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NEW VISIONS ON ELECTRONIC BOOKS

Assoc. Prof. PhD Vladimir Salov

Introduction

At the turn of the 21 century, electronic books1 (commonly known as e-books),
have gained an ever increasing popularity being seen as a substitute for traditional
books. Meanwhile the opportunities opened up by new technologies have led to the
development of the very core of the electronic book.

In the present article, the author aims to explain the emerging necessity for e-
books, offering a new definition of the term “electronic book”, and formulating its
most inherent characteristics and elements. In his study the author examines the process
in which e-books have appeared and developed, formats and reading devices and the
relationship between classical and electronic books and types of e-books.  Certain
features and capabilities inherent to e-books have also been examined.

Origin and historic background of e-books

According to some classical definitions of e-books ‘the e-book is a book-length
publication in digital form, consisting of text, images or both, readable on computers or
other electronic devices2, and seen as “the electronic equivalent of a printed book, that
can be read on a computer screen or on a specifically designed mobile device”3.

Opinions differ as to the exact date and the person responsible for the creation
of the first e-book. According to some researchers, the Italian priest Roberto Busa is
to be credited for it. In the distant 1946 he planned to create an electronic index to the
works of Thomas Aquinas. In 1949 he approached Thomas Watson, the founder of
IBM, and persuaded him to sponsor his project4. We are not certain whether this
project could be seen as the precursor of the modern e-book as initially it was a means
to developing an index and a concordance5.

1 Although the meaning is similar, the author hasn’t used the term “electronic publication”, since the term is
mainly restricted to research work, publicized in electronic format, e.g. on a disc or on the Internetel.

2 Suarez, М., Woudhuysen, H. The Oxford Companion to the Book, Volume I. Oxford University Press,
2010, p. 164.

3  Definition for e-book. Oxford Dictionaries. http://oxforddictionaries.com/definition/e-book. 16.06.2012.
4 Stop, reader! Fr Busa is dead. L’Osservatore Romano. http://www.osservatoreromano.va/portal/

dt?JSPTabContainer. setSelected=JSPTabContainer%2FDetail&last=false%3D&path=%2Fnews%2
Fcultura%2F2011%2F184q11-Lettore-fermati——morto-padre-Busa.html&title=Lettore+fermati!+
Г%C2%88+morto+padre+Busa&locale=en. 16.06.2012.

5 Uniting different forms, gender and numbers of the same lexeme around a given word, (лема).



IZVESTIA – Journal of University of Economics – Varna
6

Alternatively, other historians consider electronic books to have started in 1960s,
1970s with the NLS and FRESS projects6. Those documents were structure-oriented
and included automated tables of content, indexes and so on. All these systems feature
processing of structured text and provide extensive hyperlinking, graphics and other
capabilities. It is believed that Аndries van Dam, one of FRESS founders, introduced
the term “electronic book”7.

Regardless of said early projects, several publications report Michael Hart as
the inventor of the e-book8. In 1971 he created his first electronic document, by typing
the United States Declaration of Independence into a computer (even though this
hardly corresponds to the book concept, at least not in length). Project Gutenberg was
launched later that year to create electronic copies of more texts – especially books.
Nowadays the library (see below, the development of similar devices) on this project
has over 39 000 copies of e-books available9.

Despite the heated arguments as to who created the first electronic book, the
term ‘e-book’ has gradually increased in popularity and since 1985 has been used in
various scientific publications10.

With the development of technologies, mass use of computers, computer networks
and the Internet in particular, there started a process of exchange which provoked
certain degree of incompatibility in the use of e-books due to different users, hardware,
operation systems and application software. This called for establishing an all-around
cross-functional e-book format. Notwithstanding the obvious need for standardization
in this area, multiple formats emerged which competed with each other with their
developers sharing in the belief that they were offering improved capabilities.

Among some of the e-formats that proliferated are the Portable Document Format
(PDF) and PostScript (ps) of Adobe, HTML, plain text (TXT), Amazon’s com Kindle,
Microsoft Reader, and Apple’s iBook, EPUB of the International Digital Publishing
Forum, DjVu of AT&T and others.

E-book formats can be differentiated by some basic characteristics they share,
among which:

- supporting images;
- supporting tables, footnotes and annotations;

6 Carmody, S., W. Gross, T. Nelson, D. Rice, A. van Dam. A Hypertext Editing System for the /360.
Pertinent Concepts in Computer Graphics: Proceedings of the Second University of Illinois Conference
on Computer Graphics, University of Illinois Press, 1969, pp. 291–330. Van Dam, A., Rice, D.
Computers and Publishing: Writing, Editing and Printing. Advances in Computers 10, Academic Press,
1970, pp. 145–174.

7 Reilly, E. Milestones in Computer Science and Information Technology. Greenwood Publishing Group,
2003, p. 85.

8 Lebert, M. A Short History of eBooks. University of Toronto. 2009. http://www.etudes-francaises.net/
dossiers/ebookEN.pdf. 16.06.2012. Grimes, W. Michael Hart, a Pioneer of E-Books, Dies at 64. New
York Times, 8.09.2011. http://www.nytimes. com/2011/09/09/business/michael-hart-a-pioneer-of-e-
books-dies-at-64.html?_r=1&pagewanted=all. 16.06.2012.

9 Free eBooks by Project Gutenberg. http://www.gutenberg.org/. 16.06.2012.
1 0 Yankelovich, N., N. Meyrowitz, A. van Dam. Reading and Writing the Electronic Book. IEEE Computer

Society Press Los Alamitos, 18(10), October 1985.
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 - text organization and realigning;
 - ‘open source’ standard;
 - DGR (Digital Rights Management), etc.
Almost all available e-book formats can support images (with a few exceptions,

for example the plain text format TXT), a feature necessary to insert or embed
illustrations, photos, figures, etc. into the e-books.

Additionally, e-book reading programmes incorporate text management and text
search capabilities and tools such as tables, annotations (notes, highlights, hyperlinks,
etc.) made by the author or the reader including bookmarks so that you don’t lose your
place or an interesting passage when closing the book.

Due to various eReading devices and different screen size in particular, many
readers have reading issues. One of the user-friendly features is the capability to
realign the text where you can rescale your font size and page width to fit your vision.

Some of the standards are ‘open’ which means that they can be used for software
development thus eliminating any limitations or license fees.

Owing to the problem of widespread piracy, i.e. illegal copying and dissemination,
many formats are protected by DRM against unauthorized users (users that have not
purchased the e-book).

Parallel to and related somehow to e-book format development there exist many
different forms and methods of storing and archiving this new commodity.

Around the year 2000 some US libraries started offering electronic access to
books via their websites, however they restricted means for downloading11. After two
or three years, the service became more upgraded and it started featuring ‘electronic
borrowing’12 services. Since the service was launched it gained in popularity and on-
line sale of e-books has been on the rise despite voiced concerns about copyrights,
piracy, limited demand, technical problems, to name but a few.

The emergence and spread of specific hardware devices designed as e-readers
came about as an effort to address the above mentioned problems. Even though the
first eReading devices appeared on the market in the early 2000, their use has
proliferated only after the introduction of Sony Reader in 2006 and Amazon’s Kindle
in 2007, followed by Barnes & Noble’s Nook in 2009.

 In 2010 Apple launched its iPad tablet and despite the fact that it incorporated
other functions too, it became commonly used as an e-reader. Thanks to its iBooks
application, Apple signed a distribution contract with some of the biggest publishers. A
marked trend towards integration of lending and sale of e-books with the relevant e-
reading device has been also observed.

In addition, e-readers exhibit certain specific features and characteristics such as:
• general purpose application software
• screen size and integrated technology;

1 1 Small, D. E-Books in Libraries: Some Early Experiences and Reactions. Searcher 8.9 (2000): 63–5.
1 2 Genco, B. It’s been Geometric! Documenting the Growth and Acceptance of eBooks in America’s

Urban Public Libraries. World Library and Information Congress: 75th IFLA General Conference and
Council, 2009. http://www.ifla.org/files/hq/papers/ifla75/212-genco-en.pdf. 1.07.2012.
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• ability to be connected to other devices;
• storage capability;
• compatibility with libraries and formats, etc.
Furthermore, the hardware that supports e-reading devices is specifically designed

for this purpose, even though other types of general purpose hardware are also available
such as tablets (PCs, desktop or laptop computers can also be included in this group).

These devices may vary in screen size and resolution and integrated technology
whereas some of them may even try to imitate plain paper and ink called e-paper and
e-ink (usually in dedicated e-readers).

Connection to e-readers is usually done via USB (cable), wireless (WiFi) or
mobile networks (GSM, CDMA).

E-books are normally stored in the device memory which may vary considerably
in capacity or they can allow for the use of extension memory card such as SD,
MiniSD and the like.

E-readers compatibility with e-book formats can vary too (see above). Often,
the general purpose devices such as PCs and computer tablets exhibit a better
compatibility with the majority of available file formats and vice versa.

Proliferation of e-reading devices has led to a rise in popularity of e-books.
According to statistical data, by the second half of 2010, e-book sales in the US
accounted for 6.4% of all book sales, generating revenue of $ 878 million a year13.

Regardless of applicable format and e-reader used, two methods of e-books
creation can be recognized:

- the first involves direct or raster reproduction of a previously existing printed
material;

- the second focuses on reproduction of an electronic or semantic copy of an
existing (printed) original.

The first method, i.e. direct/raster reproduction of an existing printed original is
most often a digital image or a graphic file of the original which is being scanned or
photographed. There are different technical devices that can be used for this purpose.
This could be applied to any type of printed books but more often it is used for older
editions in order to:

- achieve maximum authenticity and 1:1 reproduction of the original;
- handle difficulties during entering text and book content on the computer.
The need to seek maximum correspondence with the original, especially with old

books can be explained with the use of ancient languages or other rare and/or hard to
reproduce features such as illustrations, special typographic layout, etc. Quite often
some of the old languages may demonstrate a complicated or rare alphabet which had
become obsolete at some point.  Even if the alphabet was more recent or already
integrated into the operation system or software, typing in text and editing might still
give you a headache as computer programmers had no understanding of said language.

1 3 BookStats Publishing Formats Highlights. Association of American Publishers. http://
www.publishers.org/bookstats/formats/. 5.07.2012.
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Occasionally, e-book creators may decide to keep the intricate layout of an old
book which may be hard to reproduce. Such is the case with original illustrations even
though this problem could be overcome by the hybrid approach wherein the text is re-
entered and the illustrations reproduced directly or through a raster image.

Most often, direct reproduction is realized by scanning but at times photographic
equipment may be put to use, for instance with original copies of irregular size and
material which are too old and valuable to be subject to physical scanning.

The second method of recreating printed books involves entering text, illustrations
etc. (using different software which is of no significance here). For the purposes of
the present study we shall designate this e-book type as a ‘semantic copy’. The text
of the original is entered as text not as image, and rendered in the same language or a
more upgraded version of it (for example, if the language of the original dates back to
the period before 1945, the symbols b and j may be replaced); featuring other fonts
and layout, different page numbers, etc. For this very reason we propose the term
‘semantic’ as it follows the meaning of the original script even though it may vary in
appearance. Another important peculiarity of the so created e-book is its ‘search and
index capacity’ which is not supported by the raster format. Modern e-books are
mainly of this type.

Regardless of the above means of original text reproduction, there is no doubt
that the resultant copy is a copy of the same book. Moreover, experts are still debating
the issue whether the electronic copy of a printed book should be seen as the same
edition / version or be perceived as a new version. In our view, the semantic copies
should be treated as a new version of the original while direct copies should be seen as
a photo type version.

The process of e-book development, herein discussed in brief, shows that e-
books have become part of our everyday life.  Whether the latest boom in e-book
sales is due to technology advancement or vice versa is for us to find out. However
the growing popularity of e-books poses some incessant questions as to the real value
and specific nature of the e-book.

Essence of e-books

From a theoretical and scientific point of view there still remains the question
about the relation between the type of electronic book, its physical format and the
relationship ‘printed’-‘electronic’ book.

From a historical perspective, Sumerian clay tablets are considered to be the
first records of books (around 700 BCE14) even though the papyrus roll of ancient
Egypt is more nearly the direct ancestor of the modern book than is the clay tablet15.
In other civilizations other types of materials were also used for writing: clay, wax,
cloth or silk, metal and wood. Around 300 BCE the parchment was invented - a thin
piece of animal skin, which quickly superseded the papyrus for its significantly higher

1 4 Guisepi, R., Willis, F. Ancient Sumeria. http://history-world.org/sumeria.htm. 12.07.2012.
1 5 Avrin, L. Scribes, script, and books: the book arts from antiquity to the Renaissance. American Library

Association, New York, 1981.
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durability?  The paper was created in China in the first century AD16, and since then
it had become the most popular and widely used material for book making.

Alongside the development of new materials from which books were produced,
new technologies have emerged, offering new tools and inks for the papyri, parchments
and paper. In 1455 the first printed book came out which became known as the
‘Gutenberg Bible’17. The invention of the printing press opened up the way for the
actual distribution and mass circulation of books. Subsequently, as the durability of
materials increased, their unit cost decreased. Today paper is available in an extensive
range of sizes, thicknesses, weight, colour, texture, and specific application alongside
types of ink made specifically to be used on paper. This is to prove that advances in
technology have greatly enhanced progress in the area of paper production. It has
become a dynamic business which is constantly on the move.

To wrap up the above outlined historical tendencies we can say that regardless
of the ongoing developments in technology and materials for book production, the very
core and nature of the book hasn’t changed in the least. For thousands of years,
mankind had used the term books for paper materials written in ink, parchments,
scrolls or clay tablets upon which ancient people imprinted characters with a stylus
made of reed.

It is interesting to know whether the use of another material or media such as
electronic devices can be treated as something different from the conventional book.
E-readers designed for electronic book reading are meant to ensure a digital equivalent
of a printed text providing better readability via a range of screen sizes and other user-
friendly features. As we have observed earlier, the screens of e-readers can be also
designed to imitate the feeling of plain paper and ink, including size, colour, brightness,
light reflection, etc. We can therefore conclude that despite various integrated
technologies and reading capabilities, the electronic book itself doesn’t change the
content and nature of the classical book. Further on, the material on which the text is
written regardless of its size, format (including e-format), thickness, colour and degree
of readability cannot change the nature of the book itself.

