eurostat, 2010, p.3). For the
purposes of the present report referring to regions would mean those corresponding to level 2 of

the common classification of territorial units (NUTS).

Regional Development - regional development will be considered as the process of transferring
resources from richer to poorer regions within the Community, along with the principle of

solidarity.
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Regional disparities — referring to regional disparities will relate to the differences in the level of
economic and social development of the Community regions corresponding to level 2 of the
common classification of territorial units (NUTS).

Public expenditure — any expenditure made to complement the financing of operations “whose
origin is the budget of the State, of regional and local authorities, of the European Communities
related to the Structural Funds and the Cohesion Fund and any similar expenditures” (Council of

the European Union, 2006, July 11, L 210/36, Art. 2)

The principles of the EU assistance — complementarity, additionality, multiannual programming,
partnership® (Council of the European Union, 2006, July 11, L 210/39, Arts. 9, 10, 11).

! For more information about the principles of the EU assistance, please turn to Annex 2
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CHAPTER 1

Concept, context and objectives of the EU Regional Development Policy.
The Bulgarian regional development background in the context of the
European integration

The gradual process of European integration has resulted in the establishment of an integrated
Community of 27 Member States. The economic and social cohesion of these states is pointed out
as a main objective of the EU following Article 158 of the EC Treaty: “In order to promote its
overall harmonious development, the Community shall develop and pursue its actions leading to
the strengthening of its economic and social cohesion” (EU, 2006, C 321 E/118). The EU Regional
Development Policy constitutes the main instrument for the realization of the set cohesion
objectives as it contributes to more efficient interregional distribution of “economic activity and
welfare” (Vanhove, 1999, p.292). In the present chapter the specific concept, context and
objectives of the EU Regional Development Policy will be outlined within the context of the

ongoing processes of European integration in the Bulgarian regions.

1. Concept

Regional Development constitutes a process of relocating existing resources between regions of a
state, defined on the basis of partnership between the national institutions on various levels of
government, implementing different structural policies in order to attain an overall balanced socio-
economic prosperity of that state (Kamenova, n.d., p. 3). In this respect, the EU Regional
Development Policy is part of the overall Cohesion Policy designed at the Community level. It is
aimed at reducing regional imbalances and promoting convergence and integration of the Member
States (MS’s), by transferring resources from richer to poorer areas within the Union, employing
the Union’s financial instruments — the Structural Funds. The responsibility to design and
implement a national strategy for regional development remains on a national level, respectively
the main purpose of the common European Regional Development Policy is to coordinate the
formulated national policies, ensuring they comply with and complement the major cohesion
objectives and priorities of the Union.

The need for a common Regional Development Policy derives from the fact that the 271 EU
regions differ vastly in terms of characteristics, opportunities and growth potential (Eurostat, 2010,
p.9). In fact, the advent of the Single Market and the European Monetary Union brought fears that

such developments would increase the disparities on the internal Community level (World Bank,
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2003, p.5). It was considered that the higher competition following the completion of the Internal
Market, would favor predominantly more economically developed regions (Evans, A, 1999, p.21),
consequently hampering the development of the poorer and less-equipped, peripheral regions. The
transfer mechanisms of the common Regional Policy were developed as it was proven that the
disadvantaged and declining regions require assistance in order to catch up with the average level
of development of the Union (Berg, R.,2011, p. 10). The management of an effective Community
Regional Policy becomes of a particular importance, considering the fact that the continuous
regional disparities across the Community could potentially hamper the proper functioning of the
overall European Monetary Union, weakening the EU economy as a whole (Evans, A., 1999,
p.36).

2. Policy Context

Regional disparities in the EU are expressed in many ways, e.g. income levels, unemployment
rates, population density, etc. As pointed out in the EC Treaty “the overall harmonious
development of the Community” (EU, 2006, C 321 E/118, Art.158) depends on the further
cohesion of the MS’s. Therefore, the question of fostering cohesion became central for the EU,
leading to the formulation of the Union Cohesion Policy, first introduced in 1986 and aimed at
distributing growth and prosperity to the least developed regions of the Community. When
translated into actual policy measures, it provides investments® for modernization of infrastructure,
contributes to real economic growth, tackles issues like social exclusion and environmental
protection, promotes the creation of jobs and the shift towards knowledge economy, increases
markets and supports the development of business opportunities within the Union (European
Commission, 2010, October 19, p. 12). As the problems of securing cohesion may be viewed as
relating to the establishment of a “positive Union Regional Policy” (Evans A., 1999, p.27), the EU
Regional Development Policy became one of the main instruments for the realization of the
cohesion objectives for further development and integration. In addition, the EU Regional Policy
complements the main strategies set to emphasize on aspects of the EU territorial, social and

economic cohesion - the Lisbon and the Goteborg Agendas®.

3. Objectives

The major objective of the EU Regional Development Policy is to reduce the existing regional

disparities and to develop the potential of regions by fostering economic growth through strategic

? For information about the financial allocation of the Cohesion Policy for the programming period 2007-
2013, please turn to Annex 8
* For more information about the Lisbon and Géteborg agendas, please turn to Annex 3
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investments. It is directed towards delivering three main objectives: convergence, competitiveness
and territorial cooperation (Council of the European Union, 2006, July 11, L 210/37, Arts 5, 6, 7),
financed by the EU Structural Funds - European Regional Development Fund (ERDF), the
European Social Fund (ESF) and the Cohesion Fund (CF). The interventions planned under the
three objectives are in line with the priorities set in the revised Lisbon Agenda. The amount as well
as the type of assistance granted is determined on the basis of the classification of a MS under
Obijective 1 - Convergence, 2 - Competitiveness or 3 — Territorial cooperation, depending on a set
of specific criteria for eligibility, including the level of economic development and affluence of the
particular Member State* (The World Bank, 2003, p. 15).

For the purposes of the present research, only the first Objective will be more specifically
discussed, as it is the one applied in the case of Bulgaria, the entire territory of which has been
classified as eligible for financing under the Convergence Objective® (European Union, 2007, p.14)
and also the one particularly relevant for the regional development process within the context of its

present socio-economic situation.

The rationale behind Objective 1 is “speeding up the convergence of the least developed MS’s and
regions by improving conditions for growth and employment through the increasing and improving
the quality of investment” (Council of the European Union, 2006, July 11, L 210/37, Art.3). In
other words, it stipulates “structural adjustment” (Milis, J., Haegeman, H., 2009, p.81), through the
financial support by the Funds, for fostering progress in areas where the economic development
and integration has not been considered satisfactory. The eligibility of regions with regard to
Objective 1, is evaluated in terms of GDP per capita, which has to be “less than 75% of the
average GDP” (Council of the European Union, 2006, July 11, L 210/37, Art. 5) for the
Community. The eligible regions have to correspond to level 2 regions as classified in the
“Nomenclature of Statistical Territorial Units” (NUTS). The EU has allocated more than 347
Billion Euros for the current programming period in order to reach the priorities set under the

Convergence objective®.
4. Regional Development Background and Reform Process in Bulgaria

4.1 Background of the Regional Development Policy

Within the context of convergence and integration, along with the positive aspects for the

Community resulting from Bulgaria’s accession in 2007, in terms of potential widening of the

* For a map indicating the eligible EU regions under the Objective 1 and 2, please turn to Annex 4
> For a map indicating the eligible regions under the Convergence objective, please turn to Annex 5
® For more information, please turn to Annex 8
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Internal Market, the last EU enlargement led also to a significant increase in the regional disparities
on the internal Community level.

The reasons for the present unsatisfactory level of regional economic development of Bulgaria are
to be found in the process of economic and political transition, which led to the reshuffling of its
economic system’. The transition process was particularly difficult for Bulgaria, considering the
specifics of the socialist state model present in the country - highly centralized state economy,
lacking any form of private ownership and intentional isolation from any relations with the
capitalist West (Brusis, n.d., p23). The state model appeared to be ultimately dysfunctional as far
as the socialist system of economic subsidies and guaranteed markets collapsed in the late 80°s
(Kapitanova, G., Minis, H., 2003, p. 5).

The establishment of democratic local governance in the early 90’s in Bulgaria meant that
unprecedented economic restructuring and major political reform at all levels of government had to
take place (Monastrioties, 2008, p.1). In the context of the present research, it is vital to point out
the significant impact this reform process had for the widening of the regional disparities as a result
of unbalanced allocation of the minimal available resources at that stage, further affected by the
sectoral shift, decomposition and intensified internal migration towards the central areas. The
direct effects were related to the emergence of clear opposition tendencies between central and
peripheral areas leading to the establishment of substantial regional socio-economic disproportions
(Kamenova, 2006, p.1).

