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Econ Lit � C880, M150

SOME ISSUES OF REPRESENTING DATA EXCHANGE
 MECHANISMS IN WEB SERVICES THROUGH UML

Assoc. Prof. Dr Filcho Filipov

Modern business environment is characterized by constant changes and
organizations must adapt quickly - they have to meet consumers� new requirements,
keep up with competitors, follow economic trends and implement innovations.
Increasingly, they rely on computerized information systems (CIS) and new information
technologies for enhancing the management of their activities and achieving competitive
advantages.

Meanwhile, requirements concerning CIS are growing: they have to be flexible
and adaptable, Internet-open and easily integrated with legacy systems. This brings
forward the need for standard technological interfaces to facilitate organizations in
providing or using their clients� and partners� information resources. Significant changes
are necessary in the internal organization and structure of CIS.

All the requirements regarding today�s CIS emphasize the need for applying a
web-services-oriented approach and methodology of building these systems. Web
services are a dynamic and fast-developing concept, as well as a technology. They
have been with us since the year 2000 and have not yet reached a stage of maturity
but are widely used. These days they set the trends in the development of organizations
computer information systems, enabling the improvement of organizations structure,
standardizing interactions with outside systems and using Internet services. A number
of experts consider the wider application of web services in building and developing
an organization�s CIS �best practice� and one leading to more cost-effective flexible
decisions and better integration with existing applications1.

In building web services a number of standardized technologies are used such as
XML, WSDL, SOAP, UDDI, WS-I, etc. As they greatly vary in character, problems
arise in their uniform comprehension and use in building and developing CIS. For this
reason we believe that the capacities of web services have to be represented in the
CIS model at a higher level of abstraction and one that is relatively little dependent on
the technologies they are based on. The UML method is a suitable instrument for this
task, as it has been an established standard for specification and implementation of
1 Virili, Fr. , M. Sorrentino. The enabling role of Web services in information system development practices:

a grounded theory study, http://www. springerlink. com/content/90224q4074q42822(September, 2012);
Mahmoud, Q. Service-Oriented Architecture and Web Services: The Road to Enterprise Application
Integration, http://www. oracle. com/technetwork/articles/javase/soa-142870. html (September, 2012);
http://www. w3schools. com/webservices/ (September, 2012) etc.
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CIS. UML brings together leading software professionals� and IT companies� expertise
in the field.  Its use is methodologically secure and is supported by a number of
developing environments. It is a general-purpose object-oriented modelling method as
it can be used for the building, implementation and support of a wide range of systems
� from the most complex corporate information systems to specific and closed embedded
systems, including service-oriented ones.

Based on the above, the purpose of this paper is to define a compact and concise
representation of web services basic structure and essential mechanisms by means of
the UML method, emphasizing the exchange of different types of data in web services.
To achieve this goal, a number of problems have to be solved:

First, define the essence of web services and, based on that, identify and
systematize UML elements that adequately match their purpose and functions;

Second, study the dynamics of interactions in web services, which is the first
important step in achieving data exchange between them;

Third, applying the mechanisms of formal parameters in Web services data
exchange, comparing them to the message exchange schemas;

Fourth, study the capabilities of UML for representing object-exchange in web
services and demonstrate how they are applied.

1. Basic elements of web services

Web services can be viewed as a technological platform for building CIS. In
information technologies context the terms �web service� and �service� are often
used synonymously. Web services are independent module-type applications which
can be published and used in a network environment � usually the World Wide Web 2.
Unlike other web-applications, they do not support a graphical user interface but share
business logic, data and processes by means of programmable interfaces3.

Consequently, a web service can be defined as a set of interrelated functions,
which are used by means of interfaces. This is why, in its simplest form, a web service
can be represented through UML in the CIS model as a class that enables access to
its functions through its public operations (fig. 1a). For a more accurate and precise
representation of web services, however, two UML elements can be used � interface
and class. The interface consists only of signatures/titles of operations (i.e. functions)
of the service which must be performed by the class operations (fig. 1b). Thus it is
possible for one or several interfaces to be explicitly present in one or several classes.
A point should be made that when web services are examined as a technology, the
interface operation is called Operation Contract, and the interface � Service Contract 4.

UML allows for a more compact representation of the service interface and the
connection with the class that gives details about it (fig. 1c). In a number of cases this
is more convenient but is also less readable and involves the use of CASE environments.

2 http://www. ibm. com/developerworks/webservices/library/w-ovr/ (September, 2012)
3 http://www. webopedia. com/TERM/W/Web_services. html (September, 2012)
4 L�wy, J. Programming WCF Services. O�Reilly, 2010,3 rd Ed.; Resnick, S., R. Crane, C. Bowen.

Essential Windows Communication Foundation. Addison Wesley, 2008.
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Fig. 1. Forms of representing a web service by means of classes

In many cases the preferred way of representing web services in CIS is as
components (Web service component). The component presents a logical, easily
replaceable part of the system that uses or provides a set of interfaces. This organization
allows for the well-built components with precisely defined interfaces to be seamlessly
replaced by new but compatible ones. In other words, the component is closely
committed to the interface; on the one hand, it can provide interface and on the other
hand � require interface (fig. 2). This is particularly convenient for representing inter-
dependable services, of the kind used in building service-based systems.

Web services classes and their components are interrelated (fig. 3). To be more
precise, classes carry out the component, that is, they are encapsulated in it and support
the corresponding interfaces. Fig. 3 shows that the interface is the same for a class
and a component. It is possible for the web service class to be represented as part of
the corresponding component which carries out the interface by means of dependency-
delegation type of relationship (fig. 3b).

Fig. 2. Representing a web service as a component

b)

c)
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Fig. 3. Interrelation between a web service class and component

2. Web services communication

A web service is used by its clients. The clients of the service use its functions;
these may be various kinds of applications � e.g. a graphics application, a web-
application, RIA, another service, system, etc. In some publications5 the web service
is referred to as a service provider and the client � as a service requestor. Clients and
web services communicate by sending and receiving messages. They interact directly
or use an intermediary broker. Obviously, during the message exchange the web service
interface is used.

In our view, the interaction between a web service and its clients can be most
feasibly represented by a diagram of sequence or an UML communication diagram
(fig. 4). These are behaviour describing diagrams representing the dynamic aspects

a)
�)

b)
�)

5 Erl, T. Service-Oriented Architecture: Concepts, Technology, and Design. Prentice Hall, 2005.

a)
�)

b)
�)

Fig. 4. Communication diagrams for representing
a client � web service interaction
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of the objects studied, which makes them suitable for an adequate and concise
description of web services elements and the dynamics of their usage. Classes (fig.
4a) or components (fig. 4b) can be used as elements of these diagrams, defining the
clients and the web services interfaces. In this case the exchanged messages appear
as requesting operations on the web service interface, or on its class, respectively. It
is possible that instead of classes or components their specimens are used; this facilitates
a more precise representation of the dynamics of using Web services.

As it was mentioned above, a client of a web service can be another web service.
Communication between those is the foundation of the building and functioning of
service-based systems (fig. 5).

It is important to point out that service-based systems consist of inside/local and
outside services. They can be provided by different developers, implemented through
different technologies, programming languages and platforms, may have different versions,
may be executed at a different time, etc. After all, given this wide variety, the interfaces
of web services must be compatible and support communications in accordance with
pre-defined schemas. They have to enable interaction within the system among local
services, as well as interaction outside the system with remote clients.

Fig. 5. Service-based CIS

3. Web services data exchange through formal parameters

Data exchanged in web services according to WSDL6 standard are called types
� i.e. types of web service data, and according to the software platform WCF 7 � data
contracts. They are a constituent of the messages transferred, which is closely related
to the web services operations, provided by their interfaces.

6 http://www.w3.org/TR/wsdl  (September, 2012)
7 http://msdn.microsoft.com/en-us/library/ms731082 (September, 2012)



IZVESTIA � Journal of University of Economics � Varna
NM

Web services can be viewed as invoking operations between two separate classes,
respectively components. This means that mechanisms used in object-oriented
programming can be applied to data exchange in web services but  some inherent
limitations should be considered.

To add some detail, method data exchange in object-based programming uses
the following basic mechanisms: of global variables; of formal parameters; of method-
functions; of dynamic memory.

To find out which of the data exchange mechanisms mentioned are suitable for
web services, we shall first study and define data transfers in web services informally
and after that present the relevant mechanisms formally, using UML.

A web service and its clients are implemented by programs. Consequently, behind
the services provided and used, we find conventionally developed object-oriented
applications and the communications between them are carried out by XML-based
web technologies. Transported data can belong to various types: integers and real-
valued numbers, strings, arrays, objects, etc. which have a different representation in
the operating memory for the client and for the service. Therefore they need to be
converted to a kind that is technologically neutral to implementation, can be
comprehended by any client of the service and meets the WDSL standard. A typical
characteristic of web services is the fact that they do not marshal addresses, but
variable values. This mechanism is known as marshalling by value.

Having in mind the specifics and constraints of web services data exchange, we
can summarize that they do not allow for the use of mechanisms for data transport by
dynamic memory and global variables as is the way with conventional programming.
This task can be accomplished using formal parameters and method-functions, though
at a physical level data is mostly converted to XML-format (which is a text format)
and meaning is conveyed. To be more precise, data transmitted in web services can
be represented through parameters and the type of result of their operations. Thus
web services operations can be used not only for the execution of certain activities
and behaviour but also for data exchange with the clients of these services.

Formal parameters used in web services are as follows; input, input-output, output.
They are closely connected with the patterns/schemas for message exchange (MEP
- Message Exchange Patterns) in Web services.

The input formal parameters are used to convey meaning from client to service.
Therefore, with this mechanism for data transport, a message is sent to the service and
no reply is expected. This matches the semantics of message exchange pattern in web
services without a reply, i.e. fire-and-forget MEP. With this pattern the client only needs
confirmation that the message has been successfully received, and not a reply from the
web service8. This shows that in order to better convey the meaning of the message,
input parameters must match a service operation implemented as a logical function.

Input parameters can be represented in the definition of the class operation,  the
web service interface operation, or in invoking the service. To achieve this, it is good

8 �������, �., �. ��������. UML ������� �� ���-��������. ��������������� ���������� �
������������� ��������� � ����������� �� �������� (������� � �������), ������, 2011.
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to use class diagrams including web service classes, or components diagrams with
components and interfaces of Web services. In our opinion it is better to use classes in
this case (fig. 6a), and not components as it makes things clearer. Input parameters
are marked with the key word in, which can be omitted.

Fig. 6. Using formal parameters and method-functions in Web services

Input-output parameters are applied when they are needed to convey meaning
towards the web service and a result of the execution of its operation returned. For
this reason they must be variables. In context, the message exchange patterns which
make use of these parameters are synchronous request-response MEP and
asynchronous request-response MEP. These parameters are visualized analogically
to the representations of input ones, but are marked with the key word inout (fig. 6b).

Output parameters are used for returning meaning after the corresponding web
service operation is invoked. Like the input-output ones, they must be variables. They
are marked with the key word out. In a sense, output mechanisms are similar to input-
output ones, but they must not have initial meanings, that is, they are not initialized (fig.
6c). Their semantics does not exactly match any of the message exchange patterns,
but we believe they can be used in defining synchronous and asynchronous requests �
responses. Both patterns employ messages to transport data to the web service and to
return the result of the execution. This means that if we use output formal mechanisms
in messages, no data will be transported to the web service, but they enable the return
of necessary data to the client of the service.

Method-functions are suitable to use when a result needs to be returned to the
point of sending the message towards the web service (fig. 6d). They can be used
along with various types of parameters and are applicable in all kinds of message
exchange patterns in web services: synchronous request - response, asynchronous
request - response, no response.

Types of data that can be transported in web services are9: primitive; objects;
interrelated objects; collections of objects, etc.

Primitive data types are supported by most programming languages such as C#,
Java, Delphi, etc. Scalar data types char, bool, int, double, float, etc., string, countable
type also belong to the primitive data category. These data types are usually supported
9 http://msdn. microsoft. com/en-us/library/ee960161. aspx
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in a hassle-free way by both web service consumers and providers, which means that
no additional descriptions are necessary in transporting them.

Relaying and using primitive data types in web services is shown in fig. 7. It
demonstrates the transfer and use of information of cross currency exchange rate of
a currency pair, specified by its denotation � e. g. GBP/JPY, AUD/JPY, CHF/CAD.
For this purpose, two communication diagrams are developed � with classes and with
objects, using UML. In order to specialize UML for a more accurate representation
of web services we have introduced some stereotypes10. The first diagram shows at
an abstract level the defining and using of the Web-service (fig. 7a), and the second
(fig. 7b) shows how the service is used with the help of concrete data about consumers
and providers. It is shown on fig. 7b that the operation argument is replaced by the
corresponding currency pair, and the operation result � by a concrete currency ratio.
This model of data exchange between client and service uses method-function with
input parameters.

Fig. 7. Representing web service primitive type of data exchange

We can make the conclusion that standard UML tools are suitable and sufficient
to represent the transport and use of primitive data types in web services. Thus web
services basic model of interaction (see fig. 4) can be rendered more detailed and
precise. Here we cannot identify any peculiarities that require defining and using
additional UML mechanisms, apart from the stereotypes introduced.

a)
A
0

�)

b)
�)

Stereotypes used:
SReq (Service Requestor)
WSClass (Web Service Class)
WSInt (Web Service Interface/contract)

1 0 A stereotype is a new element of UML,which is introduced in developing specific systems models.
The introduced stereotype is noted as follows:<<name of stereotype>>
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4. Mechanisms of transporting objects

Transferring of objects and collections of objects in web services is more complex,
compared to the transferring of primitive data types. In this case the class, which is
the basis of the transported objects and which the web service depends on, must be
also accessible for the clients of this service.

Objects are created based on the classes that define their structure. They are
composite, complex data structures. To describe these data structures in the context
of web services developer-defined types of data are used, which we are going to call
complex data types of web services. They are composed by data items. The
object type definition is part of WSDL definition and XSD11 is used, which is a text
format again.

To recapitulate, complex data types of web services match the object classes
and data items match their fields or properties. To present them, therefore, we can
use class diagrams and components diagrams.