We have grounds to believe that the arguments presented in our study will serve
to prove that the very concept of the ‘electronic book’ shall be reconsidered because
the very chance to read a classical book on a different type of media or material does
not imply that it should be seen as something different or assign it to a new category.

What is more, we can pose the question why there are so many definitions today
which define the e-book as ‘the equivalent of an existing printed book’? At present,
it’s not a problem to create an electronic version of a book (which excludes the use of
paper or traditional means of printing) and have it in mass circulation. More importantly,
we should be able to decide at what point exactly a piece of written or printed work
can be termed a book. In the light of half a century development since the beginning of
printing we were made to believe that by a book we should understand a publicized

1 6 Tsien, T-H. Paper and Printing. Chemistry and Chemical Technology, Vol. 5 part 1. Cambridge University
Press, 1985.

1 7 Meggs, P., Purvis, A. History of Graphic Design. Hoboken, Wiley, New Jersey, 2006.
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piece of work presented to the public in a series of print runs. Indeed, before the
invention of printing it was impossible to reproduce books in large quantities. During
the antiquity period the simple act of writing resulted in a single copy of the original /
the unique ‘bona fide’ book.

Modern computer technologies and capabilities for text processing have made it
possible to create books in electronic format.  Concerns may be expressed as to the
quality of such books but virtually  the very option of converting books into a digital
medium opens up unlimited redistribution and infinite availability while offering no
guarantees whatsoever as to the quality of said content. Therefore we believe that the
very format/media used to create a piece of work does not make it a ‘book’. To put it
in other words, the fact that a work has been originally created in an electronic format
gives no grounds to refer to it as an “electronic book”.

Certainly, the idea to create a book and distribute it via electronic media and
subsequently publish its printed version can be rather entertaining. More specifically,
the standard printed version comes as the equivalent of the electronic version even
though there is a fat chance that a print copy of the book may never see the light. Yet
this has no relevance to the quality of said book or whether it can be seen as a book.
In this respect, we have one more reason to believe that it is imperative to rethink the
nature of the concept ‘electronic book’.

We can further emphasize the fact that modern technologies allow for the creation
of e-books which cannot be reproduced in print. Such a book will contain video files,
interactive and dynamic graphics with animation, sound and other in-built features.

In summary of our observations, we shall propose definitions about three types
of e- books:

- e-books that are identical to the printed version of an existing book;
- e-books that can be created and distributed in an electronic version, but which

can also be reproduced in printed form;
- e-books that can only be read on-line in HTML format, with in-built capabilities

that restrict their replication in a printed form.
Arguably, there is a certain parallel between existing e-book types. Thus for

example, almost every printed book is first made on a computer or is at least computer
processed before it is published (the procedure is similar if the book is hand-written).
On the other hand if the creation of a book is computer aided (and can be printed
subsequently) it provides for the inclusion of additional elements which cannot be
reproduced in a print format. The elements in question may further influence the
scope of applicability of the book.

Despite these conventions and the fact that there is not always a clear-cut
distinction between different types of e-books we assume that the term ‘e-book’
refers to books of the last category.  Herein after we shall summarize the arguments
presented in our study:

- we believe that creating an electronic version of an existing printed book
simply refers to the use of another material which does not change the nature
of the book;
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- the original creation, be it in printed or digital form, provides no grounds to
distinguish between formats and is not directly related to the subsequent
presentation; the digital version may appear to be the original whereas the
printed copy – the equivalent ;

- a new type of book and may be a new identity can be found within a certain
range of capabilities which cannot be subject to reproduction in its well-known
classical format.

In this relation we propose the following modified definition of an e-book: an e-
book is a publication in a digital form, incorporating text and other elements and
capabilities, which can only be created, read and published through a computer or
other similar electronic devices.

Below, we shall define the basic elements and characteristics of an e-book which
can render its printed version impossible:

- multimedia capabilities.
- interactivity and non-linearity.
- use of external  (virtual) content.
The multimedia components of an e-book can be as follows:
- video/animation, including previously recorded events (for example a video/

virtual city tour, a process animated flow chart, etc.) generated dynamically
on the basis of models and algorithms (e.g. simulation of the molecular structure
of a chemical compound, generating a dynamic environment, etc.);

- audio/sound – music, speech and other capabilities which can be recorded in
advance or be software generated.

Advances in e-book technologies and e-reading devices allow for inclusion of
extended capabilities and more dedicated features such as 3D images, holograms, etc.

E-books can also feature interactivity and non-linearity. Thanks to these
capabilities e-book readers will be able to perform some of the following actions:

- search by key words or expressions, including complex parameters;
- memorize favourite or interesting places and extracts;
- make quick reference to search results or chapters and paragraphs and saved

options;
- call visualization ‘on demand’ for example: maps and other images of location

and/or people featured in the text – real or hypothetical; graphic presentation
of numerical data; such services can handle other requests or other components;

- active interaction and ‘participation’ on the part of the reader – solving problems
and riddles, choosing from different options, use of non-linear narrative –
where the reader has the freedom to select the plot and sequence the material
in the order of their choosing.

Some of the above mentioned capabilities require use of external (virtual) content.
The term ‘virtual’ is used by computer scientists in a wide variety of situations.

It is used for information and services immediately available to the user on his computer
which however do not exist in the same form but are rather generated by various
outside resources. In this sense, by virtual content we understand various components
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(regardless of their type – text, video, sound, etc.) which are not part of the electronic
book but which ‘on demand’ can be extracted from external resources. These are
provided optionally or as a supplement to the book chapter he/she is reading at the
moment.

Usually, the source of said virtual content is the Internet. In certain more dedicated
applications, Internet is the media used to deliver the content whereas the source can
be the information system of the book publisher.

 Virtual content reduces the size of the electronic book but if necessary and if
technically feasible (e.g. e-reader with sufficient memory capacity, fast Internet
connection, etc.) the reader can enjoy video, sound or other options at his discretion.

Conclusion

The development of technologies which support the creation, distribution and
reading of e-books can be seen as a continual and dynamic process. Printed books in
the classical sense of the word are unable to exhibit such features as multimedia,
interactivity, non-linearity or virtual content.

In conclusion, and in view of the herein described tendencies we propose that
the nature of e-books is to be reconsidered and reformulated. E-book production stands
out not only as an alternative to the printed book concept but it can be seen as a new
and interactive format opening up new horizons for communication and creativity in
the area of science and culture. Let’s hope that in turn, it may provoke due interest
and encourage more people to read books as a whole.

NEW VISIONS ON ELECTRONIC BOOKS

Abstracts

Assoc. Prof. Dr Vladimir Salov

At the beginning of the 21st century e-books gain an ever-increasing popularity as a
substitute for conventional ones. At the same time the possibilities which new technologies
offer lead to the development of the very essence of the e-book. In the article there is
substantiated the need for and is proposed a new definition of the notion of “e-book”. There
is outlined the process of the rise and improvement of e-books, the formats and devices for
their reading, the connection between classical books and e-books, the kinds of e-books.
There are discussed also elements and possibilities characteristic only of e-books.

Keywords: e-book, e-reader.
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THE EFFECT OF FOREIGN DIRECT INVESTMENT
ON UNEMPLOYMENT IN BULGARIA

Assoc. Prof. Dr Rosen Nikolaev, Viktoria Stancheva

Introduction

In the context of the current conditions of rapidly evolving economic realities
unemployment in Bulgaria is significantly increasing, becoming a serious, large-scale
problem aggravating with time. Evrostat data1 show that unemployment in Bulgaria in
November 2012 remained unchanged at 12.4% for the second consecutive month,
while its average level in the European Union is 10.7%. In the past few years
unemployment in Bulgaria has remained higher than the average rate for the European
Union and at the same time last year our country was among the countries with the
highest unemployment rate.

Unemployment is one of the most important macro-economic problems which
are the most difficult to overcome. In this regard , given the recent global national and
regional challenges, the study of the causes giving rise to unemployment and the factors
that impact it, as well as the determination of possible measures and policies aimed at
its reduction acquire special significance and become a priority for governments and
international organizations worldwide.

The policies that can be adopted in order to reduce unemployment have a multi-
faceted character. Creation of conditions for more effective establishment and
development of small and medium-sized businesses, as well as expanding the
opportunities for domestic production in the country, establishment of a meaningful
direction of the Bulgarian industry are important factors that have an undeniable impact
on the employment of the Bulgarian population .

The issue of the impact of direct foreign investment (FDI) on unemployment has
acquired an even greater relevance with a view of the key macroeconomic indexes of
the country at the time of global financial and economic crisis. Because of the increased
insecurity, uncertain future development and the still very fragile prospects for recovery
of the economy, caused by the ongoing debt crisis in the Eurozone, it is necessary that
the government adopts a suitable policy to strengthen the business environment and
the image of Bulgaria so that the substantial influx of foreign capital to Bulgaria is
restored, which in turn would lead to the creation of new jobs. The authors have
striven to make a qualitative analysis of the dependence of unemployment on FDI.

The aim of this paper is to analyze the relationship between the inflow of FDI
and unemployment in Bulgaria . The object of analysis is unemployment in Bulgaria

1 http://epp.eurostat.ec.europa.eu/cache/ITY_PUBLIC/3-08012013-BP/EN/3-08012013-BP-EN.PDF-
accessible on 24.02.2013
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as a manifestation of economic instability, and the subject is the study of the relationship
between direct foreign investment and unemployment and its impact on economic
stability (instability) of the country .

We believe that the flow of foreign capital is essential for accelerating the growth
and economic development of the countries of Central and Eastern Europe due to the
part in the gross fixed capital formation (GFCF) that it accounts for. Usually FDI in
the countries of Central and Eastern Europe comprise a higher percentage of total
investment compared to the percentage in developed countries. The positive impact
of FDI on capital formation in Central and Eastern European countries has been
proven.2 In Bulgaria the internal financial resources are not sufficient to self-finance
investments in the economy that are a generator of economic growth and employment.
NSI data3 on the dynamics of FDI and GFCF in the years before the onset of the
crisis indicate a steady increase in both variables considered, while the share of FDI in
GFCF in Bulgaria has reached 40%, which is indicative of the importance of FDI for
the country’s economic growth.

1. Rationale of the impact of FDI on employment in Bulgaria

In recent decades, the economy of Bulgaria has been going through a process of
fundamental change, both under the influence of transition, and as a result of the
increased economic integration in the world. The global financial and economic crisis
interrupted a positive long-term trend of decreasing unemployment between 2000 and
2008 due to macro-economic stability and favorable business environment in the country
, economic growth and significant investment. The economic and social consequences
of unemployment necessitate that the increase in employment is among the primary
objectives of the government.

The analysis of the risk of macroeconomic imbalances in the different countries in
the European Union, published on 10.04.2013 by the European commission3, has outlined
the continuing adaptation of the external positions, the competitiveness and the weaknesses
of the labour markets as potential problems for Bulgaria, which merit an observation and
undertaking a wide package of measures with a view of their overcoming.

Bulgaria is facing a number of problems related to unemployment. Some examples
include the low level of economic activity, the large number of unemployed people, the
presence of unequal groups on the labour market with regard to unemployment, the
insufficient professional training of unemployed people with a view of ensuring the
adaptation of the labour force to the changes in technology. Failure to solve these
problems would undoubtedly lead to increasing economic instability.

In the context of declining economic activity and falling budget revenues resulting
from the imported global economic crisis we believe that factors which are external

2 Krkoska Libor, „ Foreign direct investment financing of capitalformation in central and eastern Europe”
- http://www.ebrd.com/downloads/research/economics/workingpapers/wp0067.pdf, accessible on
17.05.2013

3 <http://ec.europa.eu/economy_finance/publications/occasional_paper/2013/pdf/ocp132_en.pdf>,
accessible on 15.05.2013
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for the Bulgarian economy such as the attraction of FDI and absorption of capital
from European funds could be conducive to recovery. Bulgaria’s example in the
absorption of European money, however, is not among the most successful examples
due to the absence of fresh capital for co-financing and the cumbersome bureaucracy.
In our country there is a characteristic difference between the levels of commitments
and disbursements , which shows a lack of effective implementation of projects and
inefficiency of cash flows within the programmes.4  Therefore the authors focus their
attention on the flow of direct foreign investments.

There are various forms of investments abroad, such as “off plan” investments,
mergers and acquisitions affecting differently the economic development of the host
country, depending on the stage of development of the economy and its ability to
benefit from the provided options.5 The direct foreign investments are a considerable
source of economic growth in Bulgaria through their direct impact on the gross domestic
product, the creation of new jobs and the promotion of the transfer of technology and
knowledge.6 In addition, foreign direct investment and the transnational companies in
the country lead to increased competition on the domestic market and improve the
effectiveness of local production and businesses, which in turn results in sustained
increases in labor productivity and the innovation potential of companies operating in
the country. The process of economic globalization is often accompanied by market-
oriented reforms in the economy of the developing country receiving the DFI such as
the liberalization of the labor market, privatization of state enterprises, etc.7, which
can also affect positively the employment in the country.

The Bulgarian National Bank collects and publishes data on FDI flows in
connection with the preparation of the balance of payments. The methodology of the
Bulgarian National Bank for the reporting of FDI is in full compliance with the
requirements of the IMF and OECD8.

The import of DFI in this country started to grow increasingly in the beginning of
the country’s transition to market economy. The lack of a massive inflow of foreign
capital in the first years can be explained with the delay of market reforms. Bulgaria’s
accession to the World Trade Organization (WTO) in 1996 was an important step
towards the liberalization of trade and economic policy and the integration of Bulgaria
into the multilateral trading system. A real change was observed after 1997-98 when
the Currency Board furthered the financial stabilization. Economic and political
conditions were created for a decisive acceleration of the transformation process.

4 „The untouchable Eurofunds” – Tema magazine, issue 21 (31.06.2010).
5 Petkova, Е. „The influence of DFI on the economic development of recipient countries” – a book of

papers „The economy and management in the 21st century – solutions for stability and growth” volume
1, Academic Publishing House „Tsenov”, Svishtov 2011, page 603-4.

6 “Analysis of the international investment climate and Bulgaria’s possibilities for attracting investment”
– a report by Deloitte and Touche commissioned by the Ministry of the Economy, 2005.