4.2 Administrative Structure and Reforms

Due to the overall economic underperformance and the wide regional imbalances in terms of level
of development, after its accession to the EU, Bulgaria was classified as part of the so-called
“cohesion group” and it became a net beneficiary from the EU budget. To put it differently, as one
of the developing MS’s, since 2007, Bulgaria has been allocated public investments in the form of
Funds inflow higher than the outflow of resources from Bulgaria to the EU (Vincelette, Vassileva,
2006, p. 5). These investments facilitate the process of economic and social cohesion of Bulgaria
and are moreover vital considering the level of pre-accession regional disparities and the overall

economic instability in the country following the process of transition.

The proper implementation of the EU Regional Development instruments required a functioning

institutional and administrative system compatible with the EU requirements pursuant to EC

7 All post-socialist Central and Eastern Europe Countries (CEEC) went through similar transitions as argued
by Hallet, M. (n.d)
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Regulation 10/59/2003 on the European Nomenclature of territorial Units for Statistics®- NUTS
(Council of the EU, 2003, May 26, L 154/1). Due to the influence of the EU accession process, the
national administrative system has been divided into 4 levels accordingly. The smallest
administrative units are the municipalities — NUTS 4 level regions, which are 264 in total and are
self-governing constituencies (UNDP, 2006, p.21). Several municipalities form the NUTS 3 -
district level, governed by the central administration. The 6 administrative planning regions are
based on the districts and correspond to NUTS 2 level (Eurostat, 2010, p.9), established for the
purposes of regional statistics and planning as well as for the structural funding allocation®.

The GDP of all the six NUTS 2 regions has been lower than 75% of the EU average, following that
all of them were eligible for financing from the Structural Funds under the Convergence Objective
(Republic of Bulgaria, OPRD, p.12). The six planning regions are being defined as follows:

North Western Region
North Central Region
North Eastern Region
South Western Region

ciBial surlnsn, South Central Region

o gk~ w NME

South Eastern Region

Map 1 Statistical Regions NUTS 2 level in Bulgaria (Republic of Bulgaria, 2007, Operational

Programme for Regional Development, p.8)

4.3 Tendencies for development

The six administrative regions in Bulgaria demonstrate considerable disparities in terms of
economic development (Center for Study of Democracy, 2010, p3). The South Western region, in
which the capital Sofia is situated, is the most advanced region in the country with about 1/3 of the
total population, highest levels of GDP and GDP per capita as well as with the lowest
unemployment index. The GDP per capita indicator suggests that the income level in the capital is

up to two times higher than that of the poorest region in the country (Republic of Bulgaria, OPRD,

& The NUTS is a “single, coherent system for dividing up of the European Union’s territory in order to
produce regional statistics for the Community” (Eurostat, 2010, , p.5)

° The National legislation regulating the new territorial division is the Regional Development Act of
February 2004
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2007, p.19). These tendencies predetermine the clear pattern of over-concentration in Sofia and the
intensified internal migration towards the South Western region as a whole. Still, being the most
economically developed region in Bulgaria, the South Western considerably lags behind compared
to the EU average.

Outside the South Western region, sub-national disparities have been comparatively low.
Nevertheless, the differences are more prominent on the inter-regional levels as clear opposition
between central and peripheral areas exist, suggesting a developing pattern of polarization between
urban and rural areas (Republic of Bulgaria, NSRF, 2007, p. 79; Hallet, n.d., p. 29).

This tendency is affecting mainly regions with cross-border territories (South Eastern), rural areas
(North Central) or with a significant percentage of minorities (South Central) where the largest
portion of the Turkish minority and the Roma population are concentrated (Ganev, Primatarova,
n.d., p. 7). The poorest regions in the country in terms of GDP per capita levels are the North
Western and North Central regions, which are classified as declining. The North Eastern region is
also considered as underdeveloped, facing the highest unemployment rates in the country (Center
for Study of Democracy, 2010, p.6). The South Central and the South Eastern, although relatively
poor according to the national average, demonstrate higher growth rates due to the increased

economic activity of the last several years.

Conclusion

To conclude, the EU Regional Development Policy constitutes one of the major policies of the EU,
intended to support the economic and social cohesion of the Member States and needed to foster
the overall “harmonious development” of the Community. Following the negative tendencies in the
present regional development process in Bulgaria, the EU assistance becomes crucial, however, not
only in terms of financial investments but also for the provision of strategic framework and an
integrated policy approach for supporting the national capacity for the elaboration of regional

development strategy on a national level.
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CHAPTER 2

The role of the EU Regional Development Policy in Shaping the Bulgarian
Strategy for Regional Development

For the current programming period, the EU has stipulated a more strategic approach towards
economic and social cohesion and respectively the Regional Development Policy implementation.
This comes to ensure that the Community priorities for cohesion will be effectively transformed
into national objectives. Within the context of the EU Regional Development Policy, the process of
its final transformation and implementation on a national level has been the key factor for
predetermining its overall impact and effectiveness. Therefore, some of the initial strategic and
programme documents both on the EU and the national level will be reviewed in this chapter,
focusing on the stages in the formulation of the national policy for regional development and the

crucial role that the initial EU strategic policy and assistance has played in that process.

1. Assessment of the EU pre-accession assistance for regional development

In order for Bulgaria to develop the expertise and the capacity to contribute to the realization of the
common Community objectives upon accession, the EU Regional Development Policy stipulated
interventions that provided for the development of institutions and administrations on intra- and
inter-regional level. In this respect, the EU role in the process of policy development in Bulgaria
started already in the pre-accession period and took the form of conditionality clauses (Hughes et
al , 2001, p. 10) and input of the preparatory financial instruments, namely PHARE, SAPARD and
ISPA. As early as the 1990, Bulgaria had access to PHARE funding and after 2000, upon their
onset, the country was granted rights of use of the other two financial instruments. However, the
EU assistance at that point was mainly utilized for institutional and capacity building
(Monastiriotis, 2008, p26). These early interventions, although having a very limited impact on the
regional development process in general, build up the foundations of the institutional framework

for the future absorption of the allocated to Bulgaria Structural Funds (Monastiriotis, 2008, p26).

2. EU priorities for cohesion and sustainable regional development

Pursuant to Council Regulation 1083/2006 (Council of the EU, 11 July 2006, p. L 210/27, Art. 36)
the Commission had the responsibility to define the overall EU Structural Policy objectives for the
current programming period in the Community Strategic Guidelines on Cohesion (Council of the
EU, 2006, October 6, L291/11). This constitutes the basic document that ensures “the strategic

content of the Cohesion Policy with a view to strengthening synergies with...the objectives of the
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renewed Lisbon Agenda” (Council of the EU, 2006, Oct 6, (6)). For the programming period
2007/2013 three main objectives have been formulated as follows:

2. To foster the
1. To increase the development of
attractiveness of innovations,
Member States, cities entrepreneurship and
and regions, by growth of the knowledge-

3. Creating more and
sustainable jobs by
attracting more people to
employment opportunities
or entrepreneurial
activities, improving the
adaptability of workers and
enterprises and increasing
investments in the human
capital

improving based economy by
accessibility and increasing the capacity
providing adequate research and innovations,
quality level of basic including new information
services and communication
technologies

These objectives (Council of the EU, 2006, Oct 6, L 291/13) are set to provide the basis for the
formulation of polices on a national level, allowing each MS to transform the Community

guidelines into national priorities, considering its own opportunities and potential for growth.

3. National Policy Context

Following the Community Strategic Guidelines each MS develop a multiannual cohesion strategy.
For the programming period 2007/2013 it is referred to as the National Strategic Reference
Framework and it constitutes the main document for the national programming of the Structural
Funding. The document establishes the national priorities for cohesion and identifies the links with

the priorities defined at the Community level.

The Bulgarian National Strategic Reference Framework (NSRF)!° adopted by the Council of
Ministers as of 21 December 2006, refers to two long-term objectives, corresponding to the
Community Guidelines, namely: increasing the competitiveness of the Bulgarian economy in order
to accomplish high and sustainable growth and developing human capital for higher employment,
income and social inclusion (Republic of Bulgaria, NSRF, 2006, p.61) In order to meet these
objectives by the end of 2013, several priorities for investments have been set. For the purposes of
the present discussion, the specific focus will be on the support for a balanced territorial
development priority as it is the one with clear focus on regional development (Republic of
Bulgaria, 2006, NSRF, p.62).

%1t was approved by the EU Commission in June 2007, after an extensive revision process
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The EU remains the dominant factor in the context of the Common Regional Policy
implementation as the relevance of the priorities defined in the National Strategic Reference
Framework is subject to the EU Commission’s approval. This approach ensures a level of synergy
between the national and the EU priorities and supports the strategic transformation of the EU
Regional Policy to a process initiated on a national level.