In defining it, a Web service is designated in a space of names, thus making it
visible for its consumers. To distinguish it from the space used in conventional
programming we shall name it Web service namespace.

The defined complex data structures for object representation in web services
may share the same space with the service, but it may have its own dedicated space,
which has to be accessible to the service. Namespaces are used for grouping together
web services and complex data structures related to them. They can, therefore, be
represented as UML packages, and the interdependencies between them  - as
relationships between packages.

The interdependencies between web services, complex data structures and
namespaces are shown in fig. 8. Web services and data types can be located in one
namespace (fig. 8a) or in different but related namespaces (fig. 8b). The latter shows
that only the web service interface is visible outside its namespace and its class is
private; fig. 8b also shows that complex data types are public and are used by both the
web service and its clients.

1 1 XML Schema Definition
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Fig. 8. Dependencies between web services,
complex data types and name spaces.

The question of the representation of complex data types at a component level is
debatable, in our opinion. There certainly are some issues that have not been clarified.
On the one hand these stem from the meaning the UML standard gives to the elements
of interface and port, while, on the other hand, there are not enough examples of their
usage. Specifically, access to the component function is usually carried out by means
of the interfaces this component provides, yet they cannot be used for exporting data
types. For this purpose, we believe the components ports are a feasible choice.

In the specialized literature12 a port has two functions. The first one is for the
port to connect with the interface. More accurately, a port is defined as a point of
interaction with a well-defined interface. Each port has a set of provided and requested
interfaces, which define its interaction with the outside environment. In its second
function the port is linked with a property or attribute of the component. We shall use
the second interpretation of the port, but applied in the web-services context. More
precisely, the port can be linked to a complex data type provided by the web service.

a)
A
0a
�)

b)
�)

1 2 Unified Modeling Language: Superstructure (Ver. 2. 1. 1). Object Management Group, 2007.
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On the one hand, the data type is public, and on the other � it can be used by the web
service interface, which accurately describes its function (fig. 9).

Fig. 9. Defining and using a web service data types at a component level

A typical example of the web service use of objects is an online book of contacts
or address book (fig. 10). This is a service provided by any type of component business

Stereotypes used:
WSNS (Web Service Namespace)
WSCDT (Web Service Complex Data Type)
WSOp (Web Service Operation)
tpaf=Et£ =p£°´§¡£=a~²~=f²£«Fa)

Fig. 10. Using objects in the web service Book of Contacts
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software, Windows operating system, email clients (Windows Live Mail, MS Outlook,
etc.), MS Office, Internet platforms like Google, Windows Live, etc.

The Book of contacts web service provides essential functions for the
management of particular contacts such as adding a contact, changing a contact,
deleting a contact. Hence, data stored for each contact are name, family name, email,
telephone, address, etc. The Contact type objects are assigned as parameters to the
corresponding web service operations. In order to correctly interpret the diagram in
web services context the necessary stereotypes are added to its elements.

*  *  *
The use of web services is a major trend in the development of modern CIS. It

is widely accepted that the web services orientation of CIS is a best practice and an
innovative technology in the building of those systems. Web services are a sophisticated,
complex and heterogeneous technology. This calls for representing their functions at a
high level of abstraction and in our opinion the UML standard is suitable for the purpose.
Thus conditions are created for an easier comprehension of web services by a wide
range of specialists. In relation to this, our article attempts to study and systematize
essential capabilities of web services, having established that they possess two basic
forms of representation � classes and components, which are closely related. The
basic mechanism of communication among web services is studied. This mechanism
has been developed and supplemented by data exchange mechanisms between a
client and a web service. The close relation is shown between data exchange
mechanisms and message exchange patterns in web services. Finally, by means of
concrete models the use of complex data structures (objects) of web services is
visualized. Parallel to that we have defined some stereotypes which facilitate the
application of the UML method in modeling service-based CIS. Outside the range of
this study remain some issues concerning the exchange of hierarchically organized
objects, aggregates and collections of objects which we plan to study and present in
our next publications.

In conclusion we can summarize the enabling role of UML for a clear, concise
and unambiguous representation of the basic elements, mechanisms, and exchangeable
data which is necessary for the building and documenting of service-based systems.
We believe this paper can prove useful for both building service-based CIS and for the
acquisition and development of web services concepts and technologies.

SOME  ISSUES  OF  THE  UML  PRESENTATION
OF  DATA  EXCHANGE  MECHANISMS  WITH  WEB  SERVICES

Assoc.  Prof.  Dr  Filcho F ilipov

Abstract

It is accepted that the orientation of computer information systems towards web services
is a �best practice� and an innovative technology in their development. Along with that, web
services are a complicated, complex and heterogeneous technology. This requires that their
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functions are presented at a high level of abstraction, and for that purpose, according to us, it
is appropriate to use the UML standard � thus there are created conditions for them to be more
easily adopted by a wide circle of specialists.

With regard to this, in this publication, having systematized the main capabilities and
elements of web services, there are offered solutions for their presentation by means of UML.
It has been determined that they can be presented in two main forms � as classes and
components, which are closely connected with each other. There is studied the main mechanism
of communication between web services, and it is further developed and supplemented with
the mechanisms for data exchange between the customer and the web service through the
parameters of its operations. By means of specific models there is illustrated the use of complex
data structures with web services.
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INVALIDITY OF COMMERCIALTRANSACTIONS

Assoc. Prof. Margarita Buchvarova, PhD

The stability of commercial transactions is essential in the context of contemporary
commercial relations, since it is a guarantee for execution of undertaken rights and
obligations. Therefore, from a legal point of view, a valid transaction ensures full
compliance with the requirements of applicable law. In this regard, the issue of invalidity
of commercial transactions is relevant both from a theoretical and from a practical
perspective. This determines the author�s scientific interest in the examination of basic
laws which govern said legal phenomenon.

The object of study in this article is the invalidity of commercial transactions,
following the system of commercial legislation. The main aim of the author is to analyze
the legislation and to draw scientific conclusions that can be applied in the interpretation
of legislation.

Invalidity as a legal phenomenon is the subject of theoretical research in civil
law, which regulates its four forms � nullity, voidability, relative and pending invalidity 1.
The grounds for invalidity are subject to the casuistic rules set out in Art. 26 and 27 of
the OCA2. A basic requirement for invalidity is the presence of a �deficiency� /defect/,
constituting a violation of the law, as a result of which a transaction is not able to
produce the effect desired by the parties. The existence of fault or damages to a legal
entity is irrelevant from a legal point of view3.

With the adoption of the special commercial legislation the specific grounds for
invalidity were also regulated, corresponding to the characteristics of public relations
in the commercial area. In principle, they concern various types of commercial
transactions, not just contracts. The grounds stipulated in the CA4 should also consider
the characteristics of the specific transaction in view of its type. It should be emphasized
that in the absence of a special law, the civil law is a subsidiary source of commercial
law by virtue of an express provision in Art. 288 of the Act. Therefore, the types of
invalidity governed by the OCA concern also commercial transactions, which in practice
are most often treated as null and void5.

The specific grounds for invalidity in the CA relate to commercial transactions,
statements of the parties and their form of objectification. According to Art. 293, para.
2 of the CA when the will, related to the conclusion, performance or termination of the
commercial transaction has not been expressed in the required form, it is considered
void. The rule is further developed in Art. 293, para. 3 of the Commercial Act, under
1 See Tadjer, B. Civil Law. General. C., Nauka I izkustvo, 1973, p. 241.
2 Obligations and Contracts Act.
3 Tadjer, B., citation, Writings, p. 237.
4 Commercial  Act.
5 Goleva, P. Commercial Law, Second Book, Feneya, S., 2002, p. 51.
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which, if the other party has received a verbal declaration of intent, but has not
challenged its validity, it cannot refer to the invalidity of the transaction at a later time.
In theoretical aspect it is assumed that a party�s lack of reaction is a sign of approval
of the transaction6.

The basic theoretical rule applying specifically on contracts as a form of bilateral
transactions is that there are at least two opposite wills, which coincide on the essential
terms of the transaction. Under the civil law, the lack of stated will on the essential
terms of a contract means a lack of a deal. The Commercial Act contains a significant
variation with respect to commercial sale contracts. The lack of stated will on the
transaction price, regardless of its announcement as an essential condition, does not
make the transaction null. There is a partial invalidity of the contract, where the missing
clause is replaced by a mandatory legal provision. An irrefutable presumption has
been introduced under which it is assumed that the contract is concluded at a �regular
price.� As can be seen from the legal definition, this is the price usually paid under
similar and usual circumstances for the same amount and type of goods. The variation
from the general regime of invalidity of transactions7 has been introduced in order to
ensure speed and reliability of sales in trade relations.

In some cases the CA provides for a mixed factual composition of the transaction,
consisting of two elements: civil and administrative law. The civil element includes the
requirement that the parties express their will, respectively consent on the contracts,
while the administrative element is expressed in the requirement of authorization or
approval by a public authority. According to Art. 295, Paragraph 1 of the Commercial
Act a transaction shall take effect provided that said authorization or approval is granted.
On these grounds, the legal theory defines the authorization /approval/ as statements
of will determining the legal effect of the transaction. The statement of will of the
public authority is not independent but is layered onto the wills of the parties8.  Pending
the said statement of will we are faced with an incomplete factual composition, which
is a ground for initial nullity of the transaction, with the result that it is unable to
produce the effect desired by the parties. Our case law has accepted that if there is a
need for authorization of the transaction, the trader has two alternative options. On
the one hand there is the right to accept the conditions related to the authorization or to
deny its conclusion in case the requirements are unacceptable9. One of the most
common hypotheses for granting authorization is in relation to the powers of the
Competition Protection Commission granted to it pursuant to a separate law, when
there is a sale of companies or equity that can result in monopolies on the market.

The Commercial Act does not contain a provision on the timing of a public
authority�s statement of will, on which the transaction is dependent.  Formal logic
determines the conclusion that the authorization precedes the conclusion  of the
6 Nedelcheva, B., Sukareva, Zl., Karanikolov L., F. Rachev. A brief course on commercial law. UNWE, S.,

2002
7 This is a formal lack of consent which under art. 26 of the OCA is grounds for nullity
8 Vladimirov, Iv. Commercial transactions. University publishing house. Varna University of Economics,

1997, p. 18
9 In this sense Ruling No. 135/14.11.2000 of the Competition Protection Commission
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transaction, while the approval is granted when there is agreement between the
contracting parties. According to our legal practice concerning such authorization it
should be assumed that it is enough that the authorisation exists as at the date of the
transaction. The essential thing in this case is that the authorization relates to the
specific disposition transaction, individualized by subject and parties10. The situation is
similar in case of confirmation of the transaction by a third party, pursuant to Art. 296
para. 1 of the Commercial Act. The main difference from transacting with a
requirement for authorization or approval lies in the capacity of the third party. It is the
subject of our private law rather than of a civil or administrative body. Hence the
second difference, namely the statement of will of a third party is civil in nature and
does not contain the characterisics of an administrative act. The transaction concluded
under the confirmation requirement falls under a suspensive condition. Until confirmation
is given, the rights and obligations are pending. The transaction is in an indeterminate
state until fulfilment of the condition, namely the confirmation of a third party.
Nevertheless the transaction has an independent character and meets the requirements
for a specific type of transaction. The statement of will of the third party is additional
and it adds to the wills of the parties. From that point they form a whole, resulting in
the occurrence of the legal effect. The deal binds the parties and creates a
corresponding liability. The party which has undertaken to produce a result is legally
obliged to inform the other party thereof. The notification term shall be three months,
unless otherwise stated. After its expiry, the party which has not received confirmation
of the result acquires the right to withdraw from the deal.

Commercial transactions are concluded in written form or otherwise, if provided
by the law. This rule corresponds to the general provisions of the civil law. As a rule,
commercial transactions are informal, in order to ensure fast trade. In some cases, the
form is a condition so that the transaction has legal effect, e.g. a commercial agency
contract, commercial sale and repurchase, sale of payment, promissory note, etc.11  The
parties to commercial transactions are entitled to determine the form of the transaction
between themselves, as long as they do not violate the mandatory legislation. In theory
it is assumed that the eligibility of parties to determine the form of the transaction does
not include the possibility to provide a �more streamlined form than the statutory�. In the
presence of such a situation, the transaction should be treated as null and void12.

There is no specific rule on the required form for amendments in commercial
transactions. It is assumed in the case law that �when a certain form is required for a
commercial transaction, it applies also to the amendments to it.13 �This rule should be
shared also from a theoretical point of view, due to the explicit text in Art. 293 paragraph

1 0 See Ruling No. 642/10.07.2006 under business case No. 14/2006, 2nd panel of the Supreme Court of
Cassation

1 1 See Rachev F., Karanikolov L., P. Popov, Iv. Vladimirov, Luchnikov Sv., Nedelcheva B., Sukareva Zl.,
Landzhev B., Velinov L., Commercial Law, University Publishing House �Stopanstvo�, S. 1999, p.
387.

1 2 Gerdzhikov O., Commercial Deals. A Book on Part Three of the Commercial Act, IK �Trud I pravo�,
S., 1997, p. 23.

1 3 See Ruling on administrative case No. 37/99, ruled on 26 October 1999.
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6 of the Commercial Act. It should be emphasized that the above-mentioned legal
requirements relate to the form of the transaction in terms of its validity. The form that
is necessary to prove the transaction is outside the set of problems, given the special
rules in the CPC14.