7 See Mihaylova, Sv. „Theoretical aspects of the relationship between direct foreign investment and the
income inequality” – Izvestiya magazine, issue 3/2012 – page 85.

8 See BNB,  Methodology for reporting direct foreign investment in the country (http://www.bnb.bg/
bnbweb/groups/public/documents/bnb_download/st_m_instr_fdi_bg_bg.pdf).



1 7
Articles

This intensified the importation of FDI.9 Therefore, we shall use the year 1997 as the
initial year of the analysis. Thus the study will show the dynamics of the development
and the relationship between unemployment and foreign direct investment in the period
between the two political crises in Bulgaria. The end of the 1996 – 1997 political crisis
initiated structural reforms needed to make the transition to a market economy . One
of the most important results of this structural and functional crisis was to stabilize the
political system in Bulgaria, which helped establish macroeconomic stability and a
suitable environment for growth. In the current 2013, amid a political crisis and an
outgoing government, the focus should be aimed at avoiding the risk of macroeconomic
shock both within the country and in the international investment community, in order
to reduce the political uncertainty, which under equal other conditions would increase
the attractiveness and competitiveness of Bulgaria as a country with a suitable business
climate.

2. Single-factor model of the dependence of unemployment on DFI

Data on the inflow of DFI, published by the Bulgarian National Bank 10, and of
the number of unemployed people in the в country, published by the National Social
Security Institute 11.

The following graphs (figures1 and 2), presenting the dynamics of the DFI inflow
and the number of unemployed people in the country in the period from 1997 until
2012 clearly show that unemployment increases both in absolute figures and as a
percentage when cash flows from DFI decrease.

Figure 1. Dynamics of the DFI inflow in Bulgaria in million Euro
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9 Mladenova,Z.“The import of DFI in Bulgaria is not only a financial problem”, A paper delivered
before a scientific conference on “Financial and accounting theory and practice in Bulgaria’s accession
to the EU”, Varna, Sept. 2004 – A book of papers, page 360-368

1 0 http://bnb.bg/Statistics/StExternalSector/StDirectInvestments/StDIBulgaria/index.htm
1 1 www.nsi.bg
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Figure  2. Dynamics of the number of unemployed people
in thousands in Bulgaria

Figures 1 and 2 show that first there was a decrease in FDI inflows (after the indicated
peak of 3.9% of GDP in 2007), while the number of unemployed persons increased only in
the second half of 2008. Therefore in our analysis we treat the FDI inflow as a factor
variable, while the number of unemployed people has been considered a resultant factor.
Both variables are quantified and therefore they can be subjected to a regression analysis.

The authors of this paper, considering the multifactorial dependency of
unemployment, have allowed themselves to research primarily its dependence on the
FDI factor in order to establish the extent of this interrelation based on the methodology
used and to try to prove that a large percentage of the processes of unemployment
depend on the volume of FDI in Bulgaria.

Bulgaria and Romania are distinguished among the other new EU member-
countries from Central Europe by their competitiveness.12 An example of this is the
fact that unlike the Central European countries Bulgaria and Romania have failed to
develop to a greater extent the sectors with higher labor productivity. For this reason,
the authors believe that Romania is a suitable country for comparison, and the
relationship between FDI and the unemployment rate in Romania has been
researched13, thereby establishing a reverse correlation and the existence of a
significant correlation between the aspects in consideration. We believe that the situation
in Bulgaria is similar and the objective of this research is to establish the extent of the
relationship between FDI and unemployment in Bulgaria.

Figure 3, graphically representing the dependency between the two variables,
confirms the dependency between the DFI and the number of unemployed people in
Bulgaria in the period 1997-2012.
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1 2 Annual report „Economic development and policy in Bulgaria: Evaluations and expectations” – Institute
for economic research with the Bulgarian Academy of Science, Gorexpress, Sofia, 2012 – page114.

1 3 Nucu, Anca Elena, „The dynamics of FDI in CEE under the impact of international crisis of 2007” -
http://www.cse.uaic.ro/WorkingPapers/articles/CESWP2011_III1_NUC.pdf.
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Figure 3. Interrelation between DFI (Х)
and the number of unemployed people (Y)

The single-factor regression model can be presented as a linear or non-linear
function of the independent factor. Using MSExcel the following figures show the
different models of the dependency – respectively the linear model(fig. 4), the logarithmic
model (fig. 5), the square model (fig. 6), the degree model (fig. 7) and the exponential
model (fig. 8).

For each one of the models the function describing the dependency has been
presented, as well as the determination coefficient R2.

Figure 4 presents the linear regression, describing the dependency between the
considered variables. In this case the relation between two statistical values is
approximated with the linear function:
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Figure 4. Linear regression

 The strength of the relationship between the two variables X and Y is measured
by the correlation coefficient, which for the data used in case of linear function is R=
-0,7568.

The sign in front of R shows the direction of the dependency between the two
variables14. When R is negative, there is a reverse correlation between the two variables.
With the increase of X, Y is reduced, i.e. with the increase in FDI inflows in Bulgaria, the
number of unemployed people will decrease under equal other conditions and vice versa.
According to the existing correlation scales with | R |> 0,7 the correlation is high.

With the selected standard confidence interval of 95%, the observed levels of
significance of the P-value confirm the statistical relevance of the established
dependence on F – the Fisher criterion since the received P-values are less than 0.05,
and even tend towards zero.

In a number of situations the economic theory and practice presuppose the
presence of non-linear forms of dependency between the considered variables.15 For
this reason and because of the noticeable fluctuation of the observations with regard
to the straight line in the linear model, other possible functions describing the relationship
have also been considered. The coefficient of determination is used as a formal
selection criterion of a trend model. The model with the highest coefficient of
determination, ie the one with the greatest explanatory power has been considered as
the most appropriate, since it describes most adequately the trend in the dynamics of
the time series and is suitable for future forecasts.
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1 4 Radilov, D. et al, Introduction into statistics, UE Varna, 2003, pages 246-247.
1 5 Petkov, Pl. „Econometrics”, Academic Publishing House „Tsenov”, Svishtov 2008, page 96-9.
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Figure 5. Logarithmic model

In the logarithmic model it can be noticed that the determination coefficient R2 has
a value of 0,7265, which is higher than that of the linear model and is indicative of a
relatively better approximation of the observations to the considered logarithmic function.

A square model has also been considered, where the observations have again
been more focused with regard to the linear function and respectively the determination
coefficient is higher.

Figure 6. Square model
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The following figure represents the exponential trendline. It is a curved line that
is used when data values increase or decrease by a constantly increasing rate. In this
case, the coefficient of determination is 0.6256, which indicates that this model is not
the most appropriate to describe the trend.

Figure 7.Exponential model

The following figure shows the degree regression curve:

Figure 8.Degree model

The determination coefficient, which is also referred to as the definiteness
coefficient, shows what percentage of the changes in one variable would result in
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cases the changes in the inflow of DFI would bring about changes in the number of
unemployed people (or each unit of change in the factor variable corresponds to 0,7391
units of change in the resulting variable). In the remaining 26,09% of cases the change
in unemployment depends on other factors.

In this case the degree function appears to be the most suitable to describe the
dependency between direct foreign investment and unemployment in Bulgaria, since
it has the highest determination coefficient (R2 =0,7391) and it is therefore the most
appropriate function to use for forecasting purposes. It is possible to forecast what the
number of unemployed people in the country would be at a certain level of DFI. For
example, if the value of DFI for 2013is 2 billion euro16, the expected number of
unemployed people in the country would be around 382,000 people with a possible
departure of 67,000 people or 17,69%. It is important to note, however, that the lack of
a clear prospect for the recovery of the Eurozone and the international financial markets
has led to a high level of uncertainty about the realization of the various forecasts both
in the highs and the lows.

The analysis has demonstrated that there is a high correlation and a reverse
correlation between FDI and unemployment in Bulgaria. The authors believe that this
can and should be used to reduce the number of the unemployed.

The results of the research determine the need for effective policies to promote
investment in Bulgaria. The basic reason for the transfer of funds abroad is the search
for more favorable conditions for investment, including for example (but not exclusively)
easy access to raw materials, low labor costs and skilled labor. Reducing corruption
and the shadow economy, industry restructuring and targeting energy saving and
competitive production involve the attraction of FDI17.  It is entirely up to the executive
branch to improve the business climate by rapidly solving the pressing problems related
to the administrative processes for citizens and businesses. In this regard, the most
problematic areas in terms of the business environment in Bulgaria are the conditions
for obtaining building permits, the regulations on international trade, resolving insolvency
proceedings, unfair practices of the informal sector and corruption.18 It is also necessary
to improve the quality of the infrastructure in the country, as well as the availability of
well-educated and skilled workforce.

A step that could be conductive to an increase in FDI inflows in Bulgaria, outlined
by the authors of this paper, is the introduction of zero tax on reinvested profits that
has been discussed by experts from the business, government , academic and civil
society. We believe that such tax relief for businesses would not only improve the
investment climate, creating potential for growth in the economy and recovery of the
employment situation, but would also increase the effectiveness of the fiscal policy by
1 6 The value is an optimistic forecast by Delyan Dobrev, Minister for economy, energy and tourism in the

41st Parliament - http://www.mi.government.bg/bg/news/delyan-dobrev-ochakvame-2-mlrd-evro-
chujdestranni-investicii-1102.html, accessible on 20.05.2013

1 7 „The international financial and economic crisis and Bulgaria” – a report by the President of the
Republic of Bulgaria;  http://www.president.bg/pdf/Doklad2009.pdf.

1 8 Annual report „Economic development and policy in Bulgaria: Evaluations and expectations” – Institute
for economic research with the Bulgarian Academy of Science, Gorexpress, Sofia, 2012 – page 120-121.
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maintaining the stability of state revenues and increasing the levels of voluntary
compliance with obligations in the country. Corporate taxation is crucial for the
international competition to attract capital - countries with lower tax rates ceteris
paribus attract more foreign investment than countries with higher taxes. Zero rate on
reinvested profit is not a precedent in the European practice. Estonia is a good case in
point with a system of taxation of corporate profits which was introduced in 200019.
Data from the Estonian statistical authorities show that after a temporary three-year
downslide the revenues in the state budget were restored, and thereafter the foreign
investment increased considerably, while the economic growth almost doubled. Such
tax relief exists also in Germany.

Conclusion

 The authors of this paper can summarize the results of the research in two main
conclusions in accordance with the purpose of the paper, namely:

1. There is a strong reverse relationship between the inflow of direct foreign
investments and the level of unemployment in Bulgaria. With the increase in FDI
inflows, the number of unemployed people decreases, ceteris paribus.

2. Under the current macroeconomic indicators in Bulgaria, it is particularly
important that this interrelation is used to achieve economic stability, recovery after
the global financial crisis and reduction of the unemployment rate.

Without the influx of foreign capital it is impossible for the country to return to
the high growth rates of the period prior to the recession. The government should
continue to implement strict fiscal policies and to carry out the planned structural
reforms to highlight Bulgaria’s stability within the region of Central and Eastern Europe.

THE EFFECT OF FOREIGN DIRECT INVESTMENT
ON UNEMPLOYMENT IN BULGARIA

Assoc. Prof. Dr Rosen Nikolaev, Viktoria Stancheva

Abstract

The present article analyzes the interrelation between foreign direct investment (FDI)
and unemployment in Bulgaria. The paper outlines the state and the development of
unemployment and the inflow of foreign direct investment for the period 1997-2012. The level
of dependence has been researched by means of correlational and regression analysis. Feedback
and high correlation have been found, and the phased regression model is established as the
most suitable for describing the interdependence and future projections. The discovered relation
can be used for the purpose of reducing the number of the unemployed in the country and
several activities for encouraging investment and raising employment have been proposed.

Keywords: unemployment, foreign direct investment.

1 9 Funke, Michael and Strulik, Holger, „Taxation, Growthand Welfare: Dynamic Effects of  Estonia’s
2000 Income Tax Act” (August 26, 2003). BOFIT Discussion Paper No. 10/2003.
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INCLUSIVE GROWTH IN THE EUROPE 2020
STRATEGY: ASSESSMENT OF THE

IMPLEMENTATION POSSIBILITIES

Assoc. Prof. Dr Stanka Zhekova

Introduction

Europe 2020 is the successor to the Lisbon development strategy launched in
2000 and aimed at making the European Union the most competitive and dynamic
economy in the world by the end of 2010. Already in the middle of the programming
period, however, a number of deficiencies of the strategy became apparent, mainly
related to its poorly structured objectives, unclear allocation of responsibilities and
tasks and lack of concrete commitment of member states to implement them. The
reviewed strategy in 2005 was aimed entirely at growth and employment in the EU
and was focused on strengthening the partnership between the EU and the member
states. The new ideas put forward, however, failed to materialize, and the economic
recession that followed shortly thereafter decreased the growth and employment
indicators and brought the union farther from the Lisbon Strategy. The conducted
analyses lead to the conclusion that the implementation of the set objectives should be
carried out and monitored not only at EU level but also at national level, and that the
objectives should be based on a stronger partnership between the EU and the member
states. The desire to correct the reported shortcomings of the Lisbon strategy and to
signpost the road to economic, environmental and social development of the Union in
the next decade is reflected in the European Commission’s proposal for a new strategy
referred to as Europe 2020. The aim of the strategy is to structure clearly and
consistently the priorities for EU development in order to define the responsibilities of
member states with regard to these priorities and to require them to take action to
achieve the same rate of achievement of the set objectives. The idea is thus to strengthen
the process of European integration and to reduce the macroeconomic imbalances
and socio-economic differentiation between the EU member states.

The Europe 2020 strategy1 comprises three summarizing priorities of the economic
and social development of the Union until 2020:

1. Smart growth based on knowledge, innovation and high levels of employment
in the economy.

2. Sustainable growth, including a competitive, green and resource efficient
economy.

3. Inclusive growth, providing economic and social cohesion among member
states.

1 ec.europa.eu/europe 2020
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The three priorities have been quantitatively specified into five overriding goals
whose attainment is planned through the implementation of seven initiatives. The
Common European Framework fixes rates which the union is expected to reach in
each of the five goals at the end of 2020. Within this framework each member state
sets its own parameters of the leading European goals, depending on its starting positions
at the launch of the strategy and the specific national circumstances.