4. Planning and Programming of Regional Development

Bulgaria, as a Union MS, had to fully adopt the EU policy framework for regional development, in
line with the basic principles of the Community, thus establishing the EU mechanisms for cohesion
at a national level. The transformation and consequently the implementation of the EU Regional
Policy brought major changes in the national governance system and fostered a process of gradual
decentralization™ along with the basic EU principle of subsidiarity’?. It was meant to establish a
significantly different system of governance in comparison with the former centralized model
(Kamenova, 2006, p.1). These changes required institution building at the national, regional and
inter-regional level and the elaboration of a hierarchical system of strategic documents, where each

level of governance is responsible to define its strategy.

The programming process involved the establishment of six Regional Development Councils in
each of the NUTS 2 macro-regions. They are responsible for formulating policy proposals within
the framework of National Regional Development Plans for each of the planning regions and for
further coordinating their implementation. On the lower NUTS 3 district level, 28 District
Development Councils perform the function of consultative bodies as they participate in the
process of planning and coordinating District Development Strategies. Finally, Municipal
Development Councils were established, with the main responsibility to initiate policy proposals in
the 264 Municipal Plans for Development. It could be argued that the programming process is
bottom-up (Genev, Primatarova, 2007, p. 21), considering the fact that the Municipal Plans form
the basis for the further formulation of the District Strategies, which in turn shape the National
Regional Development Plans (Republic of Bulgaria, OPRD, 2007, p.153). The leading national
strategic document — the NSRF as well as the ensuing OP’s, are then informed by the six Regional

Plans.

™ In this context, decentralization implies the gradual process of enhancement of the rights of the local
authorities (Kamenova, 2006, p1) therefore requiring a new regional development approach with
substantially altered mechanisms for planning, adopting and executing policy interventions.

12 political decisions within the Community should be always taken at the lowest possible level of
governance
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5. The National Operational Programme for Regional Development

The final component in the above described process with regard to the EU Regional Policy is the
national Operational Programme for Regional Development (OPRD), elaborated by the Ministry of
Regional Development and Public Works (MRDPW) as pursuant to the National Strategic
Reference Framework (Republic of Bulgaria, NSRF, 2006, p.44). The OPRD constitutes the basic
“management tool” of the multiannual programme for the development of all the six NUTS 2
regions in Bulgaria, through strategic investments in priority areas (axes), taking into account the
EU Regional Development policy objectives. As it is developed as a national programme, it
encompasses all the six planning regions and is to a great extent centrally managed®. In order to
become functional, it has to receive the EU Commission’s approval prior to the beginning of the
programming period. Its realization is co-financed by the European Regional Development Fund
(ERDF) and the national budget (Republic of Bulgaria, 2006, OPRD, p. 176).

The OPRD has identified five thematic priority axes for strategic investments in order to carry out
into effect the interrelated objectives of the EU Regional Development Policy and the priority for
sustainable territorial growth as defined in the NSRF*. The priority axes (Republic of Bulgaria,
OPRD, 2006, p.86) are as follows*:

Axis 1

Sustainable and
Integrated urban
development, through
building up of basic
infrastructure, housing
and balanced
localization of economic
activities, improvement
of physical
environment.
Investments are aimed
at reducing the socio-
economic differences
between Bulgaria and
the other EU MS.

AXxis 3

Territorial
development and Axis 4
cooperation,
through
investments in local
projects for
enabling
local/municipal
cooperation. The
specific aim is to
stimulate
investments in the
smaller
municipalities.

AXis 2

Regional and local
accessibility, through
improvements in
Regional and Local
road infrastructure
and the ICT network.

Sustainable
development of
tourism, by
employing
national tourism
marketing and
developing the
regional tourism
potential.

The purpose behind
is to make living and
working conditions in
the Bulgarian
regions more
attractive.

B For example, Romania, which also acceded to the EU in 2007 and has been undergoing through similar
processes, has developed a separate OPRD for each of its administrative regions

" For detailed information on the relevance of the different types of programming documents and the
overall structure of the mechanism for implementation of the EU Regional Development Policy in Bulgaria,
please turn to Annex 6

> There is also a fifth priority axe for Technical assistance, which is common for all Bulgarian OPs and is
irrelevant in the present context
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5.1 Expected Impact of the OPRD

The impact of the interventions will be measured in terms of regional GDP per capita and
employment rates. The main objective of the policy implementation as set in the NSRF is to reach
the target indicator levels of 51, 2% of GDP per capita and 64 % of employment against the EU
average by the end of 2013 (Republic of Bulgaria, NSRF, 2006, p. 59).

5.2 OPRD in the context of the EU Regional Development Policy

The significant role of the EU in shaping the development of a national approach towards regional
development is unambiguous. The OPRD being defined under the national priority for sustainable
territorial development, formulated in the NSRF, within a broader context, contribute to the
realization of the Objective 1 of the Community Guidelines on Cohesion’. The Guidelines,
constituting the initial EU strategic framework for regional cohesion, shaped the development of
the national Operational Programme for Regional Development and to a great extent

predetermined its focus, direction and scope.

Apparently, the OPRD is the result of different flows of decision-making (Ganev, Primatarova,
2007, p23). As pointed out, the programming approach is bottom-up on the one hand, following the
process of municipal, district and regional plans formulation. At the same time, the OPRD is
shaped by the EU Regional Policy strategic documents to which it has to correspond in order to get
the Commission’s approval, meaning that in this aspect, the communication is top-down. The
functioning of the overall system, along with the national specific of the OPRD implementation

will be further reviewed in the following chapter.

Conclusion

With regard to the above described process of EU-driven policy formulation, it could be concluded
that the formulation and implementation of the common Regional Policy at the level of the MS’s is
strongly regulated by the EU, as basis for providing a unified approach for the realization of the
common objectives. Following the EU relevant legislation and guidelines, Bulgaria has initiated a
complex process of institution building and harmonization of the national strategic approach so
that to comply with the EU requirements. However, the process is ongoing and in order for the EU
Regional Development Policy to produce tangible impacts on the regional development process in
Bulgaria the coordinated implementation of the OPRD by the national authorities and the well-

administered utilization of the allocated to Bulgaria Structural funding remain the intended outputs.

'® For a figure indicating the described process, please turn to Annex 6
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CHAPTER 3

The implementation of the EU Regional Policy in Bulgaria. Financial
assistance for regional development 2007-2010

The implementation of the EU Regional Policy in Bulgaria has been introduced as the single
process of carrying out into effect the measures stipulated under the Operational Programme for
Regional Development. Within this context, the importance of the quality of expenditures and
institutions becomes particularly relevant as the EU Regional Policy strongly emphasizes on the
planning, partnership, evaluation and control in the process of the structural funding management.
In this respect, the factors predetermining the overall programme performance are the functioning
of the administrative system in practice and the actual adherence to the principles of the EU
assistance in each stage of the policy implementation. In addition, the absorption rates of the
allocated structural funding will be outlined as a basis for conclusions with regard to the overall

implementation effectiveness.

1. Designation of authorities

Due to the former heavily centralized political system, any prior experience in decentralized
governance in Bulgaria is practically missing (Bruisis, 1999, p.13). So far, several reforms towards
decentralization were initiated, regulating the newly established rights and responsibilities of the

local authorities.

The national legislation that provides for the harmonization with the aquis communautaire on
regional development is the Regional Development Act in force as of February 2009, which
currently regulates the process of regional programming and planning in Bulgaria, complemented
by the other relevant piece of legislation - the Law on Spatial Planning adopted in July 2003. The
new normative base, established a complex institutional administrative structure, responsible for
the control on the OPRD implementation and the EU structural funding allocation. The system of
authorities designated at the central governmental level, as well as their respective responsibilities
as pursuant to the national legislation and the EU aquis communautaire (Council of the European
Union, 2006, July 11, L 210/55, Arts 60, 61, 62, 63 respectively) are as follows:

e The Managing authority (MA) has to allocate the EU funding as well as to establish a
common selection criteria for the eligibility of projects funded under the priority axes.
Pursuant to the provisions of the national legislation, the appointed MA of the OPRD is the
Ministry of Regional Development and Public Works (MRDPW).
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e The Certifying Authority has to certify statements of expenditures and payment
applications received by the MA and present them before the Commission. These
functions are executed by the “National Fund” Directorate with Bulgaria’s Ministry of
Finance.

e The Audit Authority is an independent structure, whose main task is to verify the accuracy
of the management and control system and the effective control of the managing bodies
throughout the programming period. The role of the Audit Authority is performed by the
“Audit of EU funds” Directorate with the Ministry of Finance, which performs this
function for all Bulgarian Operational Programmes.

e The Monitoring Committee fulfills the responsibility to evaluate the quality of the
implementation of the operational programme. In Bulgaria the Monitoring Committee
functions in conformity with the general framework for monitoring established under the

National Strategic Reference Framework.