The Commercial Act considers the written form within a wider content. It
comprises not only the need for a written document /contract, title deed / that objectifies
the statements of the parties, but also cases where the statement is technically recorded
in a way that can be reproduced. In statements made by fax or telex, the written form
is fulfilled, if the books and documents that reflect the performance of these devices
exclude the incorrect reproduction of the statement. The main civil rule is that in the
absence of the required form of the transaction, it qualifies as null and for that reason
it does not give rise to a legal effect. The rule is mandatory according to the express
provision of Art. 26, para. 2 of the OCA. By way of derogation of the above decision,
the CA provides for inadmissibility of the claim by a party to refer to the nullity of the
transaction if it can be concluded that the party has not challenged the validity of the
statement / Art. 293, paragraph 3 of the CA /. The exemption applies to transactions
whose subject are rights in rem over immovable property. Such transactions are subject
to the civil law, with a view of the protection of property rights. Therefore, the
consequences of failure to comply with the form of the transactions are determined
by its subject matter. On this basis, the CA regulates the relations concerning commercial
transactions relating to movable property � goods, while the OCA governs commercial
transactions relating to real estate property. Concerning the commercial nature the
presumption laid down in Art. 286, paragraph 3 of the Commercial Act should be
accounted for, which reflects also on the law applicable to a particular transaction15.
As concerns the admissibility of remedying a commercial transaction through its
execution, the answer is not unequivocal. It is assumed that the performance under a
void contract does not remedy the missing required form, pursuant to Art. 26 of the
OCA, except in the case of Art. 293, para. 3 of the CA16. Under our civil law, a
transaction concluded without representative powers or by exceeding them has no
legal effect unless it is confirmed / ratified / by the principal. In civil relations the legal
consequence is pending invalidity, and in exceptional cases the transaction can be
remedied with an additional statement of will by the misrepresented person. Relations
in commercial law are regulated in a different way. According to Art. 301 of the
Commercial Act, in such cases the transaction is valid unless the implicitly represented
trader rejects it immediately after becoming aware of it. It is assumed that the lack of
opposition by the trader amounts to a tacit acknowledgment of  the contract17. With a

1 4 Civil Procedure Code.
1 5 See Ruling No.1039 dated 31.10.2008 under civil case No.2625/2007, G.K., 3rd civil department of the

Supreme Court of Cassation.
1 6 See Ruling dated 05.06.2007 under administrative case No. 83/2006 of the Court of Arbitration at the

Bulgarian Chamber of Industry and Commerce. Published in the Book �Case law of the Court of
Arbitration at the Bulgarian Chamber of Industry and Commerce 2006 � 2007.�

1 7 See Ruling No.34 dated 22.02.2010 under business case No.588/2009, 2nd business department of the
Supreme Court of Cassation.
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view of legal safety and the protection of the transactions, the law requires the active
opposition by the misrepresented trader expressed �immediately�, namely �within a
reasonable period�. Opposition to perform legal acts without representative powers
upon submission of a claim is not equivalent to the requirement that the opposition is
expressed �immediately upon becoming aware �pursuant to Art. 301 of the CA 18.
The judicial practice in the country is also in this line and by its virtue the presumption
of implied consent of the trader with a transaction concluded without representative
powers has been provided for under Art. 301 of  the Commercial Act. Unlike our civil
law, where in the absence of representative powers or in case of exceeding them
there is pending invalidity of  the transaction  /Art. 42 of  OCA/ until the express
confirmation by the misrepresented person, in commercial transactions inaction and
silence are presumed consent of will for confirmation. In commercial transactions
there is also a pending nullity, but it exists up to the time of becoming aware and the
lack of opposition by the trader on whose behalf the transaction was concluded without
representative powers. The legislator has bound this immediate opposition with the
moment of becoming aware of the conclusion of the transaction.

More different is the treatment of �strict necessity� as grounds for invalidation
of contracts, according to Art. 297 of the CA. In legal theory this concept is interpreted
as the occurrence of adverse circumstances, most often a lack of money, forcing one
party to sign the contract. Thus, the conditions under which a contract is concluded
are significantly different from normal and customary conditions. In civil relations
these grounds aim to restore the equivalence in relations between the parties on the
principle of justice. Therefore, claims on these grounds are allowed within 1 year of
becoming aware. In commercial relations where both parties are traders, the scope of
these grounds is excluded. Only in case the commercial transaction is of the unilateral
kind19, the party that is not a trader is eligible for invalidation of the transaction under
the civil law.

In conclusion, the following conclusions can be drawn from the comparison
between the different grounds for the invalidity of commercial transactions and the
arrangements in our civil law.

Firstly, on the one hand, invalid commercial transactions are in the category of
voidable transactions. Their rehabilitation is allowed in the absence of opposition from
the party that has the right to make the transaction void.

Secondly, the grounds for invalidity of transactions provided for in the OCA,
retain their legal significance also for commercial transactions in the part where there
is no special legislation.

Thirdly, the consequences of nullity are determined by the subject of the contract
and / or the nature of the transaction: unilateral or bilateral. Basically it should be
borne in mind that deals related to real estate property are protected by the legal

1 8 See Ruling No. 30 dated 08.04.2011 under business case No. 416/2010, 1st business department of the
Supreme Court of Cassation.

1 9 The content that is inferred in the unilateral transaction within the meaning of the specific division of
the Commercial Act is in case that only one party has business capacity.
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provisions and on these grounds they are also formal, according to the commercial
legislation.

Fourthly, the legal consequences of an invalid deal or a deal made void according
to the legal provisions are identical and similar, like in civil transactions.

In summary of the above the author assumes that the application of the general
civil law in the matter concerning the invalidity of commercial transactions is the
dominant source of regulating the problem areas. The Commercial Act stipulates certain
specific grounds which take precedence when referring to a particular type of
transaction /commercial sale / or in situations in which the conclusion, respectively,
the form of a transaction deviates from the general civil law.

NULLITY  OF  COMMERCIAL  TRANSACTIONS

Assoc.  Prof.  Dr  Margarita  Bachvarova

Abstract

In the article there is discussed the issue of the nullity of commercial transactions by
contrasting it with the general principles in accordance with civil legislation. There are analyzed
the special hypotheses according to the Commercial Law and are pointed out their specific
consequences.

The main conclusion is in the qualification of the invalid commercial transactions of the
category of voidable type of transactions. On these grounds there is the legal opportunity for
their revitalisation. As regards the legal consequences there is the universal application of the
general rules of law also with respect to commercial transactions that have been declared
invalid.

Keywords: commercial transactions, nullity, voidability.
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THE MACROECONOMIC STABILITY OF BULGARIA �
 GUARANTEE FOR ECONOMIC SECURITY

Assoc. Prof. Dr Anton Marinov

The nature of the economic policy of the state consists of guiding the economic
processes through the execution of a set of measures, with which there are achieved
the projected goals and tasks and are solved important social issues1, dealing with
tasks, which the market is unable to solve. Its priorities are a reflection of the processes
running in the national and world economy.

In pursuing the economic policy and achieving its goals there must be taken into
consideration their interrelation and interaction. Occasionally there is a discrepancy
between some of the goals, therefore there should be sought the optimal scenario by
means of various decisions or constant manoeuvring. Controversies are resolved by
preferentially accomplishing the goal, which is currently most threatened. In that case
even its partial achievement is considered a success, being the optimum variant.

Macroeconomic stability and economic security are some of the most important
goals of the economic policy and elements of the economic environment. There is a
direct correlational dependence between them and they overlap partially or completely
in certain cases.

1. Theoretical formulations

The idea of economic security was used for the first time in 1971 by the Ministry
of International Trade and Industry of Japan. With it there is expressed the dependence
of internal economic growth on international relations2.

According to Prof. Tilcho Ivanov3 economic security is a component of the
complex security of the country and is connected with the way and the quality of
social life. He thinks that it consists of two elements - external and internal security.
External economic security expresses the two-way connection between the state of
international relations and the stability of the the country�s economic development.
The internal economic security of the country includes: the place of the country in the
international specialization of labour, the use of its comparative advantages, the increase
in competitiveness, stable balance of payments, free movement of goods, services,
people and capital, maintenance of a national reserve of strategic raw and prime
materials, economic growth, increase in the standard of living, increase in productivity,
high employment, stable money circulation, balanced state budget, etc.

1 ���������,  ��., ¡¢�£���� ���������� �� �������������� ���������, ���. ⁄� ������� - � �����-
���¥, ����ƒ, 2008, �. 47.

2 ������, §., ���������� �� ����������, ¤� ������������, ����ƒ, 2002, �. 143-145.
3 ������, §., ���������� �� ����������, ¤� ������������, ����ƒ, 2002, �. 143-145.
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Prof. Ognyana Stoichkova views economic security4 as the part of the national
security of the country which ensures high enough social, political and defence potential
so as to guarantee the stability of economic resources and their use, independence of
the economic and social processes of internal and external influences.

According to Assoc. Prof. Stefan Michev and Assoc. Prof. Lidia Velkova5 among
the responsibilities of the state are: the maintenance of statehood and independent
development, its own place in: the international division of labour, the specialization,
cooperation and international trade, the international financial and bank systems,
participation in the major financial and commodity markets, etc. Its purpose is to support
and, if necessary, protect those. The present-day version of the notion of �economic
security� is complemented with such a characteristic as guaranteed competitiveness
of the national economy in the global economic area. An increasing number of
researchers come to the conclusion that it is precisely competitiveness that is the most
objective and integral criterion of the viability of the market economy under conditions
of peace.

Economic security is traditionally viewed as a principal qualitative characteristic
of the economic system. It determines the ability of the economic system to maintain
normal living and working conditions for the population, to steadily provide resources
for the development of the economy, and also to realize consistently the national
economic interests. The internal economic security of the country is directly dependent
on the active macroeconomic and structural policy of the state. In order to achieve
stability of the economic environment and create conditions for economic growth,
there must actively and successfully be utilized the tools of the monetary, fiscal and
other policies.

Zdravko Marinov 6 views it as the protection of the members of society from
economic risks - crises, bankruptcies, unemployment, occupational accidents, etc. The
governments of the developed countries work out economic programmes providing
relief funds for the needy, upper limits to the prices of consumer goods and services,
subsidizing the production of certain goods, etc.

So far opinions on the issue of the definition of economic security vary, although
a great number of Bulgarian and foreign scholars have worked on the topic. One of
the most widely spread ones is that of the Russian scientist Academician Leonid
Abalkin7, which sums up most of the definitions given here and can be adopted as the
working one in the present study. It states that economic security is the most important
qualitative characteristic of the economic system, which determines its ability to maintain
normal living conditions for the population, sustained provision of resources for economic
development and consistent pursuance of national interests. Economic security has a
complex inner structure in which there are three important elements:
4 ���������,  ��., �¡¢�£���� ���������� �� �������������� ����������, ���. �⁄� ������� - �

��������¥�, ����ƒ, 2008 �., �. 71.
5 '����, ��., “. «������, ����������� � ��£��������� ����������, �������, ���������-�����-

������� ������� �� ������������, ���. �«����� ������������, ����ƒ, 2005 �., �. 212-229.
6 '������, ⁄��., � ����� �� ��������� ���������� - �������, ���. ‹�����, ›������, 1995, �. 115.
7 fi������, “., “����ƒ � �¡fl, 22.06.1993, �.
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1. Economic independence - the ability to control national resources, the
attainment of such efficiency level of production and quality of the gross domestic
product (GDP) that would guarantee the competitiveness of the national economy
and provide the opportunity for equal participation in global trade, including cooperation
and exchange of scientific and technical achievements.

2. Stability of the national economy - protection of property in all its forms,
creation of reliable conditions and guarantees for economic activity and control of the
factors, which can destabilize the economy.

3. Ability for independent development and economic growth of the national
economy - favourable climate for investment and innovation, constant modernization of
production, improving the professional, educational and cultural level of the population, etc.

The goal of economic security is maximum prosperity for all members of society.
In order to achieve this goal there are needed macroeconomic stability, economic
activity, full employment and an increase in labour productivity, economic growth,
environmental protection and foreign economic equilibrium.

The correct estimation of the level of economic security depends on the amount
and depth of the information on the current situation, its impact on the sectors of the
economy as a whole. It includes an analysis of a set of indicators of an economic
system. Among the most important indicators8 for measuring its level there can be
identified the following:

economic growth - the dynamics and structure of national production and
national income, the industry structure of the economy and the dynamics of
the individual sectors, investment, etc.;
characterization of natural resources, the industrial, scientific and
technical potential of the country;
characterization of the national economy and its dependence on external
factors - inflation, budget deficit, influence of external economic factors,
stability of the national currency, the internal and external debt, etc.;
quality of life - GDP per capita, level of income inequality, provision of goods
and services to the population by the state, number of economically active
individuals, protection of the environment, etc.

Taken alone, the individual economic indicators as well as their values are of no
significance to economic security. What�s important is their impact on the economy.
Failure to keep those within acceptable limits results in the formation of negative and
destructive tendencies in the economic security of Bulgaria and there arise certain threats.

For instance, as far as internal threats are concerned, such indicators are: the
level of unemployment, the difference in income between the richest and the
poorest, the rate of inflation, etc.

As regards the external threats, the following can be identified as indicators:
the maximum allowed amount of national debt, favourable or unfavourable foreign
trade balance, the dependence of the national economy on the importation of
foreign technology, components or raw materials, etc.
8 §������, §��������� �������� ��ƒ �������, www.sec4all.net
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The criterion of economic security is the ability of the national economy to deal
with the threats under critical situations.

The other important element of economic policy is macroeconomic stability (MES).
Here, too, the opinions of authors and researchers vary.
According to the neoclassical school macroeconomic stability (MES) comes

down to financial stability. Financial stability means low inflation, balanced budget,
balanced current account, stable exchange rate, low interest rates, adequate foreign
currency reserve.

Macroeconomic stability9 means maintaining an approximate internal and external
equilibrium between supply and demand. Internal equilibrium means: low inflation, low
budget deficit, increase in the average salary in accordance with labour productivity,
hence rise in consumption following the growth of the gross domestic product. External
equilibrium means: moderate deficit of the balance of payments current account, which
can be financed with foreign direct investment and low-interest long-term loans; decreasing
external debt as percentage of GDP; dynamics of the real exchange rate in conformity
with the dynamics of the equilibrium real exchange rate; protection of the local financial
markets from great amounts of speculative funds seeking quick profits.

As a result of the policy outlined above, the most important indicators of
macroeconomic stability in Bulgaria in the two decades (2000-2020) will be: annual
growth rate of GDP, average annual rate of unemployment, average annual rate of
inflation - consumer prices, average annual budget deficit - % of GDP, average annual
current account deficit - % of GDP, national debt at year end - % of GDP, etc.