An emphasis in the common European framework for inclusive growth is the
reduction of poverty and social exclusion in the EU. The leading goal set in the strategy
concerning poverty would be realized given the existence of a favorable combination
of a set of economic and social factors whose dimensions and extent of impact on
poverty and social exclusion are different. The purpose of this paper is through a
retrospective and regression analysis to assess the feasibility of the framework set in
the strategy concerning poverty and social exclusion and to identify problem areas,
reducing the chance of its achievement.

Parameters of the European inclusive growth

The purpose of inclusive growth which has been set as a priority within the
Europe 2020 strategy is to create conditions ensuring the socio-economic convergence
of EU member states. This means building an economy with a high level of employment,
creating opportunities for people to adapt to a changing world by investing in skills and
training, providing growing material and social prosperity of society. There are two
leading initiatives in order to reach the European inclusive growth outlined in the
framework: “An agenda for new skills and jobs” and “European platform against
poverty”2. These initiatives are expected to ensure conditions for the attainment of
the specified parameters, formulated as three main objectives of the EU concerning
the inclusive growth:

1. Attainment of up to 75% employment of the population aged between 20 and
64 by 2020.

2. Better school performance through:
 reduction of early school leavers by up to 10 percent;
 increase in university graduates (or equivalent education) in the 30 – 34 age

bracket by up to 40 percent.
3. Reducing the number of poor people or people at risk of poverty and social

exclusion by 20 million.
It is not difficult to establish that the above formulated aims of inclusive growth

in the union are in a causal relationship. According to the official definition of poverty,
adopted by the Council of Europe in Dublin3, the category of the poor comprises those
individuals, families or groups of people whose material, spiritual, social and cultural
resources are limited in a way that excludes them from the minimum acceptable way
of life of the community to which they belong. To contain the number of poor people
or people at risk of poverty and social exclusion in this context means to reduce the
2 ec.europa.eu/europe 2020
3 Council of Europe. Decision 85/8/ЕЕС of 1984, art. 1, item 2
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number of people experiencing material, spiritual, social or cultural constraints. The
material limitations are determined by employment and household income, while the
spiritual, social or cultural constraints arise also from the level of use of educational
services in the community. It can be said that the third main objective related to inclusive
growth is a consequence of the first two ones, but not only. Household income is
associated with the level of economic development, respectively the GDP produced.
They depend more on the degree of development and effectiveness of the schemes of
social protection of the population. Employment, the GDP produced, the social protection
and the educational level of the population are key factors that can lead to reduction of
the number of poor people or people at risk of poverty and social exclusion. In this
context, the question arises of which of these factors play a key role, and what aspects
should they have to achieve the desired reduction of poverty and social exclusion in
the European Union by 2020. An opportunity to answer this part of the question,
related to the key factors for the reduction of poverty and social exclusion, is provided
by the multi-factor regression analysis of the causality discussed above. The multiple
regression model specified for the purposes of this research is, as follows:

where: yi stands for poor people or people at risk of poverty and social exclusion
(percentage of total population) in country i;

x i1 – actual gross domestic product per head of the population (in euro) in country i
x i2 – percentage of the employed population aged 20-64 in country i възраст

20-64 г. в страна i;
x i3 – early school leavers (percentage of the population aged 18-24 with primary

education) in country i
x i4 – percentage of young people aged 30-34 with university degrees in country i
x i5 – social protection costs (percentage of GDP) in country i.
βi – model parameters.
The selection of the specific variables included in the model has been done on

the basis of the considerations presented above and in compliance with two necessary
conditions:

1. To be relevant as measures of the key factors impacting poverty and social
exclusion.

2. To be predominantly within the framework of the main goals of the EU related
to inclusive growth.

The dependent variable “poor people or people at risk of poverty and social
exclusion” is a combined indicator comprising three components: poverty, low intensity
of economic activity and the level of material deprivation of households. The poverty
rate is obtained in terms of the national poverty lines of EU member states, which
account for 60 % of the national median equivalised disposable income. Since the
disposable income of households is involved in determining the level of poverty, it has
not been included in the model as an independent variable due to the emerging functional
relationship between the two indicators.

iiiiiii xxxxxy   55443322110
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The values   of the parameters of the regression model for the member states of
the union, obtained on the basis of 2010 data, are shown in Table 1.

Table 1

Parameters of the multi-factor regression model

Through the obtained standardized regression coefficients the consistency
between the included independent variables in the model is ensured and on this basis
the impact on the dependent one is assessed. The comparison of the standardized
coefficients leads to the conclusion that poverty and social exclusion in the EU are
determined mainly by the gross domestic product and employment of the population.
A minor role is played by the funds allocated to households for social protection, while
school attendance and the high educational level of the population have little effect on
the reduction of poverty. Moreover, the results obtained in terms of the fourth variable
are illogical, since it is expected that the link between poverty and the percentage of
people with higher education is negative. The experimental single-factor regression
models in terms of the two variables related to education are inadequate, which is a
reason for the general conclusion that there cannot be a direct relation between the
percentage of young people with higher education, early school leavers and the reduction
of poverty in the EU. (Fig.1-4). The two variables reflecting the inclusion in the

Regression
coefficients Values of bj Standardised regression coefficients

b0 64,622
b1 -0,00018 -0,33507
b2 -0,50430 -0,35699
b3 0,06378 0,06289
b4 0,15256 0,20424
b5 -0,33284 -0,23813
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Figure 1. Level of poverty and percentage of young people with higher
education in EU member countries
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educational system are associated more with the spiritual, social and cultural constraints
that may be experienced by people beyond the reach of material poverty, while their
influence on the reduction of poverty and social exclusion is indirect and is manifested
through the employment of the population.

Figure 2. Correlogram of the relationship between the poverty level (Y)
and the percentage of young people with higher education (X2)

in the EU member countries

Figure 3. Level of poverty and percentage of early school leavers in EU
member countries
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Figure 4. Correlogram of the relationship between the poverty level (Y)
and the percentage of early school leavers (X1) in EU member countries

The conclusion made on the basis of the experimented multifactor model that
poverty and social exclusion in the EU are determined mainly by the gross domestic
product and employment of the population justifies the focus on these two indicators.
The two-factor regression model evaluated through them has the following form:

The values   of the regression coefficients allow the conclusion that on average,
for the EU only the increase in real GDP by € 10,000 per capita results in a reduction of
poverty and social exclusion by 2%, while the increase in the relative share of employment
by 1% causes a reduction in poverty and social exclusion of 0.574%. The Europe 2020
strategy sets the goal of reaching 75% employment rate of the population in the union in
2020, which is an increase by 6.4% of the share of employed population compared to
2010 which was the launch year of the strategy. The foreseen parameter for employment
of the population will be taking place at an average annual growth rate of 0.9% in the
EU. At first glance, it is quite an unrealistic rate, even without taking into account the
current unfavorable economic situation. The retrospective analysis shows that the average
annual growth rate of employment in the EU for the previous ten-year period, from 2000
to 2010 is 0.3 % while for the period from the beginning of the economic crisis ( 2008)
until 2011 the level of employment has been declining by an annual average of 0.6% .
These two facts alone render the priority objective in terms of employment in the union
difficult to achieve. However, there is a third factor which is likely to play a key role in
reaching or at least approaching the employment parameter set in the strategy, namely
the expected demographic processes in the EU. While for the period 2000-2010 the
population in the union aged 20-64 grew by an average of 0.46 percent annually,
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according to projections by 2020 it will be declining on average by 0.1% annually. In the
case of declining workforce even the unchanging number of jobs would provide an increase
in the employment rate. To reach the 75% employment rate planned in the strategy given
the declining numbers of the working population it would take an 8.4% increase of jobs by
2020. Approximately the same increase (7.9%) was realized during the preceding ten-
year period - from 2000 until 2010. Therefore, the set priority objective in terms of employment
in the union would be realized primarily and mainly on account of the unfavorable
demographic situation over the ten year period covered by the strategy, and much less as
a result of the flagship initiative of inclusive growth, “An agenda for new skills and jobs”.

The result achieved from the two-factor regression model allows the conclusion that
the realization of the projected increase in the relative share of employment by 6.4% may
lead to reduction of poverty and social exclusion in the EU by 3.67%. The parameter set in
the strategy with regard to poverty is “reduction of the number of poor people or people at
risk of poverty and social exclusion by 20 million.” Taking into account the expected number
of the population in the EU in 2020 and the number of poor people in 2010, this figure
means that the percentage of poor people or people at risk of poverty and social exclusion
in 2020 set in the strategy is 18.6%. Given that the value of the same indicator in 2010 was
23.5%, the planned reduction of the proportion of the poor and socially excluded people in
2020 is 4.9%. Provided that 3.67% of this reduction can be achieved through the attainment
of the planned employment of the population, the remaining 1.23% should be linked to
GDP growth. Based on the ratios obtained through the two-factor regression model we
find that poverty in the EU will decrease on average by 1.23% if the real GDP per capita
increases by € 6150. When referred to the value of this indicator in 2010, this represents an
increase of GDP per capita by 26.7 % until 2020. Therefore, it would take an average
GDP growth of 2.4% in order to achieve the respective 1.23% reduction of poverty and
social exclusion in the EU. However, a retrospective review of the data shows, that for the
period 2000-2010 the real GDP per capita in the EU grew by an annual average of 1.24%,
which is a twice lower growth rate than is necessary to provide the desired reduction of
poverty. Data for the first three years of the strategic period, including actual data for 2011
and projected data for 2012 and 2013 show an even greater divergence from the required
GDP growth rate. For the three initial years of the ten-year strategy the real GDP in the
union grew by an average of 0.66% per year. All this casts some doubt on the major EU
objective related to inclusive growth, i.e. the reduction of the number of poor people or
people at risk of poverty and social exclusion by 20 million people.

Bulgaria in the common European framework of inclusive growth

Within the Europe 2020 strategy through the National Reform Programme Bulgaria
sets its national goals in the area of the all-European inclusive growth4. With regard to the
above-mentioned determinants of this growth in the EU, our country’snational goals include
achieving up to 76% share of the employed population aged 20-64 and reduction of the
number of people living in poverty by 260,000 people until 2020. The priority objective in
terms of employment seems achievable if we analyze it against previous trends and
4 Национална програма за реформи (2011 2015). София, април 2011.
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projections for the population aged 20-64 by 2020. The achievement of 76% employment
rate for our country, given the expected slow rate of increase until 2020 would guarantee
a 7.8% increase in the number of employed people, i.e. approximately eight percent increase
in jobs compared to the results in 2010, which was the launch year of the strategy. This
percentage is realistic because it was reached also during the preceding ten-year period
(2000-2010) when the number of employed people, respectively, the number of jobs, grew
by 8.2%. Certain doubts about the attainment of our national objective in relation to
employment is caused by the data for the period 2008 - 2011, when the share of employed
population aged 20-64 in our country declined on average by about 3% per year. This
negative trend in Bulgaria which has emerged for the first time since 2000 is linked to the
overall unfavorable economic environment and is to some extent in line with the dynamics
of employment across the EU for the said period. However, this is true only to some
extent, as the negative trend in the employment of the population in Bulgaria has been
much more pronounced. Against the backdrop of a very slow decrease and the steadying
of employment rate in the EU in 2010 and 2011, our country’s 3% average annual rate of
reduction is an extremely alarming figure. Even if we accept this rate as a temporary
trend, we can confidently say that our national goal of employment of the population is an
actually stated possibility. Our national goal concerning employment exceeds the common
European goal by 1%, under increasingly negative values   of the country’s employment
indicators compared to the general European indicators after 2008. Therefore, we are
headed to the same quantitative goal as united Europe, but we have been going along the
national road of consistent and accelerated deviation from this goal in recent years. Whether
this goal will be achieved depends on when and to what extent Bulgaria will be able to
compensate this deviation and if there will be time until the end of the strategy for Bulgaria
to take the path of convergence with the European level of employment.

Bulgaria’s priority objective with regard to poverty and social exclusion requires a
reduction in the number of people living in poverty by 260 000 until 2020. As mentioned
above, the “poor people or people at risk of poverty and social exclusion” is a combined
indicator summarizing the three components: poverty level, low intensity of economic activity
and the level of material deprivation of households. The linking of the three components
reflects the desire to provide more comprehensive characteristics of the multi-faceted
phenomenon of “poverty” and to cover more of its aspects. From this perspective, the
priority European objective is focused on the combined indicator, while the wording of our
national objective indicates that it is addressed to one of its components, i.e. the poverty
level. The poverty rate in Bulgaria is among the highest in the EU (20.7% in 2010 with an
average of 16.4% in the EU), with only two countries (Latvia and Romania) having a
poverty level slightly higher than our country’s. However, Bulgaria has the highest value of
this indicator and occupies convincingly the bottom place in the Union with regard to this
component of the composite indicator- people living in material deprivation. This component
is formed on the basis of an estimate of households difficulties related to covering certain
costs, of their limited possibilities for recreation and rational nutrition, of different durable
objects that they possess. 35% of the population in Bulgaria is experiencing material
deprivation, while in comparison the EU average is 8.1% (the value of this indicator in
Luxembourg, which is the leading country in this respect, is 0.5 %). It is natural that poor
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people and possibly part of the non-poor people situated near the poverty line experience
material deprivation. Evidence suggests, however, that 76.7% of the poor in the EU do not
experience material limitations and in Luxembourg the percentage is 97.2. Bulgaria is
again very far from these values. In our country only 28.4% of the poor live without
physical limitations, and 57.7% of those sufferingmaterial deprivation do not fall into the
category of the poor. Taking into account that only 22% of the poor and 13 % of the people
suffering material limitations live in households with low intensity of economic activity, it
can be concluded that poverty in Bulgaria is not related so tangibly to employment as to
low income. They define the essential role of material deprivation for the formation of high
levels of the poverty and social exclusion indicators in our country. The specificity in the
overlap of the three components of this composite indicator in Bulgaria and their ratio in
Luxembourg, the country with the best situation in the EU, are shown on Figures 5 and 6.