2. Performance of the system

The priority axes stipulated under the OPRD are to be realized by thematic project-based
interventions. The implementation of projects in turn determines the absorption rates of the
structural funding allocated to Bulgaria. As the main territorial units with local-self government in
Bulgaria are the municipalities, the project-generation process takes place mainly at the lowest
NUTS 4 level (Ganev, Primatarova, 2007, p. 17). It is important to point out, that the
decentralization process “was accompanied by shift of financial resources to local governments”
(Brusis, n.d., p15), meaning that they became responsible to provide the co-financing share of the
public expenditure for the realization of the targeted investments. At the same time, the OPRD
implementation remains characterized by “strong financial centralization” (Ganev, Primatarova,
2007, p11) following the fact that the MA bears the responsibility to allocate the EU support as
well as for the project selection on a sub-regional level (Republic of Bulgaria, OPRD, 2007, p.
143). As a direct result, despite the reforms for decentralization, the EU funding in Bulgaria is not
necessarily directed towards the most disadvantaged areas (Center for Study of Democracy, 2010,
p.7). The conclusion that could be made is that the functioning of the system remains rather
centralized, irrespective of the EU funding principles, thus reflecting on the pre-existing traditions

and culture of governance in Bulgaria®’.

Therefore it is ascertained, that the Bulgarian approach is marked by several inherent deficiencies.

The OPRD was based on the six NUTS 2 level regions, meaning that the macro-regional level was

7 source: Interviews. For the full text, please turn to Annex 1
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indicative in the programming of the Structural Funds (Totev, 2004, p. 10). At the same time, the
decentralization process led to the enhancement of the role of the municipalities in the
implementation of the EU shaped priorities, leaving the identification of financing needs and the
project generation processes at the lowest NUTS 4 level. As a result, a mixed top-bottom/ bottom-
up approach characterized the OPRD management in practice, “with programmes proposed and
initiated by municipalities, but allocation of resources being on the bases of NUTS-2 level regions”
(Monastiriotis, 2008, p.17).

In addition, the central government remains the most important factor in the regional development
policy implementation. Regional and local authorities, although exerting certain influence over the
process, are still to a great extent subordinates to the central authority. The fact that the central
government’s preferences determine the distribution of investments holds the actual potential to
affect the overall efficiency of the programme implementation (Kalaman, n.d., p. 42) and appears
as a contradiction to the basic principal of decentralization required by the EU in the Structural

Funds management.

3. Implementation and progress of the OPRD

The European Regional Development Fund (ERDF) is the EU Structural Fund that assists Bulgaria
in the implementation of the OPRD. As stated previously, it provides EU public funding in regions
lagging behind, aimed at redressing “the main regional imbalances in the Community” (Council of
the EU, 5 July 2006, L 210/2, Art. 2). Its scope of assistance under the Convergence Objective,
pursuant to the provisions of Article 3, encompasses all priority axes stipulated in the OPRD
(Evans A., 1999, p.37). It follows, that Bulgaria is granted access to the ERDF assistance for the
realization of investments under the five priority axes. As argued in the previous section, the
absorption of the ERDF funding allocated to Bulgaria was to a large extent dependant on the
municipal (NUTS 4) level. Therefore, it is essential to recognize that under the topic of regional
development, the effectiveness of the OPRD is subject to the capacity and the expertise of the

municipalities to generate acceptable projects (Kalaman, n.d., p.42).

4, Financial allocation

For the current programming period, the amount of € I 361 Billion from the ERDF has been
allocated to Bulgaria for the financing of the foreseen five priority axes under the OPRD (Republic
of Bulgaria, 2007, OPRD, p. 176). This assistance is supposed to allow the beneficiaries — local
municipalities and their associations, municipal and private companies, and local NGO’s to design

projects, which once considered as eligible, receive co-financing by the ERDF and the national
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budget. For the period 2007/2013, projects contributing to the OPRD measures receive 85% of the
necessary amount by the ERDF funding, the remaining 15% are provided in the form of national

public or private investment®,

4.1 Programme Output

Considering the objective indicators for the programme implementation employed in the Progress
Report as of December 2010 (MRDPW, 2011 March, p.5), since the starting date of the OPRD
until the end of 2010, the progress on the five priority axes is as follows:

o 54% of the total ERDF funding has been already contracted.

e The following number of projects have been successfully finalized under each of the priority
axes, respectively sustainable and integrated urban development — 7; regional and local
accessibility — 14; sustainable development of tourism— O, territorial development and
cooperation - 42; technical assistance— 8. The projects realized by 2011 have been 71 in total.

e The actual payment received by 2010 was 211 Million Euros accounting to 13, 11% of the
total programme budget.

5. Problematic Aspects of the Funds
Absorption

Average Absorption Rates

of the Structural Funds for

- ity i : e the CEE countries,
The absorption capacity is the main factor determining S SRR

2007/2013
“the extent to which a state is able to fully spend the
allocated financial resources from the EU funds” Slovenia A
(Sumpikova, M. et al, n.d., p.1). It predetermines the Lithuania 17%
1 0,
absorption rates on a regional and sub-regional level Fatvia fen
d theref laria’ ) iv Estonia 12%
and therefore Bulgaria’s overall capacity to contribute TR 10%
to economic convergence, within the broader context Poland 7%
of the EU Cohesion Policy objectives. The average Slovakia 5%
absorption rate for the EU 15 is 93, 5 % of the total Bulgaria 4%

IENIE] 2%

ERDF funding allocated for the present programming
Source: KPMG, 2010, p11

period. (The EU Commission, 21.10.2010, p.7).

¥ For a table indicating the national absorption rates for March 2011, please turn to Annex 7
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5.1 Absorption Capacity

Figure 1
Within the context of the overall 51% 53%
Structural assistance, the absorption

m ERDF
capacity of Bulgaria has been commitmentas 29%

. . % ot the total
0,

particularly low, accounting to only 4% amount 11% 10%

6%

(KPMG, 2010, p.11). In this respect, the = Acctual % of the
OPRD is still considered one of the funding absorbt
better performing (first in contracting

and third in payment) and most popular
SF’s funded Operational Programme in
Bulgaria (KMPG, 2011, p.2). (Source: MRDPW, 2011; MRDPW, 2010; MRDPW, 2007)

Nevertheless, the performance of the OPRD is still far from satisfactory. As indicated in Figure 1,
until December 2010, the MA of the OPRD in Bulgaria has contracted that more than 50% of the
ERDF assistance available will be already absorbed. As of March 2011, Bulgaria has absorbed
only 13% of the total funds allocation'® and is expected to utilize ERDF funding of not more than
30-35% of the total amount by the end of the programming period (Coalition for Sustainable Use
of the Funds of the EU, 2010, p. 39). The

number of the successfully completed Figure 2 Payments received as % of
. . ] the total allocated amount, NUTS 2
projects is also relatively low, level regions, 2010 December
considering the previous expectations of _
North Eastern region 17
the MA that this figure was to reach 150
North Central region
by the end of 2010 (KPMG, 2011, p. 6).
. ] ) North Western region 13
Respectively, in the middle of the
. . South Eastern region 12
programming period, due to the low
absorption rates and the project South Central region 14
implementation level, it has to be  SOuthWesternRegion 19
recognized that no substantial progress 0 5 10 15 20
towards the funding utilization has been
made. (Source: MRDPW, 2010 December, p.8)

The incomplete decentralization process is the factor that hampers the development of priority-

based projects and consequently the absorption of the SF’s at the lowest municipal level. The

Y For a table indicating the OPRD financial implementation as provided in the MRDPW Annual Progress
Reports, please turn to Annex 7
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capacity of the municipalities to prepare and execute projects directed towards their priorities for
development and growth remains rather low at this stage, which produces a negative influence on
the overall policy performance. In this respect, economically more developed regions are favored
as could be concluded from the data in Figure 2. The fact that the South Western region has
utilized the highest percentage of the ERDF assistance is indicative for this tendency. The MA is
planning measures for accelerating absorption, considering the fact that the discrepancies between
the ERDF commitments and actual payments constitute a major risk for the full absorption.

5.2 Factors determining the absorption capacity

In terms of regional assistance, each of the six NUTS 2 level regions has received funding from the
budget of the OPRD?. The absorption rates of the six regions have been significantly varying, as
can be seen in Figure 2. The regional absorption rates of the EU funding are affected by several
factors as pointed out by the interviewed experts®* as well as in several relevant reports and

evaluations, namely:

The low financial absorption capacity is defined as the incapability of a region to provide the co-
financing shares of the EU programmes and projects (Sumpikova, M. et al, n.d., p.2). Under the
principle of additionality, in the process of the EU Regional Development Policy implementation
every MS has to spend a significant amount of resources, in order to comply with the co-financing
requirements (Bruisis, n.d, p16; Hallet, n.d., p.28). As a direct consequence, Bulgaria is able to
absorb the ERDF commitments only partially due to lack of financial resources, despite the lower
co-financing shares. At this point, the municipalities avail of rather limited resources preventing
them from participation in the operations under the OPRD interventions, as they are not in the
position to foreseen and plan their long-term revenue and incomings from the national budget?
(CSUFEU, 2010, p. 40).