The conclusion is that macroeconomic stability aims at the stability of the
economy - price stability, high level of employment, positive economic growth and
foreign trade balance:

price stability means non-admission of an increase in prices by over 2-3%
annually10.
high level of employment - maintenance of natural unemployment rate (3-
6%);
economic growth - recommended increase of GDP by 3-4% yearly in normal
conditions, and after a crisis - by 6-10%. That is the most important task, and
its achievement would be a success for the economic policy of any country;
foreign trade balance - maintaining favourable balance in foreign trade.

Apparently macroeconomic stability is something more than just the smooth
functioning of the currency board, as well as every other state of orderliness in a
system. It requires continuous effort on the part of numerous branches of economic
policy - the fiscal policy, income policy, external debt management, creation of suitable
environment for the capital markets. Hasty and uncoordinated actions by individual
branches of economic policy can easily harm it, which would lead to risk of
macroeconomic crisis and recession.

9 °�������, �., �'���������������� ������ � �¢�������ƒ ��������� £�����, �. �fl�������,
10.02.2001 �.

1 0 The increase in the quality of goods and the raising of prices is not considered an increase.
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The concept of �economic security� is viewed in two aspects, which are in
direct correlational interdependence:

a concept which can exist independently, can be observed and studied as a
process and phenomenon;
a wider concept, part of which is the concept of �macroeconomic stability�.

It is necessary to prepare and introduce a time plan for achieving the goals of
economic security, which for the most part coincide with these of macroeconomic
stability.

Analysis of macroeconomic indicators11

Table 1

Macroeconomic indicators for the period 2005-2010

1 1 In the analysis of macroeconomic indicators there have been used the indicators by which there are
measured simultaneously economic security and macroeconomic stability.

1 2 The Gross Domestic Product (GDP) is a measurement of economic activity defined as the value of all
manufactured goods and services less the value of the goods and services used for their production.

1 3 The computation of the annual rate of change in GDP per capita is done using comparable prices in
order to allow for comparisons of the dynamics of economic development both in time, and between
economies of different scale. The rate of change in GDP is calculated from indicators in comparable
prices, since they represent only changes in volume, i.e. changes in prices do not affect the rate of GDP.

Indicators 2005 2006 2007 2008 2009 2010
Gross Domestic
Product (at current
prices)12 (mln BGN)

45,484 51,783 60,185 69,295 68,322 70,474

GDP per capita
(BGN) 5,877 6,726 7,857 9,090 9,007 n/a

Growth rate of GDP
per capita13 6.9% 7.1% 7.0% 6.7% - 5.0% 0.9%

Economic growth
(growth of GDP
against preceding
year)

6.4% 6.5% 6.4% 6.2% - 5.5% 0.2%

Investments (fixed
assets in progress)
(thousand BGN)

13,262,517 17,742,863 27,446,562 29,424,189 21,274,280 n/a

Population 7,718,750 7,679,290 7,640,238 7,606,551 7,563,710 7,504,868
Employed persons
aged 15 - 64
(thousands)

2,945.2 3,071.7 3,208.8 3,306.2 3,204.8 3,010.4

Coefficients of
employment of the
population aged 15 -
64

55.8% 58.6% 61.7% 64.0% 62.6% 59.7%

Unemployed
persons aged 15 - 64
(thousands)

333.7 304.6 239.1 198.5 236.7 345.9
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Source: National Statistical Institute and author�s own research.

Economic growth
Our national economy was not spared by the global economic crisis. It entered

Bulgaria through the export oriented types of production. In the period 2005-2010
there are observed predominantly positive values of the macroeconomic indicators up
until 2008. Table 1 shows that for the period under study the economic growth before
the crisis decreased by almost 12% and from positive turned into negative. From the
forecasted by the National Statistical Institute (NSI) fall in GDP for 2009 (- 4,9%) the

Coefficients of
unemployment of
the population aged
15 - 64

10.2% 9.0% 6.9% 5.7% 6.9% 10.3%

Income distribution
inequality s80/2014 5.1 7.0 6.5 5.9 n/a n/a

Poverty level before
social transfers15 44.9% 41.4% 40.0% 38.8% n/a n/a

Poverty line
(BGN/yr) 1,623.7 1,737.4 2,548.1 3,318.1 n/a n/a

Income per capita
(average) 2,579 lv. 2,851 lv. 3,347 lv. 3,748 lv. 3,867 lv. 3,812 lv.

Inflation (avg annual
CPI, prec. yr = 100) 5.0% 7.3% 8.4% 12.3% 2.8% 2.4%

Budget
surplus/deficit16 (%
of GDP)

n/a n/a 0.1% 1.8% - 3.9% - 3.6%

National debt17 (%
of GDP) 27.5% 21.6% 17.2% 13.7% 14.6% 16.2%

Export of goods and
services - mln BGN
(in comparable
prices of 2005)

18 438 27 777 29 474 30 371 26 963 31 344

Import of goods and
services (in
comparable prices of
2005) (mln BGN)

25 301 37 357 40 954 42 686 33 734 35 263

Size of the shadow
economy18

(% of GDP)
39.7% 40.4% 38.2% 37.1% 37.5% 37.7%

1 4 The ratio of the incomes of the poorest and the richest 20% of the households.
1 5 The indicator constitutes the percentage of the individuals (of the entire population), who have

equivalent disposable income under a certain poverty line. The poverty line is determined as 60% of
the median equivalent net income before the social transfers.

1 6 –������, �., †��������� � ‡¢�����ƒ - ��������¢��� � �¢���� �¢���£����� �� ��������, ���.
�������ƒ ������� †����, ‡·�� ‡¢�����ƒ, ����ƒ, 2011, �. 7.

1 7 The debt is estimated at face value, the external (foreign) currency liabilities are converted in the
national currency by using the market exchange rates at year end (with contracts there apply special
rules). That is the debt of sector General Government - Central Government, Local Government and
Social Insurance Funds.

1 8 Source: BNB, National Statistical Institute, Prof. Dr. F. Schneider.
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level of (- 5,5%) was reached. The stable positive trend in the development of the
economy reversed itself and the latter lapsed into a crisis. During the period of the
crisis there was also a political alternation from left to right centrist political administration.
The negative trends in the macroeconomic indicators were retained.

There is observed a slow rise in GDP at the end of 2010 as a result of the
recovery of the economies of some EU member-states, which are the predominant
trade partners of Bulgaria. The growth of the economy came again from the export
oriented enterprises of the industrial sector, which produces about one third of the
entire added value in Bulgaria. In the second half of 2010 there is observed growth,
reaching 33.4% at the end of the same year, which exceeds in value the pre-crisis
2007 - 32.3%. Its shrinkage is strongest in 2009 - by 2%, while with the other two
sectors of services and agriculture it is comparatively smaller.

The indicator �Gross Domestic Product per worked hour� gives us a general
measure of the productivity of the national economy and its competitiveness. For the
period 2005-2010, the productivity of labour per worked hour exhibits an annual average
growth by 3.0%, the highest growth rate being observed in 2010 - around 8%.

Investments
Investments - this indicator determines the share of investments in total production.

The acquisition of capital goods largely determines the future economic development
of the state, since the capital reserves of both the physical and the human capital are
increased. For the period 2005-2008 the share of investments in GDP shows an on-
going increase: from 29.2% in 2005 to 46.4% in 2007, after which there is observed a
decrease in investments in GDP, in 2009 their share being 31.1%, and in 2010 - 24.2%.
The average share of investments in GDP for the period 2005-2010 is 34.6%. The
majority of investments during the so-called �high period� were attracted by the sectors
of �Construction�, �Finance and Trade�, a substantial predominance belonging to real
property and construction. Despite the considerable shrinkage of these sectors, the
largest sources of investment in 2010 remained countries from the Eurozone such as
The Netherlands, Belgium, Cyprus, Greece and Germany19.

The investments in research and development (R&D) are of primary importance
to the transition to knowledge-based economy, as well as for an increase in labour
productivity and for stimulating economic growth. The intensity of R&D, measured as
the percentage of R&D cost of GDP, is one of the key indicators for measuring the
progress of the European Union (EU) in achieving the aims of the new strategy Europe
2020 for smart, sustainable and inclusive growth. The national aim according to this
strategy is for the cost of R&D to reach 1.5% of GDP. In 2009 the investments in
R&D grew to 0.53% from 0.47% in 2008, but we still lagged behind substantially from
the average value of this indicator for EU-27 - 2.01% in 2009. Research and
Development is financed by national and foreign sources, but the biggest source of
financing of R&D in 2009 is sector General Government - 60.5% of all sources.

1 9 –������, �., �†��������� � ‡¢�����ƒ - ��������¢��� � �¢���� �¢���£����� �� ���������, ���.
��������ƒ ������� †�����, ‡·�� ‡¢�����ƒ, ����ƒ, 2011, �. 10.
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Labour market
Employment is also an important indicator, which has bearing both to economic

development and to the quality of life and social inclusion, which are among the main
goals of economic security. Following a continued increase in employment in Bulgaria
during the period 2005-2008, after 2009 its level begins to go down, and in 2010 the
coefficient of employment reaches 59.7% or 4.3 points less than that of 2008. In the
first quarter of 2011 the coefficient of employment subsides even more and is 57.3%,
and for the second quarter of the same year there is observed a slight rise, reaching
58.2%. By this indicator, in 2010 Bulgaria is behind by 4.5 points from the average
value for the European Union. In the period 2009-2010 there is observed a decrease
in the difference between the coefficients of employment with men and women, on
account of a drop in the employment with men. The reduction in employment after
2008 holds true for all age groups, but it mostly affects individuals aged 25-34. In 2010
the coefficient of employment for this age group is 70.7% and is 7.5 points less than
that of 2008. The coefficient of employment differs considerably depending on the
degree of education obtained. In 2010 employed are 83.8% of the people with higher
education aged 25-64, and for the people of the same age, who have primary or lower
education, this percentage is two times as low - 41.2%.

Analyzing the labour market for the period under study it becomes clear that in
2008 the tendency towards a decrease in the unemployment rate turns and it begins to
rise. In 2008 unemployment in Bulgaria reaches its lowest level for the past 15 years
- 5.7%, in the following year it begins to rise and in 2010 the coefficient of unemployment
reaches 10.3%, for the second quarter of 2011 it is already 11.2%20 or about 370,000
people with an upward trend. Analyzing the data on the monthly unemployment rate it
becomes clear that as far back as 2008 the labour market began to reflect the crisis
impulses. The rise in unemployment in the past two years is greater with men compared
to that with women - the coefficient of unemployment with men increases from 5.5%
in 2008 to 10.9% in 2010, and that with women - from 5.8 to 9.5% respectively, which
is confirmed also by the data on employment. Although from 2009 onwards the
coefficient of unemployment in Bulgaria begins to increase, in the same year it is 2.1
points lower than the average for EU-27, while in August 2011 the trend is already
reversed - unemployment in the EU has reached 9.5%, while Bulgaria is among the
countries featuring the greatest increase - 11.7%21. During the period 2005-2010 the
coefficient of youth unemployment (15-24 years) registers the greatest changes in
comparison with the other age groups. In 2008 it reaches its lowest level - 12.7%, or
10.5 points lower than that of 2010, where it rises to the alarming 23.2%. The increase
in unemployment affects most significantly people with lower education. In 2010 the
coefficient of unemployment for individuals with primary or lower education aged 25-
64 is 21.7%, for those with secondary education it is 8.3%, and for individuals with
higher education - 4.3%.

2 0 According to data provided by the National Statistical Institute - NSI, www.nsi.bg
2 1 According to data provided by Eurostat, www.epp.eurostat.ec.europa.eu
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Over the years preceding the global financial and economic crisis, when Bulgarian
economy was characterized by intense economic growth, the nominal unit labour costs
(NULC)22 were going up as a result of the real and nominal convergence.

The decrease in the share of unreported employment in the medium term, as
well as the composition effects, connected with the still continuing changes in the
structure of employment, will probably exert upward pressure on the average level of
salaries. Nevertheless, the increased uncertainty about the global economic situation
and the anticipated low inflation in the current period of high unemployment rates and
discouragement will most probably limit the growth in salaries in the medium term.

The crisis continues to exert serious influence on the well-being of households,
i.e. that is its social cost. Low earnings and shrunk lending reduce consumption, increase
indebtedness and bad loans. The observed change in the direction towards a
conservative credit policy is a factor, which will not allow households to reach the pre-
crisis levels of consumption in the next 2-3 years, while at the same time their
indebtedness is increasing.

The inequality in the distribution of income S80/20 assesses the effect of the
pursued social policy in respect of the poor strata of the population. In Bulgaria income
is distributed too unevenly - the 20% richest people earn 6 times as much as the 20%
poorest people in this country. During the period 2005-2008 there are observed no
considerable changes in the polarization of the population. This can be explained with
the fact that the poverty line keeps going up, while the poverty level is almost preserved
for the period under equal other conditions. In other words, there is observed an
increase in the incomes of both the rich, and of the poor strata of the population, while
the ratio between them remains approximately unchanged.

During the analysis of the income of the population and the poverty line one can
see that the difference between those is shrinking over the years of the period under
study, which means that there is a general impoverishment of the population, and an
even higher rise in poverty in recent years, as well as the emergence of the �working
poor� phenomenon.

The largest percentage of poor people consists of those who have been left out
of work, which poses serious challenges before the overall welfare of the country. In
the analysis of the structure of incomes in the country it becomes clear that the tendency
towards an increase in remunerations as part of all incomes is extremely weak, and is
at the expense of the income from pensions, which is illogical and leads to future
threats to economic security and the pension system. The share of the employed is
decreasing, while there is an increase in the share of the unemployed and the pensioners.
The forecasts of population statistics for the future are for a permanent growth in the
population in post-working age and decline in that in working age. The impoverishment,
on the other hand, exerts serious pressure on the demographic growth and is not
conductive to the reproduction processes in society, being an extra burden to the
pension system, leading to its future indebtedness and collapse.