Figure 5. Ratio between the poverty level (AROP), low employment rate
(LWI) and material deprivation (SMD) in Bulgaria

Source: The social dimensions of the Europe 2020 strategy; A report of the
Social Protection Committee (2011)

Figure 6. Ratio between the poverty level (AROP), low employment rate
(LWI) and material deprivation (SMD) in Luxemburg
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The facts discussed above show that reducing the number of the poor by 260,000
people would not contribute significantly to the overall vision of poverty in our country
by 2020. Our national goal on poverty, related to the number of the poor and their
relationship to the number of people experiencing material deprivation in 2010 as well
as with the projected number of the population in 2020, is 18.8% poor people and
31.8% people experiencing material deprivation in 2020. Therefore, poverty will be
reduced by 2% and the number of people living in material deprivation will decrease
by approximately 3%. With the planned 5% total reduction of people living in poverty
and social exclusion our national goal means a development that maintains the divergence
from the all-European values   of the poverty and social exclusion indicators observed
at the beginning of the strategy. In other words, our national goal provides for a trend
parallel to the EU trend which exhibits a considerable difference from the European
indicators of poverty and social exclusion, while it is necessary to achieve an accelerated
development in order to decrease the existing gap.

Conclusion

The analysis of the main all-European and national goals of inclusive growth,
formulated as part of the priorities of the Europe 2020 strategy, allows for a few
generalizing conclusions to be made:

1. Poverty and social exclusion in the EU are determined mainly by the produced
GDP and the level of employment. The influence of the level of education on the
reduction of poverty and social exclusion is indirect and manifests itself through the
employment of the population.

2. The set priority goal with regard to the employment in the union may be
achieved mainly at the expense of the unfavourable demographic situation during the
ten years covered by the strategy and much less as a result of the stipulated initiatives
of the inclusive growth.

3. The results of the regression analysis carried out and the retrospective view
of the dynamics of GDP allow us to draw the conclusion that the achievement of the
main aim of the EU related to inclusive growth, i.e. reducing the number of poor
people or people at risk of poverty and social exclusion by 20 million is quite an ambitious
goal under the current macroeconomic situation.

4. Bulgaria’s national priority goal on employment would be realistic provided that
the country manages to reverse the negative tendency in the employment of the population
from the period 2008 – 2011 and to offset the effects thereof in a timely manner.

5. Although on the whole Bulgaria fits into the common European framework
for employment of the population, it has a leading place in the union with the percentage
of people suffering from material deprivation. The material limitations, as well as one
of the highest levels of poverty in the union, define our country as the country that is
most severely affected by poverty and social exclusion.

6. The reduction of the number of the poor projected in Bulgaria’s national goal
ensures our bottom-of-the-list place as concerns the poverty level and the share of the
population living in material deprivation also in 2020.
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The findings formulated above should not be considered uncritically, since the
main conclusions have been derived based on a model, and even the best model is not
capable of fully reflecting the diversity of the processes and the complex interactions
in which they are involved. However, it provides an opportunity to outline the general
framework of parameters ensuring the utmost achievement of the main objectives of
inclusive growth in the EU. Details and nuances within this framework may change in
extent and direction, but they will not result in unexpectedly different dimensions.

Summary

The article analyzes parameters for inclusive growth in the EU by 2020 set out
in Europe 2020 strategy. On the basis of a retrospective and regression analysis the
feasibility of these parameters has been evaluated and the problematic areas have
been outlined that could reduce the chances of their attainment in the end of the
strategic period. Bulgaria’s commitments have been analyzed in terms of the all-
European inclusive growth and the extent to which our national objectives in this area
would contribute to our involvement in the expected process of European integration.

INCLUSIVE GROWTH IN THE EUROPE 2020 STRATEGY: ASSESSMENT
OF THE IMPLEMENTATION POSSIBILITIES

Assoc. Prof. Dr Stanka Zhekova

Abstracts

In the article there are analyzed the parameters set in the Europe 2020 Strategy for
inclusive growth in the EU until 2020. On the basis of retrospective and regression analysis
there are assessed the implementation possibilities of these parameters and are drawn the
problematic moments, which would reduce the chances for their achievement by the end of the
strategic period. There are also analyzed the commitments of Bulgaria with respect to the
common European inclusive growth and the extent to which our national goals in this
perspective would contribute to this country’s inclusion in the anticipated process of European
integration.
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CULTURE AS THE ‘CONNECTIVE TISSUE’ BETWEEN
PROPERTY DEVELOPMENT AND REAL ESTATE

Prof. Dr Petko Bliznakov

This is a complex issue of property business which puts into practice the link and
interaction between economic, financial, architectural, construction and technical sciences.
It also requires sociological approach in its exploration and application. The classicist of
American economics Ludwig von Mises defines three agents who operate in the economic
realm – SAVER, INVESTOR and ENTREPRENEUR, who are closely and mutually
connected1. The saver accumulates capital. Banks are his field of operation. The investor
deposits the capital in some of the economic sectors - the realm of his activity. And the
property developer materializes its cost, mainly in the form of real estate – houses, enterprises,
facilities, roads and other infrastructural projects. Thus, the objectives of his activity become:
a rise in volume, growth of property value and increased public wealth in the hands of
private individuals, economic organizations, the state and other public entities.

Entrepreneurship is at the root of market economy. It provides the basis of all
economic sectors. The entrepreneur makes his way into economy as a sole proprietor
with his labour, knowledge and skills. He operates with investor’s capital or borrowed
money. The basic incentives for his economic activity are profit and independence in
business matters. The entrepreneur generates factors or combines them for new
manufacture. He is both an economic and creative personality. He works at his expense
and relies on himself. Thus he feels he belongs to society and its particular communities,
he is not subordinate to state authorities or monopoly hierarchy. This makes his
personality free and initiative, and his performance – highly productive and efficient.

Market turns entrepreneurship into a basic method of economic activity in all
industrial sectors and the entrepreneur becomes its main agent. His role is often mixed
up with the role of the intermediary2. This is not correct. The intermediary meddles
with economic agents, sometimes takes their place on the market and introduces
profiteering there. He uses cunning. The intermediary occupies the free market niche,
manufactures new products, meets new needs and caters for the tastes of new
customers. He is an inventor, he uses his intelligence. Entrepreneurship is a generic
term. Its type characteristics are named after the sectors it penetrates – industrial,
commercial, transportation, construction, etc. Each of them has its specifics which
should be taken into account by all workers if they want to succeed.

Property development is a fundamental economic activity which establishes
itself as an independent branch. It lays the foundations of all the remaining branches.

1 L.v.Mises, The Anti-Capitalist mentality, S. 2008.
2 P. Bliznakov, P. The entrepreneur - a new participant in our economy. Journal, UE-Varna 1991,b.1;

Koev, Yordan. Entrepreneurship - theory and implementation in Bulgaria, Varna, 1996; Basics of
Entrepreneurship, Varna 2002; The Entrepreneurial ide.Varna, 2005; An Introduction to
entrepreneurship.Varna, 2013.
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It is multi-directional as a subject of activity; it is mainly connected with real estate,
which is its main object. Creating such a link is a continuous, complex and difficult
process, because real estate, being tangible in character, is enveloped by a thick network
of ownership interests - personal and public; by economic, social, administrative, cultural,
etc. relationships, embodied not in a single entity, whose interests have to be matched.
It is the link between two heterogeneous in nature entities demanding “flexible wide
connective tissue”. The connective tissue between various social phenomena is
implemented by culture. Culture is textured3 in human activities and guarantees the
interaction between innovation and traditions. Nowadays many people rely on money
as the only means of interaction in their activities. But money is a moderator with an
independent role in property business, it is not an immediate part of the construction
product. In the past, in the craftsman’s period of construction, the two subjects of
activity, the master-builder and the property holder implemented an immediate
connection on the basis of moral, embodied in the “words of honour”. They were the
„connective tissue“in construction. Today, this connection is based on the financial
interrelations and the multitude of official documents, by which the commissioner and
the executor strike a bargain with wider social content. The deals are often done by
collective entities. Entrepreneurs get together in companies with private capital, with
an assembled production team of architects, construction engineers, technicians,
masters, unskilled workers, trainees and other experts with different level of knowledge,
culture type, moral and psychic make-up. In their operation they use the system of
labour division and labour pooling, which leads to contradictions, too. Money, that
circulates among them, implement a mechanical by nature link in the company. Culture,
with its invisible part,4 easily overcomes these contradictions and makes the company
a socially organic system. It is that invisible part which is woven in the personality and
assumes the characteristics of connective tissue. This is a sociological category,
which distinguishes socio-organic systems from mechanical ones.

Commissioners are often teams of residential cooperatives, public limited
companies and other profit and non-profit companies, state and municipal institutions.
They support or approve the contractual requirements and the compliance with public
terms and conditions. By their means, the municipalities, some state and public
institutions, banks, brokers, different establishments and individuals are involved in
these relations. They are usually the bearers of bureaucracy, corruption and racketeering
in property sector. The formation of contemporary, efficient level of personal and
collective-group culture is a counteraction to these vices. There are often cases when
such misunderstandings and contradictions give rise to conflicts and cause collapse of
the construction process. Property business, which has already passed the level of
scientific-industrial organization, is now making its way into socio-cultural economic
standards. It implements an unusual, collective production activity, with unique end

3 The term „texture“ reflects an organic process, whereas the term „textile“ – an element of organic
system. The mechanical link is expressed by the term „woven“. Culture is textured, not woven.

4 Unenviable part of culture is expressed in conceptions, attitudes, emotional and aesthetic cast of mind,
thinking style, etc. Invisible include – language, clothes, behaviour, rites, symbols.
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products and demands high-level intellectuals, too. The more complex the economic
activity, the higher the standard of mentality its workers need.

As an extensive economic activity, property business today is connected with the
modern mentality of society. It is conditioned by the higher level of arts and culture and
demands that its workers follow the standards of time. Nowadays culture is a close
combination of science and attitude to arts. This makes employees in property business
sophisticated socio-professional figures, who combine in their character elements of the
expertise and skills from the construction engineers and architects; the analytical way of
thinking from the economists and financiers, mathematicians and computer experts.
They develop their emotional intelligence by art contacts and gain social knowledge and
experience for labour communities organization and management. They should be able
to understand the language of a wide range of experts. This somehow makes the property
developer an encyclopedic personality. Sciences, especially those in property business
should be bound in a relationship „in the same way as the strings of the harp are
connected in order to ring in tune with the song“, say the science experts. It is this
breadth of knowledge that makes property developers communicative personalities. They
adapt easier to their colleagues, to the variety of their sites – the forms of real property.
The wide profile of education, especially the university one, is not an instruction for
professional activities but training the culture of mentality, the development of intellectual
abilities, needed for interdisciplinary and integrative, non-standard approach in the property
developer’s work.5

The property entrepreneur has to be able to generate innovative, but realistic
ideas on the basis of scientific knowledge. A personality with a lack of ideas cannot
function as entrepreneur. The Bulgarian entrepreneur usually tries first to raise money
for the company whereas the European and the American ones appear in the market
with ideas and then seek ways to raise funds for their implementation.6 Ideas bring
forth initiative and entrepreneurial spirit even in the young. If we assume that
entrepreneurship is a “spirit”, it cannot appear without culture. “Culture is an objective
spirit, implementation of eternal ideas. The subjective human spirit is a particular human
ability for contemplation of ideas, setting goals, establishing norms” wrote the renowned
German economist and sociologist Werner Sombart7. Especially for setting aesthetic
standards8. Culture is gained, it is not inherited. Some people define it as mind software.9
Laying the foundations of culture, education has mainly propagated disciplined frame
of mind, a skill mostly needed for task fulfillers. The entrepreneur needs the unaffected
ideological and volitional components, because in most cases his activity deals with
uncertainty and risk. Property business goes through many difficulties. The entrepreneur
has to possess bright imagination, to think over different versions, to have the ability to
5 Bulgarian businessmen look for trained in practice individuals, whereas Western businessmen – seek

bright people!
6 The Bulgarian says: „Give me money- do not ask me what I will do with it!“ Money comes first, ideas

– after that.
7 Sombart, Werner. The Understanding. Magazine. Sociological issues, 2003,b.3-4, p. 229.
8 Symptomatic is the content of the 5th forum “ Architecture seeks culture” held in Sofia, ХІ, 2012.
9 Genov, Julian.Why is our success so slight? S., 2004.
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reorganize in the process of construction. In this way he gains prestige and vice versa,
when he shifts difficulties to his clients he loses face. At present, high ethics is required
for entrepreneurial activity, which stabilizes personality and community culture. Both
provide the entrepreneur with more clients, contractors and higher competitive
advantage of his company among rivals. Young people should not wait for the others
to develop their entrepreneurial skills but they have to self-educate, “to fight a battle
with themselves” as educationalists say. Love for books and vision for future are key
elements for self education. They lead us to culture of ideas and set standards for
their level.

To form such personality requires complex and continuous instruction and
upbringing, as well as assimilation and continuation of traditional predecessors’ heritage.
Training in the respective social and humanitarian subjects is at the root of the
sophistication process of property developers. Their spiritual life should be imbued
with artistic, literary, musical, theatrical, etc. encounters and experiences. Competent
property entrepreneurs develop their creative imagination and synthesize
representations of all these attainments in a universal company culture, a refinement
in relations, which provokes cheerfulness in the social ambience – a condition for their
successful economic activity. Culture is not only knowledge, it is the ability to implement
it in various conditions. The complexity of construction sites requires modern property
development companies. Without losing their entrepreneurial properties, they become
centres of extensive professional expertise, pervaded with modern, cultural, scientific
and technical ideas. They develop the modern intellectual atmosphere, which is
necessary for the dynamics of property business and coping with its difficulties. It is
easier for the educated and sophisticated property developer to associate with companies
and their clients, emerging on the real estate market.

Real property – these are the forms of ownership (possession), tenure and
cultivation of land with its fields, mountains with their recesses, premises and facilities,
houses and enterprises assembled on it, which people use to establish towns and
villages10. They reveal the image of the nation. People organize their lifestyle there,
carry out manufacture, barter, and provide increasing material wealth of society, the
core for enhancing its culture. Education is an expression and basis for material wealth
in society; civilization of personal and social relations. From geographical point of
view, the cultivated area in the country is divided into functioning socio-economic
entities – yards and fields, gardens, woods, common pastures, etc. and turned into an
element of economic turnover. The stir in real property creates its particular market.
Thus the property employee gets the chance of towering above an economically inclined
personality to a creative and reformative figure.