The insufficient administrative capacity is another factor with a significant influence over the
absorption rates of the EU funding in Bulgaria. It refers to the ability of the appointed authorities to
manage the funds in compliance with the legislative framework. This aspect relates to the deficit of
trained civil servants in the SF’s management with each of the governance levels. The

municipalities and the districts simply lack experts experienced in designing EU projects®.

2% Both national and ERDF financing
21

Annex 1
2 ps argued in the previous section, the central government is allocating the regional budgetary subsidies
on annual basis
23 |n 2006 the EU Commission warned Bulgaria that the national administrative capacity for dealing with the
Structural funding was insufficient within the framework of the pre-accession negotiations under Chapter
21 “Regional development” (CSUFEU, 2010, p. 37)
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The Ineffective Partnership is relevant as a precondition of the low absorption capacity as it is the
main guarantor of transparency, efficiency and compliance in the programme implementation. It is
one of the basic principles of the EU assistance and refers to the requirement for close cooperation
between the national authorities and the relevant public representatives as NGO’s, civil society
organizations, economic and social partners, etc in the process of preparing, implementing,
monitoring and evaluating the OP’s. At this point, the inclusion of the civil society representatives
and NGO’s in the working groups is considered to be rather insufficient as the OPRD does not
provide many options for partnership (Open Society Institute, 2011, p. 3).

Other factors influencing the low absorption as suggested in the conducted interviews* include
corruption practices, incompetence and lack of experience in dealing with the EU assistance
consequently leading to irregularities, burdensome control mechanisms and lack of clear lines of

responsibility.

Conclusion

Bulgaria has been facing significant challenges in its attempt to attain the stable, sustainable and
balanced regional growth. As previously stated, the EU has served as the external factor fostering
the development of a functional policy approach on a national level, designed to redress the main
regional imbalances and to foster real convergence. However the incomplete decentralization
process and the resulting problematic aspects of the funding absorption affect the overall policy
performance and significantly hamper the development potential of Bulgaria to contribute to the
realization of the EU cohesion objectives. The potential positive impact of the EU-driven policy
implementation in the future will be directly linked to the ability of the national authorities to

identify and improve the present deficiencies.

** For the full text of the interviews please turn to Annex 1
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CHAPTER 4

The Effectiveness of the Policy Implementation in Bulgaria. Progress
towards convergence.

At his stage of implementation of the OPRD, it is too early to draw profound conclusions on the
effectiveness of the policy interventions. Nevertheless, the emphasis of the present chapter will be
put on the evaluation of the generated EU Regional Policy impact over the process of regional
growth in Bulgaria. The basis for assessment will be the comparison of the index values on
regional level and their development before and after the structural funding was made available to
Bulgaria. Within the context of this chapter, the level of assessment will be the NUTS 2 level as
this is the level on which the EU financial assistance is performed. As only a preliminary
assessment could be conducted at this early stage, the accuracy of the evaluation will depend on

the data availability, accessibility, relevance and consistency.

1. Methodology for assessment

The effectiveness of the EU Regional Development Policy will be regarded as the extent to which
the OPRD has contributed to real convergence of the Bulgarian regions to the EU level, measured
in terms of regional GDP per-capita and regional employment rates. The evaluation will be based
on conclusions from the interviews with policy experts, reviews of the latest statistical data

available and previously issued relevant evaluations.

1.1 Introduction of Indicators for assessment

The evaluation of the Structural Funds interventions involves the basic distinction between input,
output, result and impact indicators (EU Commission, 2009, July, p. 6), employed in the different
stages of the project cycle approach. Logically, the focus will be on the indicator system measuring
the impact of the OPRD, as set in the programme itself. The indicator initially chosen for this
purpose by the managing and monitoring authorities is “Jobs created” (The Republic of Bulgaria,
OPRD, 2007, p. 156). The chosen indicator is generally compliant with the Community Guidelines
on Evaluation Methods, where the use of several indicators for measuring the policy effectiveness
is suggested. One of the indicators is the new working positions created as a direct result of
projects completion and from the ERDF investments in economic growth on regional basis (EU
Commission, 2009, July, p. 9).

Nevertheless, in the official Report on the Mid-term Evaluation of the OPRD, drawn in accordance
with the provisions of EC Regulation 10/83/2006 (Council of the European Union, 2006, July 11,
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L 210/57, Art. 67 (1)) and commissioned by the MRDPW, it is stressed out that the “Jobs
Created” indicator is generally not reflecting the specific purposes and character of the OPRD
(KPMG, 2011, p.4). The consultant (KPMGQG) in this case considers that as the OPRD “is not a
programme directly promoting employment or competitiveness”, the impact indicator is not
properly indicating the progress made towards the realization of the set objectives. Therefore, it
recommends the employment of a new impact indicator for the upcoming programming period,
which is referred to as “better aligned to the character of the OPRD” (KPMG, 2011, p. 4). The
recommended indicator is “GDP growth per capita of the region ”. This indicator receives further
support following the fact that the common EU Regional Development Policy is designed to
contribute to the convergence of the MS’s to the EU level, assessed on the bases of the progress
made, measured in terms of regional GDP growth (Eurostat, 2010, November, p.83).

For the purposes of the present research the “GDP growth per capita of the region” indicator will
be employed, further complemented by “the regional employment”? indicator, so that conclusions
would be drawn with regard to the effectiveness of the OPRD, and respectively the EU Regional

Development Policy onto the development of the Bulgarian regions.

1.2 Specifics of the evaluation approach

Considering regional policy as a long-term action, the evaluation approach at this stage could be
only preliminary and does not include explanatory factors for the observed differences in the
indicators’ values. Recognizing the problem with the identification of the specific regional policy
effect, it has to be still considered that the initially expected impact is over the core indicators
reflecting the rates of convergence (The World Bank, 2003, p.5). As it could not be claimed that
this progress derives entirely from the regional policy interventions, the method for evaluation will

aim to provide only preliminary indications of the indirect policy effects.

2. Impact of the global economic crisis

Since the beginning of 2009, the world economic crisis has become a factor significantly lowering
the achievements of the Bulgarian economy. The major outcome has been a rapid downturn in the
levels of the main economic indicators, as the National GDP, Employment and Foreign Direct
Investment rates. Within the context of the EU Regional Policy, the inter-regional and intra-
regional disparities have increased as a direct result of the crisis due to the fact that investments

tended to favor regions with higher potential for recovery. With regard to the OPRD

> Data for the “Jobs Created” indicator is still not provided by the MRDPW, therefore regional employment
rates will be used as generally reflecting similar socio-economic developments
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implementation, the crisis has contributed to the establishment of the OPRD as the main source of
the municipalities for funding investments (KPMG, 2011, p. 6), which has significantly increased
the competition between the beneficiaries. The management system has provided various solutions
to the crisis, e.g. the FLAG fund, the JESSICA initiative and the JASPERS technical assistance.
The present research will focus on the regional development process before the impact of the crisis,
therefore, the values of the employed socio-economic indicators will not be affected by the rapid

down turn.

3. Assessment of the Impact
3.1 National growth

The EU regional policy is to ensure that the development of the Single Market and the progressive

economic integration do not function in a way that the

prosperous regions continue increasing their levels of Figure 3 National GDP
prosperity and employment, while the less advanced as % of the EU average
regions suffer rising unemployment and falling incomes ji:f
(Evans, A., 1999, p. 41). 43%
42%
. . . . 41%
The EU is expected to foster integration, which translates g9
. . . . L 0 H 2006
into an improved regional productivity “which in turn lead 39%
. . 38% W 2007
to higher income levels and spontaneous convergence to 37%
_ 36% H 2008
EU levels” (The World Bank, 2003, p.5). In Bulgaria, the .
( p.5) g 35% - 2009

EU support for the realization of the OPRD measures

Bulgaria
accounted to € 1 777 493 at the end of 2008 (MRDPW, National
n.d) %. These investments have created conditions for GDP/EU 27

100%

accelerated national economic growth as could be seen in

Figure.  (Source: National Statistical Institute, 2011; Eurostat, 2010, December, para 2)

3.2 Regional Growth

As pointed out by the OPRD Managing Authority, the greatest achievements of the OPRD for the
moment are under the Priority Axis 2, i.e. in the area of regional and local accessibility *’(Center

for Study of Democracy, 2010, p18). It has been proven that such developments supported with the

2% For more information on the national absorption of the Structural Funds, please turn to Annex 7
%7 28 road infrastructural projects have been implemented as of 2009
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EU Regional Policy investments have positive impact in the long-term perspective on the regional
economic growth, since the transport infrastructure increases the effective size of the regional
markets (World Bank, 2003, p. 29). In other words, it allows previously peripheral regions to come
closer to larger markets and consequently it becomes a key factor for a renewed regional growth.