2 2 fl����������� �������� 2012-2015, www.minfin.bg, �. 21.
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Inflation
The effect of the economic crisis has had a positive impact on the rate of inflation

in Bulgaria, which, however, is once again higher than the requirements of the Maastricht
criteria23 by 8% to 1.4% in the different years of the period under study. Besides the
fact that it increases faster than the income and worsens the well-being of households,
high prices also affect the level of the interest rate on loans, since those influence the
risk premium in the country. Under the currency board arrangement, the Bulgarian
National Bank (BNB) does not possess the tools to set the base interest rate (BIR),
i.e. it is unable to affect the rates of inflation. In that situation there exists the real
danger of stagflation, provided that the rate of inflation continues to rise in conjunction
with a fall in GDP, which may cause another threat to economic security. The rise in
the real income is the only effective approach to overcoming this tendency.

National debt
Bulgaria reports a steady decrease in the national debt from 2005 to 2008 and

continues to maintain levels of 14.6% for 2009 and 16.2% for 2010, followed only by
Luxembourg and Estonia. For the sake of comparison, the average indebtedness of
the European Union (EU) in 2009 reaches almost 80% and exceeds the Maastricht
criteria by nearly 20%. As a result of the pursued reasonable fiscal policy in latter
years and despite the deficits of the past two years, it is expected that Bulgaria would
keep its position among the three countries with the lowest national debt, remaining
within the limits of 20% of GDP during the next two years. Despite the fact that
Bulgaria does not register substantial deviations from the reference values in this
indicator, unlike other countries in the Eurozone such as Greece and Ireland, the
indicators of the fiscal discipline for the period under study worsened, which lead to
postponing our accession to �the waiting room� of the Eurozone.

Budgetary equilibrium
For the period under study the budgetary equilibrium of Bulgaria shows a trend

that is identical with the majority of the analysed macroindicators - from a surplus -
1.8% of GDP at the end of 2008, it reaches a 3.9% deficit in 2009, and a slight
decrease to 3.6% (deficit) at the end of 2010 as a consequence of the restrictive
policy of the government. Getting out of the parameters of the criteria for fiscal
stability24, Bulgaria postponed its entry in the waiting room of the exchange rate
mechanism II.

Balance of trade
The analysis of the data on the trade balance shows an improvement and reduction

of the trade deficit from BGN 12,315 bln in 2008 to BGN 3,919 bln in 2010. That

2 3 The rate of inflation must not exceed the limit of 1.5% above the average inflation in the three countries
with the highest price stability, measured with the help of the Harmonized Index of Consumer Prices
(HICP).

2 4 According to Maastricht criteria fiscal stability means a budget deficit, which does not exceed 3% of
GDP and public debt under 60% of GDP.
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improvement of the balance of trade is expressed in dwindling the deficit from 17.8%
of GDP in 2008 to 5.7% in 2010, which is due to the slight rise in export and great
reduction of import on account of the economic crisis.

Shadow economy
The analysis of the shadow economy25 shows a decline from 40.4% of GDP in

2006 to 37.5% in 2009 and a slight rise in 2010 - 37.7%, the increase being the result
of the restrictive measures of the government in consequence of the economic crisis.
For the period under study Bulgaria remains a country with a large shadow economy
percentage. It comes third on a list of 37 countries after Latvia and Estonia26. In
another national survey the share of the shadow economy for 2010 according to the
business is 48.6%, while people report an even higher share - 58%27. For the period
under study the shadow economy in the countries of Europe is at levels averaging
22%, its structure being identical in the various states28.

On the one hand, in time of crisis the shadow economy can serve as a buffer and
bring benefits and not just downsides, but on the other hand it is a threat to the economic
security and development of this country. For that reason the shadow economy must
be watched and studied constantly, in order to keep it within admissible limits and
pursue adequate economic policy.

2. Priorities of Bulgarian Economy

The issue of national economic priorities is complicated, because it is difficult to
prove the correctness of the decisions before they have been tested in practice29.

Priorities must be identified with the help of objective criteria (the existence of a
market, that of comparative economic advantages, competitiveness, productivity,
profitability, capital intensity, material intensity, energy intensity, labor-intensive
production, science intensity) and provide reference points at the national and industry
level. They must be consistent with the long-term development of the country - the full
membership of Bulgaria in the European Union and future challenges.

With the current state of the economy the criteria for choosing priorities can be
arranged in the following sequence: competitiveness, comparative advantages,
opportunities for market breakthroughs and strategic significance30. Each one of the
indicated criteria may exert specific influence on the choice of structural priorities.
2 5 The shadow economy is a legitimate activity with added value, which is done illegally.
2 6 According to data provided by Prof. Dr Friedrich Schneider of the University in Linz, Austria, cited by

the British magazine Economist.
2 7 The findings are from a country-wide sociological representative survey among employers and

employees, which encompasses 3,500 employed aged 15 to 85. The survey has been conducted within
the framework of the project �Restriction and prevention of the informal economy�.

2 8 µ��¶���, ��., ������� ��������� � †����� � ‡¢�����ƒ� - ��������� �� ���������, ��������
2010 �. www.econ.bg/files/132729/BG ATKearney - The Shadow Economy in Europe and Bulgaria.

2 9 «������, –., �§��������������� ������� � ������������ ���������� �� ‡¢�����ƒ�, ��. �¡��-
����, ��. 4/2006, �. 119-123.

3 0 “�������, fi�. � ��������, �fi����������� �� ‡¢�����ƒ �¢� †�. ���������� ��������ƒ �� ����-
�������� �����������, ���. �fi������, «. §¢�����, 1995, �. 145.
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They must be oriented towards the establishment of a restructured, modernized and
competitive economy, successfully integrated into the EU and creating conditions for
a well-deserved quality of life for Bulgarian citizens31.

According to the Strategy for Overtaking Economic Development32 the
fundamental areas of activity in Bulgaria are: people�s health; education; the acquisition
of more and contemporary knowledge; advancement of research and development;
structural and technological modernization of the economy; creation of a modern
infrastructure; relatively even development of the regions; restriction of the social
polarization in society; protection and improvement of the environment; creation of
contemporary government and non-government institutions and effective state
administration, highly developed non-governmental organizations.

Hence an important task in identifying the priorities is determining the succession
of their realization in time.

In the National Strategy for Regional Development of Republic of Bulgaria for
the period 2005-2015 there are specified the following priorities of the policy for regional
development33:

1. Development and modernization of infrastructure.
2. Restructuring of the economic foundation of the regions and creating conditions

for its competitiveness based on the knowledge economy.
3. Raising the adaptability of human resources to the requirements of the regional

and local labour markets.
4. Urban development and impact on regions threatened with marginalization

and accumulation of ecological issues.
5. Development of territorial cooperation.
In establishing the priorities for the future of Bulgaria, a report by Deloitte

Bulgaria34 gives an overview of the competitive advantages and disadvantages of the
country in comparison with neighbouring states, because compared to neighbouring
countries it does not look so bad with respect to competitiveness, as when compared
to economies like the Czech Republic, Poland or Hungary.

According to the above report the competitive advantages of Bulgaria are
due to several factors: the labour force, macroeconomic stability, high economic
growth rate, membership in NATO and the EU, privatization, the geographical
location. The competitive disadvantages are connected with: the investment
climate, the underdeveloped infrastructure, the still insufficient quality level of
administrative service and the small size of the domestic market. On this ground
Bulgaria can have comparative advantages with products in small series,
3 1 ������ ���������� �� ����������������� ��¶���� �� ������� 2008-2013 �., �������� �� �������-

����� ����������ƒ - ‡fi�, http://www.iki.bas.bg/
3 2 ����������� �� ‡¢�����ƒ � †�����¶���ƒ� �¢·�. ��������ƒ �� ��������� ������������ �����-

��� �� 2020 ������, ������������ �������� �� ‡fi�, ����ƒ, 2003, �. 72.
3 3 ���������� ��������ƒ �� ���������� �������� �� •�������� ‡¢�����ƒ �� ������� 2005-2015,

http://www.europe.bg/
3 4 fl�� � �������������� �¢���� �� ‡¢�����ƒ?, �. fl������, ��. 47, 26 ������� - 2 �������� 2005 �.,

�. 23.
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targeted at narrower market niches, goods and services of average added
value - to which the distance to the market is of importance. A list of 13 potential
economic industries35 has been prepared and from those there have been identified
three industries, which have been judged to possess the best economic potential and
the Bulgarian government must focus its marketing efforts on attracting foreign
investment to those - Information and Communication Technology (ICT);
Outsourcing (transfer of business processes); Mechanical engineering,
electrical engineering and electronics.

The economic priorities and criteria for their identification should be determined
by the changes in the development of the economic factors. It is necessary to give
precedence to the industries and types of production for the prosperity of which Bulgaria
possesses the best conditions. This choice should be based on the specific needs of
the economy and also on the significance of the issues, which are to be solved in the
medium and long term.

The working out of the priorities must systematically be updated.
To the priorities of the Bulgarian economy there should also be added the goals

set in the National Reform Programme 202036, which include:
raising the share of of research and development spending to 1.5% in 2020;
combining the effect of the agreed upon reform of the pension system with
achieving the aim of 76% employment among the population aged 20-64;
improving the indicators in education - reducing the percentage of those who
have prematurely left the education system to 11% and increasing the share
of those aged 30-34, who have university education - 36% till 2020 respectively.

The goals in the National Reform Programme are in line with the aims set in the
strategy Europe 2020 for EU Member States to achieve high levels of employment,
productivity and social cohesion.

The European Union has set five ambitious goals - in the area of employment,
innovations, education, social cohesion and climate/energy, which must be reached till
2020. Each member state adopted its own national goals in each of these areas.

Investments in infrastructure ought to improve the environment for life and
business. The access to quality infrastructure stimulates investment decisions of
economic agents and also motivates higher mobility and migration of business, capital
and employment. Long-term investment in infrastructure will help overcome regional
disproportions and the development of settlements in the country.

The effect in the National Reform Programme for reducing the number of
people living in poverty by 260,000 is directly connected with the fulfilment of the
goals related to education and employment. The improved educational status as well
3 5 The perspective areas are: 1. Extractive industry; 2. Agriculture; 3. Processing of agricultural produce

(foodstuffs and drinks); 4. Chemical industry; 5. Metalworking, metals and mineral products; 6.
Tailoring industry; 7. Furniture industry; 8. Manufacture of machines, electrical equipment and
electronics; 9. Information and Communication Technology; 10. Wholesale trade/distribution, transport
and logistics; 11. Outsourcing of business processes; 12. Tourism; 13. Energy sector.

3 6 ���������� �������� �� ������� (2011-2015 �.), http://ec.europa.eu/europe2020/pdf/nrp/
nrp_bulgaria_bg.pdf, �. 17.
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as the wider access to the labour market will raise the opportunities for employment
of the riskiest groups of the population - the unemployed, minority groups and
disadvantaged people.

The assessment of the priorities of Bulgarian economic policy presents an opinion to
Bulgarian authorities for accomplishing economic reforms, bringing the Bulgarian economy
closer to the fulfilment of the Maastricht criteria37. The government has undertaken an
ambitious programme - the development of a solid macroeconomic policy, which has
affirmed itself in recent years for the attainment of long-term economic stability.

What is the final balance for the states, which have signed the Maastricht Treaty?
Here is the balance on each individual criterion38:

Price stability - the countries with lowest inflation39 are Sweden (+0.40%),
Malta (+1.3%) and Ireland (+1.7%). Thus the average admissible rate of inflation
must not exceed 2.63%. Only 11 of 27 countries meet this requirement, and those with
the highest jump in prices are Great Britain, Slovenia and Poland.

Budget deficit - here it is not surprising that only just 4 states meet the criterion
of maximum 3% of GDP. Two of them even feature a surplus (Estonia and Sweden).
The highest deficits go to Ireland (31.3%), Greece (10.6%) and Great Britain (10.3%).

National debt - only 14 out of 27 states report public debt of up to 60% of their
GDP. Least indebted are Estonia (6.1%), Bulgaria (15%) and Luxembourg (18.5%).
Greece (159.10%) is heading the ranks of those with the highest debt, followed by
Italy (115.50%), Portugal (110.1%) and Ireland (104.9%). The other states feature
debts of under 100%, whereas Holland nearly meets the criterion with 62.7% of GDP.

Accessibility of loans - the criterion of the interest rates is determined by the
countries with the lowest inflation, Ireland being one of them. However, since the
latter is one of those most affected by the financial crisis, interest rates there are
greatly over-valued (9.6% for 2011). Therefore Ireland all of a sudden raises sharply
the average level of interest rates in Europe (7.57%), which allows 24 out of 27
countries to meet this criterion. The three countries which also fail with respect to this
criterion are Greece, Hungary (7.64%) and Portugal. Without the �Ireland� effect
more than half of the states in the EU would not meet this indicator.

Stability of currencies - all of them meet this criterion because of the absence
of devaluation in the past two years.

The situation in Bulgaria for 2011:
‚ rate of inflation - barely 2%;
‚ national debt - 15%, etc.

3 7 Maastricht Criteria: 1. Price stability - national inflation must not exceed by more than 1.5% the
average rate of inflation of the three countries with the lowest inflation in the EU; 2. Accessibility of
credit - long-term interest rates must not exceed by more than 2% the average interest rate level of the
three countries with the lowest interest rates; 3. Stability of the currency - the national currencies of the
countries, which have not adopted the Euro, must not vary by more than 2.25% in relation to the
general exchange rate of the Euro (at that time still the Ecu); 4. Stability of public finance: budget deficit
lower than 3% of GDP and national debt under 60% of GDP.

3 8 Le Huffington Post, www.huffingtonpost.fr, 06.02.2012.
3 9 As at November 2011.
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However, very little is needed for it to meet all five criteria, since its budget
deficit is 3.1% - the maximum being 3% according to the Maastricht Criteria.

Conclusion
Macroeconomic indicators must be analyzed in their totality or else the information

on the economic processes will be incomplete and distorted.
The fall in GDP leads to a delay in the rate of inflation, but the difference between

the frozen income and the rising prices can lead to further impoverishment and
disproportions in comparison with the other EU member states. The effect of the low
employment, combined with low income, can only strengthen the positioning of this
country among the poorest in the EU.

The analysis of the labour market shows a few negative tendencies - young
people find it hard to get included in the labour market and unemployment lasts longer
in comparison with the period before the crisis.