Basically, the forms of immovable property are inexhaustible due to the constantly
increasing scientific and technological achievements and the discovery of deeper natural
resources, considered new necessities. However, science follows them suit. These
forms will grow more and more in number and they will require their own scientific
theory. Science originated and developed on the basis of human culture. Science cannot
1 0 For further details See: Kalinkov, Konstantin. Immovable property. В. 2008.
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be created, studied and applied without culture, especially for such complex social
phenomena as property entrepreneurship and immovable property. Civilized nations
and people create more perfect forms of immovable property and take better care of
them. A lot of their objects – houses, schools, offices, facilities, etc. convey the traditions
of people and are declared cultural memorials. The pattern of the immovable property
makes a statement about the culture of its owners. With their arts and learning people
prepare their immovable property for the market, with their cultural claims they appear
as buyers and commissioners for designing new immovable property. They use taste
when they build their houses, design their settlements and roads. They use customs
when they model fields into land plots, gardens, vineyards and other plantations. They
preserve forests, water and air. They constantly develop material infrastructure.
Technological advance and increasing movables influence multiplication and
modernization of immovable property.

When construction is successfully organized, the entrepreneur combines
individual and social approach by which he overcomes the opposition between
personal and public interest. Then the integrity process in thinking, activities and the
expected outcome – the synergic effect, in which two and two is more than four
becomes possible. This happens in cases when particular knowledge is embedded in
its theoretical foundation. Otherwise knowledge is constructed on algorithmic level,
where only standard solutions are implemented. Innovation demands theoretical
foundations. The foundation of construction science is a combination of social, technical
and natural theories, which gave rise to the development of a universal science for
settlements – urban sciences. Its interaction with social theories designate it URBAN
SOCIOLOGY - as the French professor Raymon Ledrew calls it.11 Bulgarian scientists
and researchers with their publications on different topics from the broad domain of
construction business took active part in laying its foundations, too12.

Science in property business has value not only as knowledge but also as
culture – achievements in reasoning and refinement in behavior, in the activities of
people as individuals and communities as organizations. Culture creates the spiritual
connection among people themselves and between people and material possessions.
If it is missing, its place is occupied by ignorance, to put it roughly. Nowadays, ignorance
is widely peeping its insolent head out of mass media, TV screen, the Parliament,
etc.– out of the highest positions in social status and, admittedly, it penetrates property
business as mediocrity, fraud, kitsch, etc. Therefore, to substantiate property production
a number of eternal standards should be used because its produce conveys
contemporary culture over centuries. They will raise the connection between property
development and immovable property to a higher socio-cultural level. Construction
industry and immovable property will become more modern, dynamic and efficient in
their impact in society.

The arts and learning of property developers and property owners are connected
in common cultural environment, established on the market. Every participant goes

1 1 Translated by Prof.Dr Iskra Dandalova.
1 2 Prof. Kalinkov, К. Urban design. Varna, 2010.
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there with his wealth value – the developer with his expertise and labour, whereas the
owner – with his property and money. However, the economic relation can be
effectively developed if their value systems coincide and their civilization has a single
direction. Therefore, its impact is pre-eminent not only on property market. The market
is a school for values. Property developers are carriers of higher values, though one
can find profiteers among them, too. As regards their attitude to property, real estate
owners are divided into two groups – traditionalists and the so called commercialists.
Traditionalists are greatly devoted, especially to inherited property. It connects them
to the past, to their relatives. They turn it into a fetish. It is a human being for them.
They emerge on the market with similar feelings to property. Commercialists measure
the cost of property, as value they try to turn into cash and increase. Such people are
the subjects on the property market. Due to the market spontaneity the training is slow
and it often disassociates the participants. This requires the culture be imported by
education, sciences, routine, spiritual life of people and settlements.

The property market does not resemble vegetable, industrial or the market of
any other sector. It has not only allocating but mainly coordinating functions. Every
property deal has its specific nature with stock exchange characteristics – a property
developer’s bid, an owner’s tender and participation of intermediaries – bank, agencies,
brokers who help those looking for or selling real properties and assist property
legalization. Developers’ bids depend on disposable capital (private, borrowed, loan,
etc.) and estimate profit (the projected one). It can be in the form of remuneration for
work done, for risk undertaken, as interest on invested funds or a differential rent, etc.
The property owner wants to increase the value of the property by raising its volume
and quality, by modernization of its effective use or by its speculative price, etc. The
property market combines the basic factors of production - land, ownership, labour,
capital and science, implemented in technique and technologies. It would be better if
we add the property owner’s culture to the administrative requirements for property
sale. By resorting to it he should arrange the property in such a way that he could gain
better buyers. The last factor increases its impact and requires that property developers
broaden not only their knowledge, but their taste for efficient use of property and
installations.

This is the way culture permeates all construction activity. It guarantees general
intellectual environment, integrates all elements in one sector and turns it into a powerful
motor in society. When civilization enters the manners of people then public economy
takes off. Culture penetrates property business by people, and mostly by entrepreneurs.
It is a trait firmly embedded in their character and at the same time it creates favorable
conditions for property business development. The intellectual power of a business
developer determines the quality of his production. Culture affects the quality of staff
selection and staff organization in his company, the ability to submit real tenders and
negotiate honestly with counterparts, and the overall ability to spread civilization in the
construction market.

By culture, property developers become aware of the vastness of public space
and the temporal cycles of their operation and reflect them in their production. Culture
makes people more dialogic. It helps extend their concepts about the significance of
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activities, the essence of items used at work and the mentality of the surrounding
people.13 Culture, being acquired as comprehension on personality level, guides
economic entities – entrepreneurs and owners to effectively interact on community
level. Culture has no significance of its own in property business. It functions externally
as intellectual environment and civilized context of its activities. However, the internal
function of property business as connective tissue between its social and technical
elements is increasingly gaining significance. This makes its operators not only
economically approachable, but also mentally related to one another and to society.
Property entrepreneurship materializes temporal culture and broadens the social bases
of society. People, who reside and work in more stylish setting, created by property
development, raise their social status, too.

Creating “cultural tissue” in property development is a complex evolutionary
process of transforming the material and mental into social. It emerges on the
three layers of social reality – personality, community and society, and makes
them not only wealthier but better, too.

CULTURE AS THE “CONNECTIVE TISSUE” BETWEEN
PROPERTY DEVELOPMENT AND REAL ESTATE

Prof. Dr Petko Bliznakov

Abstracts

The author proceeds from the belief that until now construction has passed through two
stages of organization: vocational and industrial-scientific. Now construction production enters
a third stage, which he defines as socio-cultural. In it the dominant role will fall to culture. The
latter is “woven” into the two components of construction production and turns it in a socio-
cultural process, which promises to be more effective than the socio-mechanical systems, such
as those created by the industrial and scientific organization. This requires a change in the
character of the property developer and in the labour force employed in construction. Culture
will also introduce changes in the owners of real property and hence a spiritual convergence
with property developers and a change in their market.

Keywords: property development, culture, connective tissue, construction market, etc.

1 3 To show the connection between sense and essence of things Goethe makes Faust say: „ That I may
detect the inmost force, which binds the world, and guides its course, its germs, productive powers
explore, and rummage in empty words no more!“.
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CONCEPTUAL ARCHITECTURE OF BUSINESS
PROCESS MANAGEMENT SYSTEMS

Assoc. Prof. Dr. Nadezhda Filipova

Over the last few years there has been a tendency of an ever wider application
of the process approach to management. This suggests defining a set of business
processes performed within the organization, which further become a major object of
analysis, re-engineering and optimization, management and automation. The following
have been identified as key advantages to the process approach1: Lower cost and
faster creation of new products; lower, fixed and predictable expenses; capability of
dynamic improvement of the activity of an organization.

The process approach to management brings forward new demands concerning
the information systems that support the activity of the organization. In them a number
of projects dealing with the incorporation of ERP and CRM systems are implemented
with the objective to improve and integrate the executed processes. These systems are
a suitable solution to the automation and management of those business processes that
are relatively well structured and sustainable in time. However, for the automation and
management of complex and dynamically changing processes occurring in various
business entities and involving many process participants, as well as the use of various
information systems and technologies it is recommended that there are used specialized
software business process management systems2 (BPMS). They are systems of a new
class, where business process automation and management are performed based on
their models. Therefore, they can also be defined as business process modelling systems.

BPMS comprise one of the fastest growing and most promising segments of the
IT industry with an estimated 12%-16% annual growth in sales3. Well established
companies, such as SAP, IBM, Oracle, Pegasystems, Software AG, Adobe feature
among the vendors of such solutions.

At the same time, new research4 conducted over the period 2011-2012 has found
out that while users demonstrate increasing interest in implementing BPMS, they often
limit their use to certain aspects of these systems only (e.g. business process modelling
or re-engineering) and fail to avail themselves of all the advantages of the systems.
Nearly 70% of the participants in another study5 define their organizations as beginners
1 Quality Management Principles. ISO, http://www.iso.org/iso/home/standards/management-standards

/iso_9000.htm (March 2013).
2 State of the Business Process Management Market 2008. An Oracle White Paper.
3 10 brave prognoses for BPM. CIO, vol. 6. 2012.
4 Harmon, Paul, Celia Wolf. Business Process Modeling Survey: A BPTrends Report. 2011; Harmon,

Paul, Celia Wolf. The State of Business Process Management. A BPTrends Report. 2012.
5 BPM in the cloud: Reaping rewards, avoiding pitfalls. BPM Quarterly e-zine, December, 2011.
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in their attempts to adopt and use BPMS. Based on this data we can conclude that the
major barrier to the wider and more efficient use of this class of systems appears to
be the fact that users are not ready to switch to them and do not have adequate
knowledge of their features.

With reference to this, the aim of the present publication is to define the conceptual
architecture of the business process management systems so as to offer a general
view of the systems’ capabilities and features, their components and the basic
mechanisms of their functioning, while covering the latest tendencies in their
development. We consider this to be a key prerequisite for the adequate application of
the process approach in organizations and better realization of its advantages. In our
opinion, to achieve the objective set, it is necessary that the approach applied be
business process-oriented as well as focusing on the processes life cycles in BPMS,
so that their objectives and capabilities are better revealed, along with their role in the
organization. In this context the following tasks must be carried out:

• Study the basic characteristics of a business process as an object of processing
in BPMS;

• Study the life cycle of business process management and automation in BPMS,
taking into consideration the latest developments in this field;

• Identify BPMS basic functions by stages of the business processes life cycle;
• Define the essential subsystems and components pertaining to the conceptual

architecture of BPMS and the relationships among them.
Before we move to the realization of the objectives we set, we need to specify

that the literature in the field, when BPMS are presented, the de facto standard that
is used is the so-called “reference model of WfMC”6, published in 1995. This model
defines the basic components and interfaces of the workflow management systems,
which are seen today as an earlier stage in the development of BPMS, and one that
does not reveal the latest achievements in the field. The reference model also lays the
foundations of a number of standards methods and tools for business process
management. It is obvious, however, that the model is not meant for managers and
users of BPMS, but is aimed towards the construction of these tools and towards
standardization of the technologies they are based on.

Documentations on a number of business process management tools also refer
to some of their architectural aspects. However, a careful study suggests these
references are mostly oriented towards the structure of the respective products and
towards particular decisions made while building them, in other words – they concern
technological architectures. Thus, for instance, from the architecture of Metastorm
BPM – a product rated “leader” in Gartner’s Magic Quadrant for business process
management tools7– we can generally get information on the standards and technologies
this tool is based on – XML, SOA, WSDL, etc. Product users like designers, developers
and clients have been catered for, but little can be learned about the functions that

6 Hollingsworth, D. Workflow Management Coalition. The Workflow Reference Model.
7 Sinur, J.,J.B. Hill, Magic Quadrant for Business Process Management Suites. Gartner RAS Core

Research Note G00205212, 18 October, 2010.
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have been assigned to these users8. Similarly, the architecture of Intalio BPMS9 presents
open code components which make up the system - ApacheTomcat, JBOSS, etc., as
well as the technologies for integrating these components and implementing the user
interface – XForms, Tibco GI, UI-FW. At the same time some functions of the system
have been identified, but certainly not clarified10.

The conclusion that can be made is that the above mentioned architectures, like
other similar ones, are again mostly aimed at IT specialists – system architects,
designers, programmers who build up BPMS and put into practice the projects
concerning their implementation. Logically, these architectures reflect the viewpoint
of the developing company and mostly underline innovations and unique solutions that
a product provides. We can also notice that architecture usually features as an end
result and no presentation is made of the approach adopted to define it.

1. The business process as a basic object of processing in BPMS

The business process is viewed as a means for organizing the company activity
that provides opportunities for continuous improvement. ISO 9000 defines the process
as a set of interrelated and interacting activities transforming the input they obtain into
an output that a client finds useful11. Obviously this is a fundamental definition of an
underlying character, describing the essential characteristics and elements of the
business process.

Other definitions bring to the fore the information-related aspects of a business
process as well as the opportunities for its automation. Thus, according to Leymann12

a business process is a sequence of steps taken by various people with the end result
being a document, decision, etc.

We can generalize that the above mentioned definitions reflect the objective
direction and the structure of a business process. Some aspects of a business process
management and automation are also mentioned However, these definitions do not
focus on how activities are performed in the process, not on the mechanisms of turning
the input into output, yet these questions are essential to the process automation and
management, as well as to process modelling and formal representation. Therefore,
from the point of view of business process automation we can specify that a business
process is a set of activities aimed at achieving a particular goal and performed in a
coordinated manner, which transforms the obtained input into output that is useful for
the consumer in accordance with predefined rules and mechanisms.

The implementation of a business process requires the participation of humans
(employees, clients, etc.) and software systems. Hence, the activities that constitute a
business process can be divided into three groups13: activities performed by humans

8 Metastorm BPM architecture. A Metastorm Technical White Paper, Metastorm.
9 An open code product with a number of implementations, incl. in BNP PARIBAS, Deutshe Bank,

Santander etc.
1 0 http://www.citeck.co.uk/intalio-architecture (March, 2013).
1 1 http://www.praxiom.com/iso-definition.htm (March, 2013).
1 2 Leymann, F., D. Rоller. Understanding wоrkflоw. The Business Integratоr Jоurnal. Fall, 2001.
1 3 Weske, М., Business Process Management: Concepts, Languages, Architectures. Springer, 2007.
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only; system activities that are wholly automated and interactive activities in which
humans communicate with automated systems.

