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Policy Lacunas In Promoting Innovative SME In Bulgaria

(With special focus on the interplay between policy at national and regional level)

The proposed continuing fellowship research project is based on the outcomes of our 2003 IPF project. It is explicitly developed according to the principles of Economic & Business Development Program of Soros network, promoting the restructuring of transitional economies and focusing on building viable market economies. More precisely the project bears on Business Development & Entrepreneurship focus area of this program, notably SME Policy and Entrepreneurship focuses. The applicant also considers the expected results of proposed research as relevant to the Bridging Knowledge and Policy and Economic Culture research fields at CPS-CEU.
Background of the project


Findings of 2003 IPF research

Unlike Central-European countries, the ‘velvet revolution’ in Bulgaria was actually carried out by specific wing in Communist party nomenclature, which preserved control over practically all sphere of Bulgarian society until the second half of 1990s. Instead of opening door to the foreign investors, to empower the most talented industrial managers and to promote entrepreneurial spirit among the economically active population, the ‘reformers’ adopted a strategy of conversing their political capital into economic one and established a kind of rent-seeking and assets-scraping capitalism.
 This economic policy had led to the severe economic and political crisis in the country in the winter of 1997, preliminary elections and new democratic government, which introduced currency board and launched rapid privatization program. The complete domination of ex-communist political nomenclature was finally broken, although the process did not passed without some repercussion, where the democratic government exercised strict control over the privatization process, often favoring its own party apparatus. 

In spite of this specific economic situation, there were sectors in Bulgarian economy, which provided sufficient enough conditions for the innovative entrepreneurship to emerge, develop and grow. Passing through the many hardships, these entrepreneurs gradually increased their economic strength and by uniting their efforts in branch associations at the end of the decade they begun to exert pressure on the political system to change the dominant model of rent-seeking capitalism. The process of economic reforms continued after 2001 with the government of ex-monarch Simeon SaxCoburg-Gotha, when state institutions gradually adopted attitudes towards the private companies, based on their economic results and not on political belonging of their owners only. The invitation of Bulgaria to became member of EU in 1998 and the ongoing negotiations with EC have been another important source of changes in the country’s economic policy. 


New developments

The period since the second half of 2003 was marked by several policy initiatives at national level, aiming to improve country’s science and research base and promote development of innovative businesses in order to meet the requirement of Lisbon strategy for a competitive and dynamic knowledge-based economy in Europe. It was finally recognized that innovative potential of the country has degraded significantly.
 The destruction of the relationships between universities and public research laboratories are considered as important setback, inherited from the transition period. In the late 2003 new Law for scientific research was passed in the Parliament, which established National Fund for Scientific research making special provisions for improving science-industry relationship. In 2004 Bulgarian government drafted National innovation strategy, which is to be approved by the Parliament. It defines as main challenge of national innovation policy “…to transform the pervious centralized innovation system into decentralized, market oriented and relevant to the changed economic realties.” The strategy explicitly points to the “lack of relevant information about the current stated of the art in the field and need of empirical studies of the emerging innovative business and patterns of academic-industry relationships”. Some regional policy initiatives have been undertaken too, such as establishment of European regional Innovation Relay Center in Sofia, elaboration of Regional Innovation Strategy for the South Central Region of Bulgaria, etc.

Objective of the project

The main objective of project is to carry out policy research and initiate policy actions aimed at strengthening the potential of innovative SME by targeting key problems of their development. 
More specific objectives of the project are:  

1) To continue the efforts in inducing changes in overall public attitudes towards innovative entrepreneurship in the country;

2) To strengthen the potential of innovative SME in different sectors by targeting several key problems of their development – knowledge base, institutional capacity of their branch associations; patterns of business partnership; 

3) To change relationships between political & government institutions, academic institutions and branch associations of entrepreneurs, which have been established during the last decade and which do not correspond to current economic changes at the eve of EU membership.