An important factor for the successful inclusion of problem groups in the labour
market is the rise in the effectiveness of training and qualification programmes. It is a
fact that foreign investment is attracted not so much with the help of the low price of
the labour of the people employed, but with their high qualification. This requires -
regardless of what the ruling government is - to carry out the pressing reforms in the
education system, technology and innovations, in order for education to respond to the
needs of business.

It is necessary that remuneration be normatively bound to the productivity of
labour, as well as the retirement age to life expectancy.

The goals of the economic policy must be aimed at high labour productivity,
competitive production, economic growth and raising the well-being of the population.

One of the possible variants for achieving macroeconomic stability and economic
security is adherence to the requirements of the pact for financial stability and meeting
the Maastricht Criteria.

Foreign investors are worried about the lack of transparency in business relations,
the unfair competition and the frequent changes in the normative system.

The government is carrying out its programme for public investment using the
available funds in the times of crisis, without exceeding the limits of the state deficit.
The topic of the day is the need for the government to consider some incentives for
improving and attracting high-tech investment in line with the available quality of human
resources in Bulgaria.

Another scenario for achieving macroeconomic stability and economic security
is to develop a system of quantitative macroeconomic indicators (indices), allowing
for early warning about an impending threat to the national economy and undertaking
measures for averting it. Maintaining the level of one indicator must not be at the
expense of the others.

The present analysis lets us draw two major conclusions:
1.  The economic security of the country should first and foremost guarantee

the efficiency of the economy, i.e. it must be defended on the basis of high productivity,
product quality, etc.
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2.  The economic security of the state must be regulated and maintained by the
entire system of government institutions, as well as by all structures of the economy.

All this necessitates the creation of an effective strategy for economic
development with steady growth of GDP, the achievement of full employment, low
inflation and fair income distribution. The provision of macroeconomic stability and
economic security is a guarantee for the independence of the country, a prerequisite
for stability, economic efficiency and improved well-being. All these must be national
priority number one. This is a goal all governments around the world are striving to
achieve.

THE  MACROECONOMIC  STABILITY
OF BULGARIA � GUARANTEE
FOR  ECONOMIC  SECURITY

Assoc.  Prof.  Dr  Anton  Marinov

Abstract

The issues of macroeconomic stability and economic security become ever more topical
and are the object of study of many specialists, but their solutions have proven to be difficult.
This requires on-going analysis and seeking new ways for their solution.

Macroeconomic stability is achieved through financial stability, low inflation, low
unemployment rate, etc. These goals cannot be achieved in the absence of economic security,
which is a crucial element of national security.

Economic security is viewed here as one of the most important qualitative characteristics
of the present-day economy and as a factor, which guarantees the stable functioning of the
economy.

The aim of the present study is, on the basis of an analysis of macroeconomic indicators
in Bulgaria, to draw the trends for the development of Bulgarian economy and to prepare
measures for maintaining and raising the economic security of this country.

This is one aim all governments around the world are striving to achieve.
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FORMS OF POWER IN THE URBAN COMMUNITIES
AND THE ENSUING RELATIONS

Chief Assist. Prof. Ilko Todorov

Studying power and its impact in urban communities is well known in western
sociology as �community power studies�. The start of this scientific field dates back
to the1920s in USA. In carrying out these studies most researchers prefer to use the
term community (social or urban) instead of town or territorial community, since what
they prefer has a broader meaning and does not imply ideas about the geographical
aspects of the place or the spacial state structures. On the other hand, this approach
affirms as a goal of the scientific research the socio-political processes and the relations
in the particular area.

The aim of this paper is to present the basic forms of power that exist within the
boundaries of an urban community, as well as the particularities of civil relations ensuing
from the variety of these forms. The forms of power are much more studied in smaller
social groups. The urban community is a big formation of people, i.e. another form of
community which raises specific methodological issues and here an answer will be
sought to some of them.

Power in social space

Power in urban communities is regarded important for two reasons. First, they
happen to be typical forms of coexistence of people where the spectre of power acts
varies considerably, while the ensuing social relations are demonstrated in all forms.
Thus the conclusions concerning the processes in urban communities can easily be
extrapolated in regard to power in the whole system of society. The second reason is,
that despite the significant role of politics formed by the high centres of power in
society and state, political life in places of residence does lie within the complementary
acts of regional or urban political systems only. Often there act big groups of people,
influential social organisations and institutions, and the consequences of this activity
often influence social life as a whole.

In trying to define the phenomenon of power within the limits of a particular
social space, researchers often use two concepts together � authority and power. It
was even John Locke who wrote about their interdependence � authority and power
make people obey the law! The way authority is understood is generally oriented to
acknowledging particular merits or social imporatnce of the respective person1. Many

1 See ������, ¡. «���� � �������� � ¤�����ƒ����ƒ� ����, «: ›���������ƒ, ����ƒ: ¤����������-
��� ����������� ����������, 2001; «������, ����ƒ: ¤������������� �����������, 1994, 2 ���.;
«���� � ��������, ����ƒ: ����������� �� '�›, 1990; «������: ����������-��������������
������, ����ƒ: ����� � ��������, 1985.



QN
Articles

researchers view authority as an addition to the phenomenon of power itself. This results
in the necessity to make a clear differentiation between power and authority from a
cognitive point of view. Power is the direct influence on the object aimed at overpowering
it; whereas authority is something different � it has indirect, implied influence, even
though with a similar purpose. The availability of power and authority in unity means that
we have power in action. This is important because dual power has authority in practice
only if its organs and institutions function in accordance with laws, while the decisions
made by these organs can be implemented and are implemented. The dyad considered
is definitively influenced by the hierarchy of social positions which the subjects of power
or the bearers of authority already have. Yet, the link works also vice versa � the hierarchy
achieved by a particular individual or social group within the system of social relations is
rather the result of the existing power and authority.

Through the link power � authority there acts one of the basic classifications of
power. In it the first type of power is defined as � power of influence�. It exists as a
consequence of the ability of a person or social group to have an impact on others�
behavior by way of the particularities of his social identity, worths, the merits achieved
up to this moment and so on. In theory this type of power does not refer to a particular
subject. The power of influence exists institutionally beyond the individual or the group
that exerts it , so to say „sui generis”. Most often in social practice the source of
influence is a particular social value that the subordinates, in their self-conscience or
behavior, associate with the qualities of the particular subject of power.

The second type of power is defined as � functional power�. The most significant
characteristic features are its orientation to and the impact on the media (the subject).
Usually political or managerial power in general is accepted to be of the functional
type, yet, by all means it needs to have fixed legal grounds and responsibilty in order to
be put into practice. We only remind here that in regard to the types of power impact,
Max Weber speaks about charismatic power (based on exceptional qualities posessed
by those who have power), traditional power (based on their own influence that
institutions have) and legal power (which is a result from the applicable consitution
and legislation)2. Every study of the various forms of power in the urban community
raises first the major question � how the dychotomy �power � authority� is implemented
practically with the subjects, through whom these forms are relaized. If we refer to
Emile Durkheim who was the first to analyse both concepts in parallel, we would
realise his explicitness � the bearer of power is the state, while those that bear authority
are social groups3. This idea has its origin in an argument defended stoically by Durkheim
who claims that political power needs to have pluralism. He thinks that power underpins
society. However, he does not associate this with the bearer of power itself, i.e. its
subject. Instead, he assocaites it with relations in society that are generated by power.
That is why Durkheim assumes that the multitude and variety of the forms of power
attribute a pluralistic feature to the phenomenon. Thus, social relations are ensured

2 «���� '. �������»� �����������ƒ: ›��. � ���. / ����., ���. ���. � �������. …. �. ¡��»����;
'.: ›�������, 1990, �., �. 646-647.

3 Durkheim E. Suicide. A Study in Sociology, New York,1951, �. 389.
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with collectiveness together with the ensuing communal solidarity. Without the latter a
society would not be able to exist as a unified bound wholeness. It is accepted that
power has direct link and impact on this type of social situations4.

I think that in their relations with power people in a place of residence are led
mostly by their own interests which is relevant for a particular individual, as well as for
social groups. One�s interest in power happens to be quite a contradictory phenomenon
and it is exactly the authority that exerts the necessary compensatory impact. It was
again Emile Durkheim who gave the idea that through power it is possible to work for
putting limits to one�s claims which can reach size and levels big enough to eventually
turn out harmful for the community. This is particularly relevant for the big urban
communities where social relations in population are not that tight and absorbing for
the individual. However, a measure is necessary also for supporting collectiveness, so
that it doesn�t stand in the way of individuals� interests in the urban community. If this
was achieved, an individual would not strive to achieve his own goals only while living
in the community. He would realise that his activity is an instrument, a means for
achieving superior - let us call them social and community, goals. Thus, one achieves
solid personal self-evaluation of one�s own significance 5.

The answers to the question in what way social power exists and which its most
spread forms are have been thoroughly worked out in the theoretical study, which has
already acquired classical siginificance, by John French and Bertrand Ravon �The
bases of social power� (1959). In their book the two researchers classify powerful
(power) relations as a peculiar type of social relations that are necessary and available
in every social environment. French and Ravon�s theory offers the most widely known
classification of the types or forms of power (old Greek �form� and �type� sound
identical � �morphe�). They all exist in relation to various forms of sources of influence
� norm, award, sanction, impact, knowledge. Thus, there originate their adequate
forms of power: legitimate, awarding, coercive, referential and expert ones6. In studying
power in urban communities the heterogeneous character of these forms allows one
to use the approach that is typical for sociology � the search for logical links between
elements of reality with different nature and origin.

French and Ravon are psychologists, however, they think that it is good to work
out the theoretical bases of social power and social impact through psychology, as
well as through sociology and political sciences. In both researchers� opinion power
and social impact in a community prove everybody�s interdependence within these
boundaries, so that this community is able to exist and function. Changing any element
can lead to a change in any of the remaining ones or even the whole. �The superiority
of power�, as French and Ravon render it, are the rights and powers that the subject
of power is able to apply in his relations with the other party7.

4 Durkheim E. Suicide. A Study in Sociology, New York,1951, p. 36.
5 Durkheim E. A Study of Labor in Society, New York,1963, p. 73.
6 French J.R.P. Jr., Ravon B. The Bases of Social Power // Studies in Social Power / ed. by Dorwin

Cartwright. Ann Arbor: University of Michigan, Institute for Social Research, 1959. ��. 150-152.
7 Ann Arbor: University of Michigan, Institute for Social Research, 1959. �. 160-165. 7. French J.R.P.

Jr., Raven B. The Bases of Social Power // Studies in Social Power / ed. by Dorwin Cartwright.
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In practice French and Ravon�s studies prove the availability of all forms of
power within small social groups. Probing the forms that they work out into big social
communities and groups of people like the urban ones, demands one to make certain
methodological clarifications. Firstly, in my attempt here I accept that power in urban
community is also an ability to influence the people who are in a state of dependence
on those who are in power. I accept that this ability is not always put into practice. A
mayor or another activist of local power has a considerable potential to influence
poplulation. However, in their everyday life they use only part of this potential.

Secondly, despite the circumstance that the aims of power depend on its subject,
it seems to me that this dependence is not present always and in every single moment,
in a linear pattern at that. Thus, for example, a colleague, a neighbour or a friend often
has power through their authority so that they influence the opinion of a certain individual
in case the individual is dependent on them or because he relies on them.

Thirdly, I share the argument that in the urban community power is always present
on all levels of social relations, as well as between them. Here one has in mind the
plentiful existing formal and informal levels of social relations among members of the
population in the place of residence that result from the roles through which people
are involved in the various social organisations for communal life.

In 1982 Paul Hersey and Ken Blanchard8 set the grounds for two more forms of
power, namely: information and communication ones. This is further development of
the five classic forms under the influence of the new social conditions and mainly the
innovaitons in information technologies. Seeking common characteristic features of
the seven forms of power in respect to the sources that generate them, leads to their
differentiation into two groups. I think that the common genesis of the first group of
forms is the position from which the impact of power is exerted, that of the second
group are the qualities of the individual or the group itself as subjects of power. There
are grounds to speak also of a second classification of power, namely: according to
the official means used for imposing it. Thus, these are the functions of the respective
social organisation and its managerial influence. In practice, the impact of power is
almost never limited to a single source. Very often exerting power relies on both types
of sources simultaneously, through which there is applied even more strength of the
impact on people that is sought.

An interetsing theoretical product is brought in when combining in a common, so
called �quadruple model of power� the two classifications of the phenomenon pointed
out above � the one according to the sources of power ( the post-wise and the personal
power � see the upper part of the model) and the one according to the means of
power (the funcitonal one and the power of influence� see the lower part of the
model). In the four quadrants of the model all seven forms of power can be placed, as
long as they simultaneously bear the characteristic features of both classifications of
the types of power.

8 See Hersey, P. and Blanchard, K. Management of organizational behavior.  Englewood Cliffs, NJ:
Prentice-Hall, 1982.
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In the centre of the model are placed the four social phenomena that are directly
linked to power in the place of living. As in most sociological interactions in social life,
they are a condition for and, at the same time, a consequence of power. Public
conscience and public opinion are the subjective ingredient/result of the interactions,
while the social identification and especially social behaviour turn out to be the projeciton
of power in the life of every individual or group in the place of living.

Typology of the forms of power characteristic of the urban comunity

The basis of power in a place of residence are the relations between population
and specialised institutions of public authority. This type of formal relations defines the
variety of existing forms of the phenomenon and their effect on the life of the urban
community. In this analysis it is important to prioritatively have in mind the three forms
that ensure the existence of the power in position (see the left side of the model).
The legal influence of institutions in power in the living place is based on A�s (the
institution) rights or authority to require socially repsonsible attitude, e.i. obedience, on
behalf of B (the population or parts of it). Studies show that legal power is most often
determined by three groups of factors. The first one being the values ensuing from the
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available culture of social life in the place of living and society. The second group are
traditions and the prevaling attitude to social structures. Of cosiderable importance
here is the subordination of relations and the social hierarchy in the place of residence
that is formed in this respect. If the citizen B or the group accepts an employee�s job
and influence in the institution A, this means that they accept his legal power. As a
matter of fact, this is actually acceptance not of the personality or the personal power
of the employee, it is rather an acceptance of his position instead, one that comes from
his post. The third group of factors are the authorities of the legally appointed
representatives of the institutions. Yet, here one needs to clarify that A�s influence is
legal repesentation, not the personal will of its respective representative. This
representative has been given rights by someone or by a managerial level to which he
himself has been subordinate in obeying A.