Figure 4 Regionl GDP per capita, in euros

9000
8000 B North Western
7000
6000 H North Central
>000 B NORTH Eastern
4000
3000 __ ESouthWestern
2000 - — Wl South Central
1000 - |

0 - [ South Eastern

2006 2007 2008

(Source: Strategma, 2010, p. 47; National Statistical Institute, 2011, Eurostat, 2008, p.3; Eurostat
2010, November, p.80)

The initial significantly lower rates of the national GDP, prior to the investments (2006) in
comparison with the EU average are worth underlining in this respect. The followed growth in the
national GDP has dispersed higher income levels on regional level, leading to a gradual increase of
the regional GDP per capita levels as indicated in Figure 4. Over the period 2006-2008, the
increase in the indicator levels suggests a positive tendency in the economic development for all of
the six planning NUTS 2 level regions until 2008%. Following the data, the process of regional
development is more distinct in the South Western, and North Eastern regions, whereas in the
South Central, South East, the North Central and the North Western regions the changes have been
insignificant. Such development suggests a pattern of widening of the economic disparities on the

inter-regional level.

Following the above stated facts, the Williamson hypothesis (Hallet, n.d., p.18) becomes
particularly relevant. The largely accepted hypothesis argues that the national regional
development process in the lower-income countries involves an initial pattern of internal widening
of the regional inequalities followed by regional convergence at the later stages of the process. To
put it differently, the economic development at the beginning favors the growth of the more

prosperous areas, thus increasing the socio-economic disproportions on the sub-national level. The

*% L atest data available

The Hague School of European Studies




The effectiveness of the EU Regional Development Policy in the development of the Bulgarian
regions. Impact Assessment on the role and implementation of the EU Regional Policy in Bulgaria.

Aleksandra Kaydzhiyska

gradual accumulation of a higher income level at the later stages allows the reversal of this
tendency as the national resources are spread over the less developed regions as well.

If the Williamson theory is considered valid, Bulgaria is still at the earlier stages of economic and
social convergence towards the EU standards as a clear pattern of widening of the regional
disparities is observed at present (Strategma, 2010, p. 49). The fact that two of the Bulgarian
regions demonstrate significantly higher development rates in comparison to the rest of the country
and in addition the leadership position of the South Western region®, has to be considered

indicative under these lines.

In absolute terms, a major economic progress is still not present, following the described pattern of
development. However, in theory as well as proven in practice by the past experience of former
cohesion countries (Ireland, Spain, Italy, etc) in Bulgaria the growth of the developing regions is to
consequently disperse over the less prosperous areas. As integration advances with the support of
the EU financial contributions, industries will be interested to re-locate in areas where “they can
benefit from labor cost advantages, enabling poorer economies that have retained such advantage
to catch up” (The World Bank, 2003, p. 190). It follows that the divergence process, currently
ongoing in Bulgaria is an integral part of the overall regional development progress and might be
regarded as positive (Eurostat, 11. 11. 2010, p.80).

3.3 Regional Employment . .
Figure 5 Regional Employment

rates, as % of the EU average, 15-

The increase in the GDP and the GDP per capita 64 years old

levels was preceded by the reduction of the

regional unemployment and an increase in
. . B North Western
activity rates. Although, in 2008 the employment
) . o ] ] . m North Central
levels in the six administrative regions remained
) B NORTH Eastern
below the EU average, the tendency is rather

H SouthWestern

positive considering the fact that the discrepancy
South Central

of almost 9 points in 2006 has been reduced to 1,
South Eastern

5 at the end of 2008 as could be seen in Figure 5.

(Source: Strategma, 2010, p48)

*° With GDP per capita levels almost two times higher of that of the poorest region within the country
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The South Western remains the best performing out of the six planning regions considering the
regional employment indicator as well. The rest of the NUTS 2 planning regions also demonstrated
an employment increase tendency. Respectively, the overall unemployment rate in Bulgaria is also
gradually decreasing from 12% as of 2006, to almost two times lower — 6, 8 % in 2008, which is
well-below the average of the EU (Strategma, 2010,
p. 49).

Figure 6 Descrepancies

3.4 Regional Convergence GDP per capita, EU-27 and
national, in euros

The main precondition for the actual narrowing of
P g B EU Average M® BG Average

the disparities relative to the EU average is the

rogress towards regional convergence on the
|_° g _ 9 on 9 23700 25000 25100
internal national level. To put it in other words, the
EU standards would be attained once the Bulgarian
438,9 017,3 647,5

regions have reached a certain level of equalization
as pointed out by Evans (1999, p.27-28). The
development of the six planning regions has been
accelerated by the ERDF funding in the period 2006

2006 2007 2008

— 2008, considering the values in Figure 6. (Source: Strategma, 2010, p. 47)

The discrepancies between the national GDP per capita and the EU average indicated have been
positively influenced by the interventions implemented under the OPRD. The regional growth
fostered over the 3 year period, suggests that the EU Regional Development Policy and its
instrument at the national level — the OPRD, have been effective for promoting progress towards
real regional convergence on the internal state level. The observation is in line with the
expectations of the MRDPW that the targeted levels® in employment and GDP per capita
indicators of the EU average by 2013 will be actually achieved, even in the process of economic

recovery following the economic crisis (Strategma, 2010, p. 47).

In the case of the majority of the former cohesion countries, which have experienced an increase in
the level of economic disproportions on intra- and inter-regional level (The World Bank, 2003, p.
189) it was followed by balanced regional growth and consequently convergence. Applying this
knowledge to the case of Bulgaria and taking into account the employment and the GDP per capita
growth in the period of the initial EU assistance, it is safe to say that although there are still no

tangible results from the framing of regional policy in Bulgaria, if similar conditions are sustained

*° As already mentioned in Ch. 2 - 64% and 51,2 % respectively
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over the long-term, the impact of the EU regional policy will produce the positive increase in the
level of regional convergence. Recognizing this fact and considering the stage of development
prior to the investments, it could be argued, that for the initial period of the EU Regional Policy
functioning in Bulgaria, it becomes gradually effective for the regional development process.

Conclusion

To conclude, the evaluation of the EU regional policy considering the fact that its actual impact is
expected to emerge on a long-term basis, could be only preliminary at this stage. Therefore this
chapter is intended to define only the indirect policy effects over the main indicators for regional
growth — employment and regional GDP per capita. Following the differences in their values over
the period of the initial policy interventions, it is obvious that progress towards growth and
employment is actually present in each of the six planning regions to varying extents. The fact that
some regions (South West, North Eastern) demonstrate higher progress than others is indicative for
the initial stages of the ongoing process of convergence on the internal national level. In practice,
the EU regional policy demonstrates a substantial benefit potential and therefore it has to be

regarded as generally effective for the ongoing process of regional development in Bulgaria.
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CONCLUSIONS AND RECOMMENDATIONS

Emerging out of a transition period and an economic restructuring, Bulgaria faced a process of
widening of the disparities on the inter-state level, provoked by internal migration, sectoral
decomposition and economic decline. The EU assistance in this early stage took the form of
financial investments of the three pre-accession preparatory instruments - PHARE, SAPARD and
ISPA and was predominantly directed towards financing of border and rural regions, institution
building and capacity optimization. In 2007, Bulgaria entered the EU and became eligible for
financing from the Structural Funds under the Convergence Objective. At this stage, the EU has
played a major role in shaping the national strategic framework for regional development, meant to

limit the inter-regional disparities through unlocking the specific regional potential for growth.

The EU has provided not only the mechanisms for developing the national approach but also the
financial resources needed for its implementation. However, the progress towards convergence, i.e.
the effectiveness of the EU policy, is largely dependent on the level of compliance of the national
programme delivering the Community regional policy with the existing EU requirements. In the
case of Bulgaria, the deficiencies of the national approach are especially prominent when the low
absorption of the allocated funding is considered. A list of only some of the factors predetermining
the problematic absorption includes uncoordinated and highly centralized national investment
finance system, lack of horizontal and vertical cooperation, underdevelopment of the monitoring
and the control mechanisms and above all insufficient administrative and financial capacity. These
factors lead to substantial inefficiencies in the absorption of the funding and therefore to non-

optimal growth and slower convergence.