A point should be made that BPMS are mainly designed to support interactive
and systemic activities. It is also possible, by means of interactive activities for the
system to cover some human-performed activities. For example, receiving a parcel is
typically confirmed by the recipient’s signature, but since this is important information,
it must be registered in the system by entering the necessary details – date and time of
delivery, sender’s name, recipient’s name, etc.

The management of the sequences in the execution of activities within the business
process is implemented on the basis of managing patterns. These are defined on the
analogy of the managing constructs in programming languages. The following can be
identified as examples of essential managing patterns: sequential execution; alternative
choice; repeat execution; parallel execution14.

In order for an organization to function, it needs to support a number of interrelated
processes, where often a process output becomes the next process’ input. This calls
for requirements concerning their coordination and synchronization, for the management
of the interaction between them. The terms “orchestration” and “choreography” are
often used in that respect and frequent discussions take place in the specialized literature
concerning their meaning, the approaches leading to their realization and the connection
between them15.

Orchestration is associated with the centralized management performed by
specialized software, as well as with the sequence of the activities performed, which
constitute the business process. Centralized control of this kind resembles the
performance of an orchestra guided by its conductor and this similarity helped reinforce
the term process “orchestration” into the theory on the subject. Orchestration makes
sure that activities in the process are executed in accordance with the limitations that
are specified in the process model.

The interaction within a set of business processes is described by means of their
“choreography”. The term shows the lack of a central component that manages and
coordinates the activities performed in different business processes and the interaction
among them is carried out by sending and receiving messages. The processes engaged
in interaction must conform to the common rules designed to enable interaction, i.e. a
common choreography.

From a pragmatic viewpoint, we need to provide an answer to the question in
which cases in business process management is it suitable to use orchestration, and in
which of those choreography. Clearly, if we take into consideration automation,
orchestration is easier to implement (no wonder orchestration is being supported in
nearly all modern tools of business process management). In our opinion, centralized

1 4 Gschwind, T., J. Koehler, J. Wong, Applying Patterns during Business Process Modeling. 6th
International Conference, BPM 2008, Milan, Italy, September 2-4, 2008. Proceedings.

1 5 Weske, М. Business Process Management: Concepts, Languages, Architectures. Springer, 2007; Rosen,
M. BPM and SOA - Orchestration or Choreography? BPTrends, 2008; Tahamtan, A., J. Eder. View-
driven inter-organisational workflows. International Journal of Intelligent Information and Database
Systems, Vol. 6, No 2/2012.
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control that is inherent to orchestration is suitable for relatively simple processes, that
is, processes of a more static character, fewer participants and a clear, consistent
structure. On the other hand, choreography can be applied to more complex processes
of intricate logic, consisting of many steps and stages and involving large numbers of
participants. Choreography is the only alternative to inter-organizational (including
B2B) processes, which employ numerous and different automation tools, are subject
to various management standards and policies and aim to achieve different objectives.

2. Identifying BPMS functions

Essentially BPMS are designed to support an organization’s business processes
by managing their execution and enabling the creation of new automated processes.
For this reason as a source point in identifying and systematizing the functions of
BPMS it is appropriate to study the process life cycle in these systems.

Having in mind process management and automation through BPMS, the life
cycle of the process can be broken down into 4 basic stages16: design, implementation,
usage, evaluation. In order to more precisely define the range and content of these
stages, we have studied the capabilities of several products with process-oriented
features, such as Oracle BPM Suite, Metastorm BPM, ARIS Express, Intalio BPMS,
Microsoft Dynamics CRM, etc.

In the design stage, design or redesign of business processes is performed, based
on needs analysis. The result of the realization of this stage is the development or alteration
of the visual model of the business process, which, as we pointed out, is an essential
characteristic of BPMS. It is based on the visual model that automation, execution and
control are performed on the process in the following stages of its life cycle.

Some suites (for example, Intalio BPMS, IBM BPM, Oracle BPM Suite) provide
opportunities for using various modelling methods and methodologies, for widening
their scope and for pattern import and export. Thus no limitations are necessary for
the use of a particular method or methodology and their advantages can be integrated;
besides, conditions are created for the iterative use of models and the creation of
pattern libraries.

The business process model contains a set of models of the constituent activities
that make up this model, as well as the limitations concerning their execution. Presented
in the business model are the process participants – humans and systems, as well as
the resources needed for the process’ implementation. It is necessary that a capability
be provided for the specification of the various patterns for managing the sequence of
activities that constitute the process, for events and business rules that manage the
execution of the process. Similar capabilities are provided by methods such as BPMN,
UML, EPC, which feature among the most widely used ones in BPMS.

Based on the model, the process can be verified and trial-tested as early as the
first stage of its life cycle; its execution can be simulated under particular conditions –
for example the number of orders that have to be processed simultaneously, the number
1 6 Havey, M. Essential Business Process Modeling. O’Reilly, 2005; Goldstein, T. Process Management

Lifecycle, http://scn.sap.com/docs/DOC-23472 (March, 2013), etc.
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of employees engaged in the process, etc. Thus not only can the process model be
tested, but the time for its execution can be measured, the necessary staff and resources
can be allocated, procedures for processing exceptions defined and the cost of the
process calculated.

The study of the first stage of the business processes life cycle in BPMS provides us
with the well-founded conclusion that it is more appropriate to call this stage “modelling”.
In our view this notion corresponds more precisely with the content of this stage, gives a
better idea of the methods and means used in this stage, as well as in the next ones and,
generally, better reflects the nature of BPMS. It is important to bear in mind that with using
BPMS a major change takes place in the way software applications are created, emphasizing
on the building and control of the business process model.

During the execution stage, the process model is transformed into an
executable definition. The definition of the process must specify precisely and
unambiguously, i.e. formally, the process components and logic. Our research has
found out that for the representation of the definition there are used specialized
languages such as BPEL и WS-BPEL, XPDL, XAML, XLANG, WSFL. In order to
implement certain more specific capabilities that cannot be represented in the process
definition, a need may arise for building additional software applications, web services
and forms of interaction with users.

During the execution stage testing and execution of the business process is carried
out as well, including the preparation of the users, so that they are able to make use of
the process. The basic computer tools that support the business process functions are
configured – for instance, platforms for the integration of applications such as BizTalk
Server, MQSeries, WebSphereMQ, Tibco EAI.

During the usage stage the implemented business process is performed and
based on the process definition process copies are created. The process copy is test-
trying the model under certain conditions with certain participants and consists of
copies of its constituent activities. Its creation is initiated by a certain event. Thus, for
example, for every new client’s order a new copy of the “Order processing” process
is created and performed. At a certain moment various clients’ orders may be processed,
which means that several process copies are processed concurrently.

In the process usage stage the BPMS runs applications for automating certain
activities, and coordinates and synchronizes the actions of the people who are involved
in the process. During the management of interactive activities tasks are created and
assigned to the users, participating in the business process and individual participants
are promptly informed of any new tasks, deadlines for performing them, etc. The
possibility is ensured for the input and output of data and for making choices, if
necessary. Therefore, BPMS can be defined as an integrating platform for business
processes execution.

It is also necessary to provide a capability for observation and control over the
process’ copy in real time. For the purpose of using the process model the execution
of its copies is visualized. Thus, for example, a manager can, in real time, get an idea
of the stage that sales generated by each broker have reached, monitor each employee’s
workload and which of their assignments they have accomplished (if necessary, tasks
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can be re-assigned), establish the reasons for non-performance of tasks, etc. In some
of the products we studied (IBM BPM, MS Dynamics CRM, Oracle BPM Suite,
etc.) it is possible to use a control panel and thus monitor key indicators of the process
execution, including the state of the constituent activities. Should critical situations
emerge a capability is provided for flexible change of the business processes copies
executed, and should problems arise or certain exceptions be thrown, these cases are
solved with the help of specialists in the respective field.

The result of the execution of separate steps in the process, the events governing
the process as well as the errors and exceptions that occurred must all be registered
into events journals (log-files) for the purpose of further control, analysis or audit.

During the evaluation stage the information that was generated during process
execution is analyzed, problems are identified, as well as opportunities for optimization.
With this objective in mind, a number of various reports are compiled concerning
process execution. Based on the analyses of log-file information, conclusions can be
made and decision formulated referring to the process re-engineering and optimization,
to improvements in process management and security as well as identification of new
business processes. For instance a certain activity may prove to be too time-consuming,
the reason being delays in the supply chain of the resources necessary for the activity’s
execution. Retrieving such knowledge from the information on process execution by
means of automated tools is known as “process mining”. This is a new area in business
process management enabling the retrieving of models from event log-files, checking
for a match between the process copies executed and the process model, automated
construction of new models, correcting existing models and identifying trends17. Thus
a direct link is established between the business process model and actual data
concerning its execution with the capability to change the model if necessary.

The study of the content of a business process life cycle reveals that throughout
its lifetime the business process model assumes different forms: a visual model, that
can be viewed as logical, since it is independent from the process execution environment;
a definition or a physical model that can be executed in a certain environment and IT
infrastructure; a copy of the physical model; an improved logical model.

Following the study we conducted of a business process life cycle, the functions
of BPMS can be determined – they are presented in greater detail in Fig.1, grouped
according to stages in the process life cycle.

We believe that in the particular set of functions a core of minimum necessary
functions can be identified that must be supported by any BPMS. Taking into
consideration the best practices in using the suites and the current stage of their
development, we are of the opinion that the minimum necessary set of functions should
include visual construction of models; definition generation based on the process model;
execution of definition copies with capability provided for process orchestration;
interaction with users; project execution management – visualization, monitoring and
control; creation of log-files and report compilation.

1 7 Process mining manifesto, http://www.win.tue.nl/ieeetfpm/doku.php?id=shared:process_mining_
manifesto (март, 2013).
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Minimum necessary functions must be given priority when BPMS are
implemented. The remaining functions enable a wider range of capacities and
advantages, but their implementation can be carried out step by step in time.

Note: minimum required functions are underlined.
Fig.1. Basic functions of BPMS

DESIGN /
MODELLING
(logical model)

IMPLEMENTATION
(physical model)

EVALUATION
(improved logical

model)

USAGE
(copy of a physical

model)

Visual modelling (1.1)
Methodology, modeling method (1.2)
Defining business rules (1.3)
Simulating (1.4)
Model verification (1.5)

Generating definitions (2.1)
Configuring and set up (2.2)
Testing (2.3)
Programming, scripts (2.4)
Prototyping (2.5)
 Integration (2.6)

Reports (4.1)
Log-files analysis (4.2)
Model correction (4.3)
 Identifying new processes (4.4)
Processmining (4.5)

Execution of definitions (3.1)
Visualization of execution (3.2)
Monitoring and control (3.3)
 Interaction with users (3.4)
Event processing and message processing
(3.5)
Error processing, exception processing (3.6)
Orchestration, choreography (3.7)
Log-files creation (3.8)
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3. Basic components of BPMS conceptual architecture

The primary objective in defining conceptual architecture is to establish the
subsystems of the system that has been studied – in this case BPMS, to present their
components as well as the existing relationships between them and basic mechanisms,
without covering the specific ITs that are necessary for these subsystems
implementation. In other words, conceptual architecture has an abstract character; it
represents the basic capabilities of the system.

Analysis of BPMS functions defined above shows that these functions can be
divided into two groups. The first group consists of the functions concerning business
processes automation, i.e. their modelling and implementation. They are static in
character, are implemented only once per process and play a preparatory role to
process execution. The second group of functions is connected with the usage and
evaluation of the automated processes. They are dynamic in character and are subject
to multiple execution – i.e. for each copy of the business process. All this is a good
reason for establishing two basic subsystems in the BPMS conceptual architecture
(fig.2).

The first subsystem supports the business processes design and implementation;
it is oriented towards model building and model management, towards the conversion
of models into definitions and programming code – that is, the process model is the
main object of processing. The second subsystem supports the business process
execution and evaluation – i.e. the automated process that is executed is itself the
object of processing. It is therefore suitable, in our opinion, to call the two subsystems
“Model manager” and “Process manager” respectively.

 A Model manager comprises model construction tools (including the importing
of models that were developed with external tools) and simulation. The graphics editor
for modelling should also support model transformation features, so that a model can
be transformed into a definition, programming code or services. In order to achieve a
more complex behaviour, scripts can be built into the models, as well as calls to
programming modules developed by means of an in-built or external programming
environment.

A basic component of the Process manager is the instrument for the process
execution – the process engine, which creates and executes process copies, by
interpreting the process definition in real time or by executing the programming code
to the process automation. It supports the processes orchestration and choreography
and creates log-files for their execution.
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Note: in brackets there are given the functions from fig.1, in whose
implementation there take part the respective conceptual architecture components.

Fig.2. Conceptual architecture of BPMS
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To optimize process execution, which plays a crucial part for the speed of BPMS
in general, there is a separate tool in the architecture for managing business rules,
which, in turn, can be viewed as mini processes. The business rules used in process
management are changed more frequently than the processes themselves. Therefore,
setting business rules processing apart facilitates BPMS adaptation and configuration
and enhances flexibility.

Under analogous considerations, a tool can be set apart for managing the events
through which the interaction with the environment and interaction between business
processes take place. Certain errors or exceptions – for example the system admin
aborting the process – can also be processed like events, which stop or start the
processing.

Within the Process manager an infrastructure for message management may be
established as a component. The reason behind this is that messages function as a
basic mechanism for integration in BPMS, as well as in process orchestration and
synchronization, events processing, etc. Consequently, flexible intra- and inter-
organizational processes can be implemented on a message base. In case the separate
message management infrastructure is missing, this function must be distributed among
the other components of the Process manager. For message management the message
queues technology can be used in order to carry out communication between
applications that are executed at different times.

As separate components of the Process manager we can also establish the
instruments for monitoring and control over the process copies executed, for report
development and for process mining.

An important component of the BPMS conceptual architecture is the centralized
repository, containing metadata and business processes artefacts, for example, models
and data related to them (version, developer, last-modified date), process definitions,
services that business processes have been converted into, WSDL files, scripts and
programming modules for their implementation as well as information about their
execution. The repository is used in process modelling and process execution, in process
management and monitoring and during process versions management.