Just like in small social groups, which has been successfully studied by French
and Ravon, there is power in the urban community that is based on expected award
given for obedience. This is a side of the power of formal insitutions through which
social management of the territory is put into practice. In such cases A ensures or has
promised to provide B with the goods that B needs and strives to obtain. At the same
time, we discover also influence of power that is based on A�s impact on B through
sanctions, penalties or a threat for similar actions.

I also accept the forms of personal power (see the right side of the model) as
typical for life in the urban community. The influence of certain people as personalities
over the remaining ones in a community is not always linked to the existence of their
formal positions in the life of the place or to material resources which they have
access to. What these people possess and makes them influential is their personal
power. It has its source of existence in the unique characteristics of human individuality
that build the personality of the bearer of this specific power. In this line of thought
respect and admiration that they invoke in others are of particular importance, as well
as the impressive competence of these people. Such, for example, is one�s
understanding about the influence of expert power. As long as A acceps B as an
expert in a particular professional field or in the social management in the place of
living, influence is based on B�s belief that A has special abilities without which B
cannot make competent decisions concerning his own behavior or his mutual life with
others.

Types of power in the community
and social relations emerging on this ground

The seven forms of power in the urban community can be successfully presented
and figured out by way of revealing the interaction between two sceintific aspects
which every form contains. It is exactly the social and legal element that they have.
The community itself is the bearer of the social and the traditional, whereas institutions
of local and state authority happen to be the ones representing the formal, legal element
of power in the place of living. In each of the forms of power in the urban community
the ratio between common and formal has its peculiarities and exerts in a different
way its influence on relations among people in regard to power in their coexistence.
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The social projeciton that gives an idea of the interaction mentioned, appears to have
major differences in every form of power.

1. LEGITIMATE (REGULATORY) POWER
People�s collective activities require that they cooperate all the time not only in

small social groups but within broader limits as well. This is of particular importance
for the urban way of life. The common goals and social control that keep them require
that one�s behavior in the community must happen within the boundaries of the norms,
accepted by everyone. The power that comes from this situation is defined as legitimate.
Its most important characteiristic feature in every place of residence is that it is based
on normative pressure on people that is to be revealed as a consequence of the stong
insitutionalization of their mutual life. For Max Weber power is an ability to stimulate
the subordinate to perceive and fulfil regulations irrespective of the resistance againts
them.

In other words, this is how an attitude to power is formed - one suggesting that
power is legal, morally accepted and respected9. From a sociological point of view the
development of being legitimate in respect to public power is an important indicator of
what maturity level and organisation life in the living place has achieved. As for the
judicial side of being legitimate, it is another aspect. It is accepted that the concept
„legitimacy” comes from the Latin word „legitimus” with which most often
characteristic features of power are demonstrated, such as acceptance by people,
tolerance, even justice according to the public opinion. Here the most important side
of the concept are the links of the institutions of power with law. I mean, what exactly
gives the right to these organs to exert power in the living places within the country, as
well as to exert, when necessary, coercion over population10.

The political and public-and-legal functions of local power are one of the most
interesting topics for sociological studies and analysis of power on local level. The
reason for this is that the actions of local-power institutions are directly linked to the
emergence and assertion of interests within the urban community. For sociological
knowledge in every system studied, the social factor is the most important one for its
existence and funcitoning.

As for the place of residence this importance is predetermined by the
circumstance that the interests of human community in it is a basis both for all social
phenomena, and for the administrative-and-territorial structure and management of a
particular town, municipality and state as a whole. The lasting presence of people on
a particular territory makes it not so much part of the national territory, but rather a
social space where social communal life takes place. The population in a place of
residence is not a homogeneous social aggregation. For sociology of communities the
size of population in a particular place of residence or bigger territorial structures is
not important. From a public-and-legal point of view, however, the size of the population
is important with the fact that certain social roles depend on the number of people �

9 «£. Weber M. Basic concepts in sociology. New York: The Citadel Press, 1962.
1 0 See «£. ������, ‰�.  �������, �., ����, 2002, �. 9.
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roles related to power such as the number of people in institutions of local power,
administrative-and-territorial regions of the country, financial relations with central
authorities and a number of economic and social managerial realities locationwise. On
the ground of his civil rights and obligations every inhabitant of a respective town can
take part in various ways in the public life of his urban community11. Yet, from
sociological aspect, it is not individuals and social groups� rights and obligations to
power and their fellow citizens that come to the fore when studying places of living, it
is rather the issues concerning their interests.

Sociology of communities pays particular attention to the circumstance that the
link between local power and population is facilitated by people�s interests. It is here
that a major serious issue comes to the fore. It is widely accepted that institutions of
local power are a social means through which interests of the people living on the
territory of the community can be asserted and defended.

The fact that the legal norms which these institutions in power need to obey are
obligatory, basically aims at creating order in people�s communal life life, as well as
synchronizing their interests. In regulating relations in towns in regard to power, which
this synchronization aims at, there arise objective and subjective reasons for conflicts
of various depth and intensity. It is true that overcoming these conflicts is known both
to legal regulations and the traditions of the urban community. However, it is here that
the issue arises! In particular situations legal theory has difficulty in dealing with the
concept „interest”. For people in law interest cannot exist outside or agianst law 12. In
this sense they even use explanations like „legal interests” 13. Thus, a serious
contradiction arises that refers exactly to the legitimacy of local power. Does this
mean that breaking the law on behalf of a particular representative of local power or
even organ of governance is something against the insterests of all people? The law
strives to regulate the rights and obligations of population in general, which should
presuppose that legal norms apply the same for everyone. Yet, it is a fact that very
often this does not appeal to part of the whole population and it becomes active in
fighting for their own favor. If, on this ground, a legal argument occurs, things become
very complicated. It is not only civil discipline and coscientiousness that can guarantee
the absence of social conflicts, which most certainly will affect the legitimacy of local
power. To what extent in similar stituations is the legal interpretation prevalent that
one can speak about interest only when authorities seek a positive answer by way of
certain actions?14 Probably Prof. Sivkov is right that we cannot speak about the interest
of local power that is contradictory to urban communities or population as a whole.
Yet, he is right only from a jurisdictional point of view, since, in my opinion, in a similar
situation, from a sociological point of view, there is a paradox. Therefore, one would
think that in public power an issue might arise concerning a certain incompatibility
between rights (as a lawful norm) and people�s interests. Thus, interests can be accepted
1 1 See ������, ‰�., ¤������ �� ���£������ � �������� �����, �, �¤ ���. fl�.  ��������, 2000, �. 76-

102.
1 2 ������, ‰�.  �������, �. ����, 2002, �. 177.
1 3 ������, ‰�.  �������, �. ����, 2002, �. 17.
1 4 ������, ‰�.  �������, �. ����, 2002, �. 181-189.
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as a normative continuity of rights; as an existing, though unguaranteed public
opportunity for protecting people�s interests from outside on behalf of local authorities.
I think that concerning this type of power the conclusion is not only adequate, it is also
especially relevant for the sphere of the current local self-governance in Bugaria and,
at the same time, it is not sufficiently clarified.

Legitimate power individual-wise is something different. This form of power,
when the subject of interaction is a particular individual, is a result from their position
in the organisation. Most often the basis of this type of power is the social hierarchy,
a cultural norm or organisational structure. An individual�s legitimate power from the
point of view of their position, is a constituent of the contents of every single role of
theirs in the life of the community.

Legitimate power has a characteristic feature that its bearer always has to have
in mind. If he loses his job or position, this form of power disappears immediately. The
ground for this is that people in the place of living are influenced by the power and
opportunities of the position, rather than the subject that acts through it. Besides,
legitimate power is limited to situations in which others accept that the bearer of the
power has the right to exert influence. In this manner, if the head of the police
department in the town orders the populaiton not to break the territory where his
subordinates prevent crimes, the crowd will most probably obey. Yet, this person�s
words will hardly be accepted with similar readiness, if he tries to advise his fellow
citizens on what to buy or where to invest their own money.

2. THE POWER OF GIVING AWARDS
This power is based on the ability of the person in power to reward such type of

behavior of his subordinates that he desires. From a psychological point of view it is
easy to explain, since one obeys others because in this way he can obtain something
pleasant or needed. From a sociological aspect, this happens to be an exchange of
behavior against reward. According to George Homans�s 15 theory of exchange it is
very possible for a social act to occur, if the person who makes it is rewarded more
often. In case that this stimulus (the reward) has already been used and is familiar, the
act of the person in power is simply a worthy thing for the doer, since the worth
achieved is also an award, just as if punishment is avoided.

In an urban community the award-giving power is partly a result from the legitimate
power of institutions. It is the institutions in power that in practice have the tools of the
award-giving power. And this is demonstrated in their rights to give honors, awards,
honor people with titles, change the payment package they give to people employed in
organs of power or support citizens financially and materially.

An issue with award-goving power is that this type of stimuli for social activity
or of suboridination are formally defined and the person who appoints those cannot
make any changes. On the other hand, to make excesses in the number and frequency
of people awarded does not help to strengthen one�s position of power either. The
positive effect of award-giving power is that it influences people by prompting them

1 5 �����, °., ������ƒ �� ���������ƒ��, �. ¾¾, �. §���, 2002, �. 482.



QV
Articles

what their behavior is expected to be, thus preventing negative results. Award-giving
power motivates mostly those who work in a social organisation. This aspect of power-
wise relations is especially important for governing a town. It can be implemented as
a whole strategy for social management. The sense of justice and duty fulfilled on
behalf of authorities for the urban community is a factor of siginificant importance for
people�s coexistence.

However, one needs to understand very well the reverse reflection, too. The
award-giving power can turn into a source of conflicts, if rewarding is used as a single
exchange value of power againts people�s subordination.

3. COERCIVE (SANCTION-GIVING) POWER
Coercive influence is there when the possessor of power is able to exert influence

over others through using punishment and/or threat. Coercive power is an addition to
legitimate power since it is based on a specific ability of the person in power. Namely:
the ability to sanction (punish) or to prevent someone from obtaining an award. What
underpins sanction-giving power is the fear of force (coersion) or sanction. For this
reason it is accepted that in this type of power its strength is determined by the degree
of threat that can be instigated and, respectively, one�s readiness to obey this threat.

Awards and penalties are powerful motivational tools in social life. After all,
those with power feel much more comfortable when they give awards than when
they have to punish. It is well realised that sanction, as a tool of governance, can easily
cause dissatisfaction within the subordinate, together with various negative
consequences concerning his personal or social life. Threats and punishments are
common tools of coersion. They associate with depriving one of privileges, of rights
even or with imposing obligations that are not desired by the subordinate, irrespective
of whether the subordinate is an individual or a group of people. Sanction is the last
step in imposing power. This is explained with the circumstance that coercive power
is too close to forceful impact and coersion, which is sometimes hard to distinguish. In
a town one cannot even think of lasting sanctions of negative impact and especially in
broad social aspects; even though, historically, various strategies of power are known,
based completely on force and coersion. For this reason, in power over population
only individual sanctions are relevant, in case, at that, it is undisputedly proven that
lawful limits are broken.

From the point of view of society, sanction is accepted only if it has prohibitory
or preventive character, but not as a consecutive act of retribution. In social governance
this turns out to be quite a sensitive moment. A threat for punishment is socially bearable
when based on generally accepted order, which is, actually, the essence of coercive
power. As a matter of fact, people do not react to the sanction itself, it is its strictness
that affects them and puts them in condition of inequality among the rest. When such
type of inequality exists, be it emotional or social, it is considered unacceptable since in
practice it causes the effect which is sanctioned.

In the second part of the model the forms of power include those through which
personal power manifests itself. These are, namely: referential power, expert one,
information one and the power of social communicaiton.
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4. REFERENTIAL POWER
Referential power is the one of attraction. Referential influence is there when its

subject is liked by others. Such people have abilities or personal qualities that are liked
or desired by others.

Referential power is strong for two reasons. The first is the fact that this type of
power results from the subordinate�s wish to identify himself with the referent�s power.
Social and individual comparison is decisive for the influence to exist. Put into practice
through the mechanism of personal influence, this power captures the subrodinate�s
conscience, thus having a serious impact on his thoughts and behavior. It is not by
chance that people claim charismatic personalities mostly have referential power. To
accept such a personality as a factor for general change creates trust in their abilities,
since they make others feel fine and have confidence in their support. The second
reason is that in communal life everyone may happen to be liked by others irrespective
of his social position. Thus, for example, friendly interpersonal relations in a town
often make it possible for informal relations among people to spread also within the
limits of the official social organisation of life.

The issues concerning referential power result from the fact that influence is
achieved fairly easy, if there is a suitable bearer of the personal qualities that society
finds worthy. In this line of thought, acquired power does not lead to responsibilities
because its subject seems to effortlessly receive the chance to influence,without any
obligations. The lack of decency and honesty may lead to abuse.

Referential power in the urban community has cleaer manifestation in real-time
situations. I have in mind the phenomenon when respectuflness appears and acts.
This is quite a dynamic phenomenon and usually peaks exactly in situations when
everyone has the opportunity to act, while the decision is reached or the goal achieved
only through mutual efforts or together. Then one needs a center, an example, an
impulse or a leader who can give manifestation to the influence of authority. The
strength of referential power in the urban community depends on how strongly every
single indvidual within these limits identifies himself with the rest, which in turn, is a
consequence of the level of collecitve conscience in people�s coexistence.

5. EXPERT POWER
Expert power is one of authority and professional competence. An expert is an

individual who has specific information and skills that can result in organisational values.
Everyone is influenced by expertise as a personal quality, even if it concerns only a
particular act with which others are outclassed. The expert receives social recognition
based on abilities proven in practice. It is this preponderence that causes respect and
exerts the influence of power. The expert�s social value lies in the fact that in mutual
life they are difficult to find a substitute for.