It has to be still recognized that the EU regional policy has played a major role for fostering the
integration processes in Bulgaria, which will in theory lead to convergence and consequently to the
realization of the Cohesion Policy objectives at the nation state level, as Bulgaria has achieved
certain progress towards integration prior to the impact of the global crisis. The national and
regional GDP per capita as well as the employment indexes suggest that the regional public
investments have positive effects and foster the convergence process as levels of growth are

present in all the six administrative regions in Bulgaria.
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RECOMMENDATIONS FOR EFECTIVNESS

The interviews conducted in relation to the present research®, gave basis for the formulation of
recommendations for corrective measures and improvements in the management and
administrative process under the EU Regional Policy implementation in Bulgaria for the following
programming period. The recommendations are as follows:

e Regional Policy aid to be allocated with a specific focus on strategic content, targeted
results and strategic investment, in order the risks of overlapping targets and dispersion of
public spending to be avoided.

e Improvements in the present institutional framework in order for progress towards
decentralization to be achieved. In this respect, the programming of the main strategic
documents with regard to regional development is expected to follow the prescribed order
of the policy stages.

e Measures for improving the insufficient administrative capacity are especially needed as
this is considered one of the major preconditions for the lower absorption capacity.

e Wider transparency and publicity of the procedures and the direct outcomes of the policy
implementation should be considered as major requirements of the EU Commission.

e An improvement in the mechanisms for partnership as required by the EU Commission is
also considered necessary.

e Improvements in the existing administrative procedures towards simplification are

required.

31
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Interview with an expert from the Coordination of EU Affairs Directorate at the

Council of Ministers of the Republic of Bulgaria

Expert in the area of the EU Integration
Sofia, April 29

How would you evaluate the role of the EU Regional Development Policy (RDP) for the further
integration of Bulgaria as a Union MS?

Within the context of the EU integration, in Bulgaria a clear tendency exists for focusing
particularly on the Regional Development Policy, as it is the one involving a major share of the EU
commitments. This in turn means that we tend to underestimate the other Union policies and to a

certain extent distort the concept behind the EU integration.

However, the major role of the Regional Development Policy for the further integration of
Bulgaria as a MS is unambiguous. In areas as for example infrastructure development, which is
key factor for the economic integration of Bulgaria, where it faces significant investment needs if it
is to comply with the EU standards. The EU Regional Development Policy fosters the process
through the provision of such investments. As for the time frame, in principal, it will be definitely
long-term. The focus, however, is on the development of the process itself, rather than on the end
result. In this respect, what it matters at this point, is the fact that Bulgaria is an EU Member State

and is involved in the overall process.

As we reach the mid-term of the programme period, how efficient do you think that the RDP has

been for the development of Bulgarian regions?

In my opinion, there are still no tangible results from the framing of regional policy in Bulgaria,
however as already stated, it is an ongoing process. Therefore, in comparison to the pre-accession
stage is definitely better.

In your opinion, is the top-down approach efficient and functional in practice? What are its main

positives/deficiencies, etc?

The centralized system, with policy decisions taken at the central level of government is well-
reflecting the Bulgarian culture and is the logical approach at this point. It has its deficiencies in

practice, but the change has to be gradual.
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How do you evaluate the implementation of the OPRD in terms of efficiency and coordination of
the managing authorities? What are the main challenges for the overall system performance?
What could be improved?

For the moment, there are substantial problems related with both aspects of the policy
implementation and respectively the OPRD functioning. The main problems, in my opinion, derive
from the fact that same mistakes are repeated over and over again — in this respect, a fact valid for
all programmes in Bulgaria is that we do not learn from the mistakes we make. These aspects could

be improved through systematic and constructive revision of the problematic areas.

What could be the main reasons for the comparatively low absorption capacity of the allocated

funding for regional development and how could this be improved?

As far as assistance is concerned, the absorption capacity is predetermined by the performance of
the overall implementation system; therefore the above mentioned deficiencies are valid under this

question as well.

The main reason for the low absorption rates, in my opinion, is the fact that there is still no culture
in Bulgaria for abortion of the EU funds. Bulgarian administration lacks prior experience in
dealing with the EU financial assistance instruments and therefore, the system is characterized by

administrative burdens, conflict of interests, incompetence and unfortunately, corruption practices.

When we consider the fact that Bulgaria is the MS in which some of the poorest EU regions are
situated, is it in the position to contribute for the realization of the targeted objectives for regional

development at the Community level by the end of the programme period?

As previously mentioned the time frame of the programme period concern only part of the overall
process and in this respect could not be considered as indicative. In broader terms, although, no
one considers Bulgaria as an example, we have the potential to contribute. Considering the EU as
Europe, with the accession of Bulgaria and Romania, the EU borders, market, etc were enlarged
and are now encompassing key territories with potential for development, which would be of a
particular importance for the EU in the future. The Danube Strategy for the development of the
Danube region is one of steps in this direction. Another key area with a significant benefit potential

is the Black sea region, which in my opinion, will be the future focus of the EU policy.
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Interview with Mr. Dragomir Konstantionv - the Ministry of Regional Development
and Public Works

Former member of the secretariat for the National Economic Development Plan (NEDP)
2000-2006 within the Ministry of Regional Development and Public Works, former
secretary of the national Coordination Council for the NSRF 2007-2013

Sofia, 12 May

What is the role of the EU Regional Development Policy (RDP) for the further integration of
Bulgaria as a Union MS? In what time frame it could in reality produce tangible results in terms of

integration and consequently real cohesion?

The EU Regional Policy plays two main roles in the process of integration in Bulgaria. Firstly, it
contributes to the regional development process through the Structural Funding. Secondly, it
provides for the introduction of good practices in the management of the national Structural

Polices.

As we reach the mid-term of the programme period, how efficient do you think that the EU RDP

has been for the development of the Bulgarian regions?

It is too early to make profound conclusions with regard to the policy impact. It will be determined
in the ex-post evaluation of the OPRD, scheduled for 2015. Irrespectively, in the mid-term of the
programme period it could be stated that the actual implementation of the national programme is
generally not efficient and a significant impact even at the end of this programming period could

not be expected.

In your opinion, is the top-down approach efficient and functional in practice? What are its
positives/deficiencies, etc? (i.e. defining priorities and the strategic planning remains at the central
level, leaving regional and local authorities and communities with the basic responsibility to

implement and coordinate the process)

The top-down approach results in the concentration of the investments in the so-called growth-
poles, thus limiting the available amount of resources for the backward, peripheral regions. In this
respect, there is a need for re-formulation of the OPRD in order for such deficiencies of the
approach to be addressed and improved. At present, the local authorities are to a great extent

isolated from the local communities. It follows from this that the strategic documents for the
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development of the respective areas are not reflecting the actual local priorities for investments. In
addition, progress towards decentralization has to be the top-priority of the MA.

How would you evaluate the implementing the OPRD in terms of efficiency and coordination of the
managing authorities? What are the main challenges for the overall system performance? What
could be improved?

A list of some the challenges related to the OPRD implementation on the different levels of
governance among others are the underdevelopment of the monitoring and control mechanisms,
the slow reform of the public administration and above all the insufficient administrative capacity.
The coordination needs improvement as it is practically missing at all levels of the implementation
system. In this respect, it has to be recognized that the system needs major reforming in order to

comply with the EU requirements.

What are the main reasons for the comparatively low absorption capacity of the allocated funding

for regional development and how could this be improved?

The key factor for predetermining the low absorption capacity is the deficiency in the
administrative capacity. Unfortunately, the problem could not be solved over the short term as a
complex set of measures is required. Only through a systematic approach, including the training of
experts, the provision of methodological guidelines, simplification of the programme procedures

will contribute to the increase in the administrative and consequently the absorption capacity.

1. Considering the fact that Bulgaria is the MS in which some of the poorest EU regions are
situated, is the programme in a position to contribute for the realization of the targeted objectives

for regional development at the Community level by the end of the programme period?

In my opinion, to a limited extent the OPRD will contribute to the further cohesion and
convergence of the Bulgarian regions but not necessarily within the framework of the current

programme period.
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Interview with Mr. Petko Kovatchev from the Coalition for Sustainable Use of the EU
Funds
Expert in the area of the EU Structural Funds management

Sofia, May 15

What is the role of the EU Regional Development Policy (RDP) for the further integration of
Bulgaria as a Union MS?

The role of the EU Regional Development Policy for the integration of Bulgaria is insignificant for
the moment. This is predetermined by the fact that the policy on Community level is formulated
following the top-down approach and in Bulgaria the implementing administrations of the policy
face difficulties following the EU requirements and established procedures. Other national “bad
practices”, e.g. corruption, bureaucracy, lack of capacity, etc. also slow down the progress towards

cohesion.

At the mid-term of the programme period, could it be stated that the RDP is already effective for
the development of the Bulgarian regions?

Undoubtedly, it has a beneficial potential, but Bulgaria has managed to miss the first half of the
programming period. Therefore, the positives would not be prominent by 2013. The fact that for
the moment only a few municipalities have higher income flows than expenditures as well as the
over-concentration of capital, resources, investments, human capital, etc within only 3-4 urban
centers is indicative for a regional divergence process.