The focus will be on the interplay between national and regional level policy, with special attention to the region of Central South Bulgaria with center the city of Plovdiv, which has the potential to became one of the first innovative business clusters in the country, aiming at integration of existing academic and research infrastructure (Plovdiv University, Agricultural university, Medical University, Higher Institute for Foot-Processing Technology, etc.) with rapidly growing private sector in pharmaceutical, biomedical, food processing and perfumery and cosmetics industries. 

The results of new national policy initiatives implemented after the completion of previous IPF research will be studied and evaluated in the light of the key developmental challenges for innovative SMEs in Bulgaria, as established in our 2003 IPF policy paper, the most important being:

· Scarcity of well-qualified technical staff, university graduates and R&D specialists and  continuous degradation of knowledge base, especially at regional level; 

· Lack of long-term planning at firm level and limited use of consultancy services making innovative SME vulnerable to the market shifts;  
· Need of improving institutional capacities of branch associations to meet the challenges of economic differentiation of their members effectively mediate between firms and government and local authorities

To achieve these objectives the proposal envisages the following activities:

(1) Analysis of the adopted policy strategies and legal documents at national level in the field of innovative SME, industry-academic relationships and about the status and functions of branch association of entrepreneurs; 

(2) Then limited number of interviews with innovative entrepreneurs, representatives of branch associations, researches at academic institutions in the region of Plovdiv (5 to 8 interviews in each group), accessing the impact of the policy initiatives during the last two years and the extent they have contributed to successfully meet of above challenges. 

(3) Policy action aimed to bringing together the stakeholders: academic-industry forum to evaluate the specific need of innovative entrepreneurs, the potential of academic establishment to respond to these needs, and to what extent the existing policy frame and legal base stimulate of hinder the academic-industry relationship; forum between representatives of branch associations and fast growing companies with public authorities at regional level do discuss the problems of their partnership and their abilities to initiate bottom-up policy changes at national level.

Practical implementation of project results

The implementation of the project results will rely on accumulated experience and the established contacts of the applicant during the implementation of 2003 IPF research project Two type of implementation actions are foreseen. 

First, planned sector-specific forums itself, taking together stakeholders - representative of innovative SME and their branch associations, academic circles, local administration and selected government officials in Plovdiv region. They will be followed by plenary session during the business summits at International Plovdiv Fair in the fall of 2005 and/or the spring of 2006. Special media coverage of these events is planned. The implementation activities will be facilitated by the established good contacts with academic circles in Plovdiv region, as well as the existing partnership with branch associations in different sectors of the economy (such as information technologies and perfumery and cosmetics. Second, the results of the project in the form of policy papers and policy proposals will be included in political agendas at relevant actors at national level. This will be realized in cooperation with Bulgarian think thanks such as Social-Democratic Institute (headed by my previous mentor Andrei Boundjoulov), Institute of Market Economy (headed by Krassen Stanchev), and Center for Liberal Strategies (headed by Ivan Krastev). The applicant will presents these papers at relevant forums, and (possibly) will take part as expert in drafting policy proposal in support of innovative SME in Bulgaria, empowering of branch associations and improving the relationships with academic and public research sector. 

 A booklet of short papers will be published, presenting research results, applicant's policy papers and the most important presentations in the forums.
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� The ‘bandit model’ of Mansur Olson on the governments’ role in East European economic transformation provides appropriate framework for conceptualizing situation.  (Olson 1995: 437-462). Koford explicitly used to explain the dynamics of transition politics in Bulgaria as moving from overtly bandit behavior to 'Leviathan government' and growing ability of the 'public' to resist (Koford 2000: 307-338)


� According to the share of R&D expenses in the GNP Bulgarian is currently at 9th place from the 11 countries in Central and Eastern Europe. More that 70% of Bulgarian companies spend less than 0.3% from their turnover for R&D activities. (See National Strategy of innovation)
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