From an individual�s point of view, a characteristic feature of expert power is
that with time it is multiplied, since the expert�s knwoledge, experience and skills
become more solid. Authority in expert power is actually a proven abitlity to exert
influence. Yet, there is another important thing � the social environment. One acquires
authority not only when having particular feature or qualities, one does it because
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there are people around who have the need, give their trust and acknowledge these
qualities of his as valuable for the community. Which means that there is no such thing
as authority in general, it is something that can exist in practice.

Expert power is a valuable asset for every individual who has taken a socially
responsible position. Expert power is a good base for social cooperation because an
individual or a group of people who own this tool for impact are quickly accepted by
others as partners or consultants. In the long run, it is not the personality that is important
for someone who seeks the position of power, it is rather the expert�s knowledge and
his right to solve the problem of the person who expects it.

6. POWER OF INFORMATION AND SOCIAL COMMUNICATION
Information is a means through which there can be established positional and

personal power as well. Every subject that is in power or governs others relies on
information. It is gained through various channels. The one who has social position to
realise one�s power in practice, relies mainly on the official channels, part of which he
creates himself. In personal power these channels are numerous, they include informal
ones, too. Most important in using information power is the chance to control the flow
of information and its accuracy. In any social organisation it is the person who has the
most credible information who holds the most favorable position in using the power of
this information.

Social communication among people is also accepted as a factor of power. At
that, it is of no particular importance whether the social relation is bilateral, i.e.
interpersonal type of communication or of the type individual � a group of people.
Both types of communication are typical for the social organisation, which means they
are such for life in the community as well. Relations go along not only horizontally or
vertically in the social structures or groups in a particular town, they occur outside its
limits as well.

Conclusion

The existence of power in all social interactions makes it a source of various
social relations. Two types of these relations are of particular importance for the link
between local authority and the interests of populaiton. These are people�s social
behavior in the living place and their public opinion. What unites these is the verbal
character of their origin and manifestation. People�s social behavior in a living place is
their most important social role that presupposes the various forms of power there.
The exchange of information among people brings life to public opinion. This opinion is
an especially powerful instrument for impact on individual and collective behavior in
the community. And one knows that influence is the basic mechanism of power.
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FORMS  OF  POWER  IN  THE  SETTLEMENT  COMMUNITY
AND RELATIONS  ENSUING  FROM  THEM

Chief  Assist.  Prof.  Ilko  Todorov

Abstract

The publication presents an attempt at approbating different forms of power, typical of
the small social groups, to the system of social relations constituting a big community, such as
that of the settlement. With the help of two classification schemes on the origin of the different
kinds of power in the relations between people, there are given the principal characteristics of
seven of the forms of power in the settlement. There are sought natural connections and
consequences between the population and the institutions of power. There are shown issues
and situations, which are typical of the rise and development of power relations in the
functioning of the settlement, as the most typical form of social life.
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ASSESSMENT OF THE ELASTICITY OF REPUBLIC
OF BULGARIA�S FOREIGN TRADE IN ENERGY RESOURCES

BY MEANS OF THE ALMON MODEL

Chief asst. prof. Lubomir Lubenov

Introduction

Energy resources provide an important basis for economic activity. The demands
of the national economies for resources are on the increase every year. The economy
cannot function properly without the necessary and adequate supply of energy
resources. The Republic of Bulgaria is a small country, with insufficient resources and
with traditionally open economy. Its import and export considerably influence the
development of national economy. Having in mind the world tendency for natural
resources depletion, energy resources in this reference play a vital role. The
considerable growth of international trade defines the �cost-shifting policy� as important
tool for macroeconomic equilibrium. In the last years we have seen constant changes
in our country�s economic and political development. The energy sector lays the
foundation for advance in national economy. In particular, the cross-border trade with
energy resources determines the equilibrium in the balance of payments. Its study in
the new economic and political conditions represents an interest of upmost importance,
from the point of view of statistics and practice, as well as state administration.

The European Union undertakes a number of measures, that correspond to the
above stated. Power energy has basic importance for Europe�s functioning. Times
when Europe obtained guaranteed and cheap power energy have passed. All EU
member states face the challenges of climate changes, the growing significance of
import and the rising energy prices. The interdependence of EU member states in
energetics as well as other industries is of growing concern- a collapse in electric
power supply in one country immediately exercises influence on other countries, too.1

The main treaty in the European energy charter, which came into effect on
16.04.1998, has since then been legally binding for Bulgaria to comply with its main
requirements. They subsequently guarantee the implementation of the energy efficiency
action plan, (2010/2107(INI)), in accordance with the adopted European parliament
resolution 2.

1 Communication from the Commission to the European council and European parliament. Energy
policy for Europe, {SEC(2007) 12},COM(2007) 1 final version, Brussels, 0.1.2007, p. 3.

2 European Parliament Resolution of 15 December 2010 on Revision of the Energy Efficiency Action
Plan (2010/2107(INI)), (2012/C 169 E/09), 2010.
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The purpose of the present article is to evaluate elasticity of cross-border trade
in energy resources in relation to some macroeconomic variables, based on the elasticity
theory3 and Almon�s model.4

The following main tasks are formulated and executed for the purpose.
1. Choosing the macroeconomic variables and fixing the research period;
2. Working up a practical technique for elasticity estimation of cross-border trade

in energy resources;
3. Experimenting the econometric models for elasticity estimation and

summarizing the findings.
The article uses quarterly data for import and export of energy resources from

major trading partners for the period 1998:1-2011:4. The chosen macroeconomic
variables are GDP5, CPI6, nominal exchange rate, traded to a US dollar and real
effective exchange rate. The fall of the exchange rate indices shows a rise in the
price of the Bulgarian currency- the lev. All indices are calculated on the basis for the
last quarter of 1997. The data sources are the statistical publications of the National
Statistical Institute, Bulgarian National Bank and Eurostat.

Almon�s model (distributed lag model)

The dependency between the exchange rate and cross-border transactions is
not manifested immediately but within a certain delay 7as it usually happens with
economic processes, i.e. the investigated relation has a dynamic character.
Macroeconomic factors are the basic sources for lag effects in the dependency
manifestation, on account of which we can assume that the exchange rate is not the
only one with similar impact8. The representation of the examined relation by one
factor through its lag impacts on the dependent variable9 is an extension of classic
regressive model, and has the following expression:

(1)

where
yt is the dependent variable in the momentum t;
xt, xt-1, ... , xt-k � independent lag factor variable of k order;
�, �, � k � parameters of the model;
� t � remainders.

3  Rose, Andrew K., The role of exchange rates in a popular model of international trade: Does the
Marshall�Lerner� condition hold?, Journal of International Economics 30 (3-4), 1991, pp. 301-316.

4 Almon, S., The distributed lag between capital appropriations and expenditures. // Econometrica,
1965, ¿ 33, pp. 178-196.

5 Gross Domestic Product.
6 Consumer Price Index.
7 Gujarati, Damodar. Basic Econometrics. New York: McGraw Hill, Inc.2003, pp. 657-659.
8  Gujarati, Damodar. Basic EconometricsÀ, pp. 662-663.
9  Speaker, Paul J., Mitchell, Douglas W., and Gelles, Gregory M., �Geometric combination lags as

flexible infinite distributed lag estimators,� Journal of Economic Dynamics and Control 13, 1989, pp.
171-185.
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Parameters � k are represented by polynomial of the type:

(2)

Statistically significant lag parameters are interpreted as pure elasticity coefficients,
but only in case that the variables included in the model are integrated of first order.

The problem of PDLs� 10 estimation is defining the order of the two basic model
parameters. The lag is calculated by the use of Akaike and Schwarz criteria, taking
into account the precise details of the studied relation. At the same time the maximum
lag, that can be used, is technically limited by the requirement not to be greater than n/
4, where n is the length of the studied dynamic row. On the other hand, the definition
of the polynomial for expressing � k is determined by the requirement of the econometric
theory that it has to be less or equal to the lag, i.e. p<=k11. The type of tangible model
is defined by stating its two parameters, i.e. (k, p).

The correct application of estimation method requires checking the remainders
for serial correlation. The test Durbin-Watson is used for this purpose (DW-test)12.
By specifying the statistically important autocorrelation, the fictitious variable AR(1)
is added by which auto regression process of first order is simulated. In some cases
the addition of fictitious variable AR(2) is needed.

Enlisting of fictitious variables, however, may cause accepting a model, which
do not show factors impact, but is entirely due to the constant and/or the autoregressors.
In accordance with F-criterion, in this case, adequacy might be proved, although tangible
relation might not exist. The Wald test13 is used to limit the wrong interpretation of
Fisher�s criterion and by its means the likelihood test for selected independent variables
is carried out. Two parameters are calculated - F � � 2. The null hypothesis is rejected
when the two of them are above the critical values at the stated degrees of freedom
and the accepted impact level a. Then, the specific model can be accepted as significant;
otherwise it is rejected.

Practically, using the above stated arguments, a great number of models are
tested and the one that fully meets the requirements of all criteria is selected. In this
tangible case, at the availability of 56 observations, the maximum lag depth can be 56/
4=14. From researchers� point of view, the model testing to this lag is unproved, as far
as it cannot give economic and reasonable results. Having in mind the quarterly nature
of data, the maximum allowed lag for the research purposes would be 8. This lag
corresponds to a delay effect up to 2 years, which we consider a reasonable and
logically grounded boundary in the manifestation of elasticity impact. The polynomial
in the models can be of order from 1 to 8, having in mind the above stated requirement.
At the same time if we experiment with a polynomial of order more than 3, it would be
unnecessarily complicating of the models and difficult to interpret end results. This
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1 0 Patterns of Distributed Lags.
1 1 Hadzhiev,V., Elasticity of cross-border trade, Slavena, Varna, 2001, p. 47.
1 2 Dimitrov,A., An Introduction to Econometrics,Veliko Turnovo, Abagar, 1995, p. 255-256.
1 3 Davidson, R. and J. MacKinnon, Estimation and Inference in Econometrics. Oxford University Press,

1993.
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opinion is supported by the number of experiments carried out by the researcher and
has a proved practical applicable effect. This is how model parameters are defined to
be from (1, 1) to (8, 3).

The specified dependencies through Almon�s model can be used for prognostic
aims, on condition that the current factor value does not influence significantly the
dependent variable.

Econometric models for elasticity estimation

In the present study, total import and export of energy resources, as well as their
import and export to and from the EU-15 are chosen as dependent variables. We have
also taken into account the import of energy resources from �Europe� group and the
export of energy resources for �the Balkan countries�. This is done on the grounds of
the percentage of the respective trade partners in cross-border trade in energy
resources. (Table 1).

Table 1

Percentage of import and export of energy resources
to trade partners, on average for 1998 � 2011 / (%)

Source: the Author.

The specified dynamic rows for cross-border trade, as well as the selected
macroeconomic variables have to be tested for integration. Integration tests are applied
on seasonal adjusted data. This is necessary because when specifying the dependencies
the seasonal character of variables may cover up or artificially strengthen definite
relation. The method for seasonal adjustment is Census X11.2. After elimination the
impact of seasonality, data is transformed using the logarithm function. The latter is
done in order to stabilize dispersion of investigated dynamic rows. The estimations
obtained with the series of natural logarithms are much more reliable and don�t distort
the end results of modeling in any way. The obtained dynamic rows are subjected to

Trade partner Quota from total Quota for respective trade
partner

import export import export
European union � 15

EU� new member countries

Europe

Balkan countries

America

Asia

Other countries

0,9

1,4

16,1

0,2

0,5

1,4

0,8

2,2

1,2

0,9

4,6

0,5

2,2

0,7

2,2

14,8

73,8

2,7

7,5

12,9

25,4

4,3

14,4

14,5

27,4

11,8

29,4

13,4

TOTAL 21,3 12,3 - -
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Dickey-Fuller14 extended test of integration, the results of which are presented in
table 2.

The criteria for selection of the basic equation at ADF 15and PP16 tests are
absence of auto correlation in remainders and optimal values for AIC17 and SC18

criteria19. The critical value for all dynamic rows is fixed at 1% error risk.
It turns out that all explored dynamic rows, except two are integrated of first

order. This requires the use of their first consequent differences in researching the
dependency. In this sense, the obtained regression coefficients in modeling can be
interpreted as pure elasticity coefficients. From all dependent variables it is only for
the dynamic row of natural logarithm for export of energy resources for EU-15, that
integrity of null order is specified with presence of statistically significant determinist
trend. This explains the obtained results from the integration test and allows the first
consequent differences to be used when modeling with this dynamic row. From factor
variables the index of real effective exchange rate turns out to be also integrated of
null order, but the obtained results from the integration tests were not simple, which
led to additional testing with KPSS test20, where the null hypothesis is the reverse of
the one from ADF and PP tests21. Similar check was applied for the dynamic export
of energy resources for EU-15. The results definitely showed that the two rows have
statistically significant linear trend. This allows direct elasticity estimation in models
with these two variables by using their first consequent differences.

All models of the cross border trade in energy resources are of the following
type, on the condition that the implemented data transformation is to find the first
consequent differences22:

(3)

In this case the obtained significant lag regression coefficients might be
interpreted directly as lag elasticity coefficients. As a result of modeling it was found
that there were no significant models for the factors GDP, nominal and real effective
exchange rates.

The index of real effective exchange rate is based on the respective share of the
industrial trade and is calculated in relation to a net of 19 countries which have the
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1 4 Charemza, W. W. and D.F. Deadman, New directions in econometric practice. Edward Elgar, Cheltenham,
1997, pp. 98-109.

1 5 Augmented Dickey-Fuller test.
1 6 Phillips-Perron test.
1 7 Akaike Information Criteria.
1 8 Scwarz Criteria.
1 9 Caporale, G. and M. Chui. Estimating Income and Price Elasticities of Trade in a Cointegration

Framework. Review of International Economics, May 99, Vol. 7 Issue 2, pp. 254-265.
2 0 Kwiatkowski-Phillips-Schmidt-Shin test.
2 1 D. Kwiatkowski, P. C. B. Phillips, P. Schmidt, and Y. Shin (1992): Testing the Null Hypothesis of

Stationarity against the Alternative of a Unit Root. Journal of Econometrics 54, 159-178.
2 2 The proposed model is author�s modification.
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