The EU Regional Policy could potentially foster the positive development of the Bulgarian regions
in the next financial period depending on the planning and programming process of the national

and local strategies that is currently ongoing.

Is the top-down approach efficient and functional in practice? What are its positives/deficiencies,
etc?

In the EU the decision making is top-down, however in Bulgaria's regional planning it is mixed at
the moment. With this regard, the deficiencies are many. It appears that the in the OPRD
implementation, execution, monitoring, etc. the partnership principles is not sufficiently applied as
the authorities have not provided many options for the involvement of the stakeholders. Therefore,
the top-down becomes inefficient as it could not ensure that the specific necessities on a regional
level will be properly addressed. To sum up, the bottom-up approach, applied in the formulation of
the local and regional strategies is inefficient as there is no coherency between all strategic

documents. Lack of administrative capacity on local and regional level also prevents good results.
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How is the national managing system on central, local and municipal level implementing the
OPRD in terms of efficiency and coordination? What are the main challenges for the overall
system performance? What could be improved?

The lack of coordination between the central, the local and the municipal governances constitutes a
serious challenge for the overall system performance in Bulgaria. The biggest challenge is to
coordinate the implementation of so-called Regional Policy (as there is no real Regional Policy in
the country, but a mixture between what has left from the past and some innovations) with the
other Community Policies, thus attaining a synergy approach towards balanced socio-economic
growth. At the national level, the regional policy is planned in accordance with the budgetary
allocations. This practice has a negative impact over the policy performance and has to be reversed
as a process; the budget has to be stipulated according to the already formulated strategies and
regional needs for investments. The reforming process has to start from the Managing Authorities
of the programme. In addition, the focus of the MRDPW and respectively the OPRD's focus has to

be put predominantly on spatial planning.

What are the main reasons for the comparatively low absorption capacity of the allocated funding
for regional development and how could this be improved?

The low absorption capacity is a complex problem, predetermined by the lack of cooperation
between the different levels of governance, lack of administrative capacity, lack of partnership,
corruption, irregularities, unfinished decentralization process, underdeveloped monitoring and
control systems, etc. It could be stated that the municipalities were not included in the initial
programming process, i.e. do not have the so called policy ownership. Some of these problematic
aspects could be resolved if the partnership principles is actually applied as it serves as a corrective

measure.

Considering the fact that Bulgaria is the MS in which some of the poorest EU regions are situated,
is it in the position to contribute for the realization of the targeted objectives for regional
development at the Community level by the end of the programme period?

It is difficult to put a time frame as the process is ongoing. It however requires major reforms at
this stage as for the moment we are only in the initial stages of integration. Cohesion will be
attained when investments and resources are equally distributed between all territorial units in

Bulgaria. There some good ideas, however we need a strong political will to turn them into reality.
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Interview with an expert from the National Association of the Bulgarian
Municipalities
EU and External Relations Unit

Sofia, 9 May

How would you evaluate the role of the EU Regional Development Policy (RDP) for the further
integration of Bulgaria as a Union MS?

The role of the Regional Development Policy is a major one, considering the fact that it is the
second most expensive policy of the EU - it costs around € 40-50 Billion annually. The amount
allocated to Bulgaria is significant, however it is not automatically granted. The actual payments
depend on proven actions, carried out in compliance with the EU procedural requirements and
principles of assistance. The RDP also provides the normative framework and guidance for the
development of working mechanisms for regional development in Bulgaria and fosters the

inclusion of good practices in the administrative structures and policy formulation.

As we reach the mid-term of the programme period, how efficient do you think that the RDP has

been for the development of Bulgarian regions?

At this stage, the EU Regional Policy implementation in Bulgaria has an impact on the
development of some regions at the expense of rest of the country. Therefore, it could be stated
that the absorption is unbalanced. In this respect the overall policy implementation becomes

ineffective.

In your opinion, is the top-down approach efficient and functional in practice? What are its main
positives/deficiencies, etc? (i.e. defining priorities and the strategic planning remains at the central
level, leaving regional and local authorities with the basic responsibility to implement and

coordinate the process)

The EU requires a functional decentralized system for the management of the Structural Funding.
Therefore, the top-down approach, which characterizes the present OPRD implementation, is
characterized with many deficiencies. However, it is the better option in this case, considering the

lack of experience in decentralized governance in Bulgaria.

How do you evaluate the implementation of the OPRD in terms of efficiency and coordination of
the managing authorities? What are the main challenges for the overall system performance?

What could be improved?
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As already argued the system is not efficient. One of the factors in this respect is the lack of
coordination between all levels of governance. The challenges are mainly related to the
optimization of the administrative capacity. A relevant example under these lines is in the case of
the ex-ante control of the tender procedures, whereas a municipal administrative department has to
review more than 1000 applications only under one procedure.

What could be the main reasons for the comparatively low absorption capacity of the allocated

funding for regional development and how could this be improved?

The problems relating to the absorption rates are many — corruption, incompetence leading to
constant irregularities, lack of experience, deficiency in the administrative capacity at all levels of
governance, especially locally, lack of financial capacity and the implications of the unfinished
decentralization process.

These aspects could be explained with the fact that the EU Commission does not interfere at the
project level of the programme implementation, therefore all deficiencies of the national managing
system are particularly obvious in the process of projects execution.

The lack of trust is another factor slowing down the overall progress of the programme. An
example in this respect is again the preliminary control procedure, which is not an obligatory

measure under the EU requirements. The Bulgarian authorities have decided on such a measure.
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Annex 2 Key principles for the Structural Funds assistance

Common operating principles of assistance govern the distribution of the Structural Funds within
the MS’s, emphasizing on the importance of shared efforts in this direction. Pursuant to the
provisions of Council Regulation 1083/2006 (Council of the European Union, 2006, July 11, L
210/25) and also reviewed by Hallet (n.d., p24) the principles are applicable to all the three
Structural Funds and are as follows:

Additionality: EU assistance must never replace national actions; therefore contribution from the
EU funds has to only supplement national funding and not to replace it (Council of the European
Union, 2006, July 11, L 210/39, Art 15).

Consistency: The EU Commission and the MS’s are responsible to ensure that the Funds are

utilized in a way consistent with all “activities, policies and priorities of the Community” (Council
of the European Union, 2006, July 11, L 210/39, Art 9).

Partnership: The objectives of the Structural Funds are pursed in close cooperation of the EU and
national institutions and regional, local and other relevant public authorities. All other stakeholders
as NGO’s, civil society organizations, economic and social partners, etc have the right to be
involved in the process of preparing, implementing, monitoring and evaluating the Operational
Programmes (Council of the European Union, 2006, July 11, L 210/39, Art 11).

Programming: in order to efficiently contribute for the realization of the long-term objectives of
the Funds, all MS’s develop a multiannual programming strategy. The document defining the
national vision for an integrated development within the Community is the National Strategic
Reference Framework. It is submits by the MS’s prior to each programme period (Council of the
European Union, 2006, July 11, L 210/39, Art 10).
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Annex 3 Policy Context - Lisbon and Goteborg Agendas

The EU Regional Development Policy coordinates and complements the public assistance of the
Community, in line with the main strategies set to emphasize on aspects of the EU territorial, social
and economic cohesion. It is designed to contribute to the major priorities of the Community for
further developing the knowledge-based economy, technological innovation and human recourses
(Council of the EU, 2006, Oct, p.1)

Evaluating the ex-post impacts of the policies implemented during the program period 2000/2006,
the EU Council choose to renew the basis of the EU’s competitiveness, to increase the overall
productivity and to foster social and economic cohesion, by focusing on “knowledge, innovation
and the optimization of the human capital”’(Republic of Bulgaria, OPRD, 2007, p.8). These
strategic political objectives were defined in the Lisbon Agenda (2000), aimed at “making Europe
the most competitive and dynamic knowledge-based economy in the world” and complemented by
the interrelated Goteborg Strategy (2001) for sustainable development focusing on “technological
innovation and investment, generating growth and employment”. The EU Regional Development
Policy was designed to actively contribute for the realization of the set objectives, by investing in
the main drivers of regional growth and employment, implementing coherent strategies for
balanced economic development and social inclusion of the poorest EU regions (The Republic of
Bulgaria, OPRD, 2007, p.8).
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Annex 4 Map indicating the NUTS 2 level regions under the convergence

objective
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Annex 5 Map indicating the Bulgarian regions, eligible for financing under
the Convergence objective

Source: European Union Regional policy (n.d)
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Annex 6 Implementation of the EU Regional Policy in Bulgaria
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Annex 7 National Absorption of the Structural Funds
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Source: MRDPW, 2011
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Annex 8 Cohesion Policy 2007-2013 Financial Allocation per Year

Source: EU Regional Policy, 2007
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