In practice for the BPMS implementation various suppliers’ tools are often used.
On the other hand, some of the BPMS functions may be covered by already existing
tools in the organization. This means that it is necessary for BPMS to be used together
with other tools and applications. It is necessary, therefore, to support capabilities for
integration, expansion and data import and export. By means of these features BPMS
connect with other information systems within the organization (ERP, CRM, SCM),
with clients’ and partners’ information systems, with administrative bodies, electronic
markets, social networks, etc.

* * *
In this publication there has been made an attempt at defining BPMS basic

functions and conceptual architecture. To achieve this, we have used an approach
based on the analysis of the business processes characteristics and life cycle. In our
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view, this approach corresponds with the viewpoint of managers and users, for whom
it is particularly important to know to what degree BPMS can enhance and facilitate
the management and implementation of business processes in the organization.

Architecture can be used by BPMS consumers to clarify these systems’
capabilities and basic mechanisms, hence – their more effective adoption and usage.
Architecture may be the foundation for building a long-term strategy for BPMS
development in the organization, for solving some methodological problems during the
transition to this class of systems. All this points at certain guidelines our future research
in the field may follow.

CONCEPTUAL ARCHITECTURE OF BUSINESS
PROCESS MANAGEMENT SYSTEMS

Assoc. Prof. Dr Nadezhda Filipova

Abstracts

Business process management systems (BPMS) are specialized software systems,
suitable for the management and automation of complex, dynamically changing processes,
which are implemented in various business units with the participation of a great number of
users and the use of diverse information systems and technologies. For the purpose of their
more effective adoption and utilization, in the article there is made an attempt at defining their
conceptual architecture and to that end there is used an approach based on a study of the
characteristics of business processes and their life cycle in the BPMS. The applied approach is
in our view in conformity with the standpoint of managers and users, for whom it is particularly
important to know to what extent BPMS can aid and facilitate the management and realization
of business processes in the organization. Through the architecture there are presented in a
generalized manner the main capabilities and specific peculiarities of BPMS, their modules and
the tools included in them, as well as some of their basic mechanisms.
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THE TAX DEFORMATION OF THE DOMESTIC WASTE
FEE IN THIS COUNTRY - ISSUES AND SOLUTIONS

Chief Assist. Prof. Dr Svetlana Gercheva

Introduction

In recent years, resource efficiency has been a priority for the EU, as documented
by the Europe 2020 strategy (March 2010), the Roadmap to a Resource-efficient
Europe (September 2011) and the general EU environment action programme until
2020 (November 2012). That is why the transformation of waste into a resource of
multiple reuse in the economy is ever more topical. By virtue of such a process waste
becomes valuable and acquires its own worth. Domestic waste generated by people’s
daily activities in their homes, in administrative, social and public buildings is no exception
to this transformative process.

However, the proper utilization of domestic waste depends to a large extent on
the price-setting tools in use. The aim of the following article is to present and analyse
the process of domestic waste price formation in Bulgaria in terms of domestic waste
transformation into resources through modern technologies.

1. Domestic Waste Fee and its Tax Burden in Bulgaria

In the early 1970s William Baumol argues that in principle it is the polluter i.e. ‘the
source’ that should be paying for instances of pollution1. About the same time the
Organisation for Economic Cooperation and Development (OECD) articulates the already
popular ‘polluter pays’ principle2, for the enforcement of which there is an ongoing
process of setting taxes, fees, trading mechanisms for toxic emissions quotas, etc. In the
context of domestic waste it is the fee as a price tool that embodies this OECD principle.
It represents the price set for a public good which is separable and can be excluded from
total consumption3. Domestic waste is public ‘evil’. That is why the disposal of waste
could be classified as a public good, and the quantity of waste removed can be measured.
Consequently, it is possible to determine the units of ‘cleanness’ each citizen has consumed
for a certain period of time. At the same time, the source of domestic waste can be
identified – and in the case of non-payment for the collection, disposal and utilization of
waste, they could be denied access to these services.
1 Baumol, W. On Taxation and Control of the Externalities. The American Economic Review, Vol. 62, No.

3. , 1972, pp. 307-322.
2 OECD, Recommendation C(72)128, Guiding Principles Concerning the International Economic Aspects

of Environmental Policies, 26.05.1972.
3 Vladimirova, T., Vl. Vladimirov of  all. Publichni finansi. Steno, Varna, 2008, pp. 78-9. Manolov, G., R.

Brusarski of all. Ikonomika na Publichnia sektor.  PSSA, S., 1998, p. 350-3.
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In the literature on public finance and public sector economy there are shown a
number of distinctive features that describe the difference between a fee and a tax as
sources of state revenues4. A fee is a payment for a service provided, whereas there
is no such reciprocity with taxes. When determining the amount of a fee payers’
incomes are not a factor, while the efficiency of the public sector is. Therefore, the
fee should reflect the cost of the given public service. This does not at all imply the
amount of the fee should cover the full cost of the service. One option is for the fee to
cover only a part of the actual costs, in which case the resulting deficit is usually
covered by tax revenues – through subsidies5. Last, but not least, taxes are not targeted
and are spent according to public and government priorities. A fee, by contrast, is
targeted quasi-tax revenue source that ought to be spent according to the specific
guidelines of the regulatory framework.

The Bulgarian state has adopted the fee as the embodiment of the ‘polluter
pays’ principle in domestic waste management. As a price tool, the fee should ideally
serve to reduce the amount of waste production and to facilitate its reuse. Figure 1
compares the general trends in domestic waste output for Bulgaria and the EU-27.

Source: Eurostat, http://epp.eurostat.ec.europa.eu (18.01.2013).

Fig. 1. Domestic Waste output in Bulgaria and the EU-27,
1995-2010 (kg/per person/per year).

After 1998, the volume of domestic waste in Bulgaria is comparable to that in
the EU-27 – around 500 kg per person annually. Given the fact that Bulgarians receive
the lowest average income and can therefore afford to consume much less than the
average European, the amount of domestic waste generated in the country is
disproportionally high. One of the reasons behind this trend is the incorrect
conceptualisation and set-up of the domestic waste fee.

In Вulgaria the domestic waste fee is governed by the Law for the Local Taxes
and Fees (LLTF). The amount payable depends on the volume of waste, and for cases

4 Vladimirova, T., Vl. Vladimirov of  all. , op. cit., pp. 82-5.
5 Манлиев, Г., Р. Брусарски и др. Икономика на публичния сектор. PSSA, С., 1998, p. 353.
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where it cannot be measured, it is determined by the number of users, or proportionally
on a base set by the municipal council 6. For years councils have been using tax assessments
of buildings as a fee base for private housing or the book value or the tax assessments of
businesses’ property, whichever is higher. It is this decision made by local councils that
deforms the fee, which in reality morphs into a tax. First, the base for its calculation is
randomly selected without actual connection with the volume of domestic waste. This
directly contradicts the logic of the separable public goods/’evils’. Second, the base is ad
valorem, which makes it better suited to the principle of solvency usually associated
with taxes. Although with taxes it is more common to apply the benefit principle, in the
case of Bulgarian regulations for domestic waste fee, it is impossible to determine the
benefit to payers from the amount of waste removed. Third, fee collection is regulated
alongside with property tax and in a number of cases it is actually higher in terms of
monetary value. Taken together, these factors serve to convince businesses and the
public that they are paying ‘waste tax’. Moreover, it is a double payment as it is calculated
on the same basis as property tax. Finally, empirical data shows that domestic waste fee
revenues continously exceed the cost of waste removal. Contrary to theoretical
conclusions, this results in an excess, the dynamics of which is presented in Fig.2.

Source: NSI, http://www.nsi.bg (17.01.2013).

Fig. 2. Domestic Waste Fee revenues and costs in Bulgaria,
2004-2011 (thousand leva).

Since 2004 revenues from the domestic waste fee have been growing due to a
combination of two factors. First of all, the amount of the fee is no longer determined
centrally7; second, the property tax base has been reassessed annually. The cost of
the waste removal service has also been growing as it is being offered by more and
more towns and villages: from 1801 with 6.7 million inhabitants in 2004 to 4238 with
7.4 million inhabitants by 2010. Aside from this spread of the service, there are additional
factors resulting in cost pressure. Firstly, since 2011 there has been a new budget item

6 LLTF, published in State Gazette, Vol. 117/10.12.1997, add. SG, Vol.102/21.12.2012, art. 67, p. 1 and 2.
7 After 2008.
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calculated in the cost of waste removal – for research, design, building, maintenance,
closing down and monitoring of domestic waste landfills or other facilities for their
utilization8. There are also deductions set by art. 71a and art. 71e of the Law on
Waste Management (LWM)9. Second, but not in importance, is the rise in fuel costs
which leads to the growth in spending for transport to landfills. However, those two
types of costs result in a regressive burden on citizens – 401 leva per person in small
and medium municipalities with 10-50 thousand inhabitants, compared to half the amount,
201 leva per person in larger towns10, even though they are the main ‘producers’ of
domestic waste. Therefore, in addition to the regressive character of the fee, it also
goes against the ‘polluter pays’ principle, which further adds to its public image of
injustice and inadequacy.

Undoubtedly the pressure of costs is the main reason for the additional rise in
DWF in Bulgarian municipalities. Yet, since 2006, the gap between costs and revenues
from domestic waste removal has been widening (Fig. 2). The registered surplus from
DWF indicates the fee’s tax and fiscal nature. Such a conclusion has been reached
by the Court of Audit. During the audits over 264 municipalities in 2011 the institution
articulated a trend for fixing the increased amount of DWF11. It is clear from the
audit reports that the increase in profits from DWF over the cost of waste disposal is
used by mayors at their own discretion – for capital expenditure, for water, electricity,
childcare services, etc. Such uses are completely unrelated to the original purpose of
DWF funds as stated in LLTF. This is, therefore, further proof of the tax deformation
of the fee in Bulgaria.

2. Consequences of DWF’s tax character in Bulgaria

Despite the increased amount of DWF in some regions, the amount of disposed
waste remains stable in time, varying between 2,500 and 3,000 thousand tonnes annually
(fig.3).

8 LLTF, art.66(1), p.3, add. SG, Vol.98/2010.
9 As the deductions set by the LWM are a component of the DWF, they have a strictly targeted nature.

Payments as per art.71a of the LWM fund the closing down and post-exploitation treatment of
landfills, while payments per art.71e will be funding new recycling and utilization facilities.

1 0 NAMRB, letter outgoing No И-812/12.07.2011.
1 1 Bulgarian National Audit Office. Performance Audit of the Bulgarian National Audit Office for 2011,

September 2012, p. 24.
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Source: NSI, http://www.nsi.bg (17.01.2013).

Fig. 3. Disposed and recycled domestic waste in Bulgaria,
1999-2011. (thousand tonnes)

Such a trend appears logical, as the base for forming the fee remains unattached
to the volume of waste ‘generated’ through the year. Although there seems to be a
decrease since 2009, it is as of yet impossible to predict whether it would hold for the
future. There is also a decrease in the number of landfills across the country – from
567 (1999) to 164 (2011) or a three-fold drop. One of the reasons behind this process
is that a number of now defunct landfills did not meet the criteria set by European and
national regulations in terms of technical facilities and location. The Executive
Environment Agency within the Ministry of Environment and Water holds a register
of 275 risk landfills where old waste remains12. At the same time the annual amount of
domestic waste generated decreases markedly slower – from 3,197 thousand tonnes
(1999) to 2,751 thousand tonnes (2011), or 1.16 times less. Additionally, the remaining
capacity of the existing landfills has halved – from 28 million cu. m. (1999) to around
14 million cu. m. (2011). An EC report presents Bulgaria in a highly unfavourable light
– we are the only EU country that disposes of waste in the archaic method that are
landfills13.

The chart of recycled waste (Fig.3) confirms such a conclusion. For the period
in question, the amount follows the abscissa with a slight bouncing off the floor in
2011, when 160 thousand tonnes domestic waste were recycled, or around 6% of
those disposed of in landfills. In comparison, the average data across the EU for 2010
is 38% in landfills, 22% incinerated, 25% recycled and 15% turned to compost14.

1 2 Operational programme ‘Environment 2007-2013’, Sofia, 2007, p. 28.
1 3 European Commission, Use of Economic Instruments and Waste Management Performances, Final

Report. 10 April 2012, р. 30, http://ec.europa.eu/environment/waste/pdf/final_report_10042012.pdf
(12.06.2012).

1 4 Op.cit., p.32.
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An important condition for the adoption of innovative contemporary technologies
such as recycling, composting and incineration15 in Bulgaria is the domestic waste
morphology across different types of settlements. It has been extensively researched
and systematized, as evidenced by Fig.4.

Fig. 4. Morphology of domestic waste by town size (% of total amount)16

Domestic waste has been divided in Fig.4 according to recycling and composting
technologies. Paper, plastic, glass and metal are subject to recycling. Biodegradable
products include food, garden and wood waste, which could be composted. What
Fig.4 shows is that all Bulgarian municipalities collect enough waste that could be
utilized in either of the two ways. There are also clear European-wide goals to limit
waste production. Directive 1999/31/EC sets a phased decline with a deadline of 15
years after its incorporaton into national legislation for biodegradable waste to form
less than 35% of all waste to landfill with 1995 levels as a baseline17. As for paper,
plastic, glass and metal, directive 2008/98/EC sets quantitative targets for 2020 when
the reuse and recycling of these materials needs to be at least 50% of domestic waste
weight18. Therefore, the goals and deadlines set out by EU directives create the
regulatory environment for Bulgaria to break away from its archaic approach to waste
through landfills. It is worth bearing in mind, however, that the choice between landfills
and a more advanced technology for waste utilization depends on the relative price.
Price is one of the main reasons why Bulgaria has no incineration facilities for non-
toxic domestic waste, for example – the cost of building it is higher than the cost of
landfill disposal19. Therefore, until the cost of DWF per tonne is lower than the potential

.

1 5 Incineration is the controlled burning of non-toxic waste. In Germany and in Flanders it reaches up to
35% of all waste disposal, Italy - 15%, Hungary and Finland – under 10%. See ЕЕА, Diverting waste
from landfill, Report No7, 2009, p. 8.

1 6 National Programme for Waste Management, 2009-2013, p.12.
1 7 Council Directive 1999/31/EC of 26 April 1999 on the landfill of waste, ОВ, 16.07.1999, L182/1, art.

5, §2, and art.18, §1.
1 8 Directive 2008/98/EC OF THE EUROPEAN PARLIAMENT AND THE COUNCIL of 19 November

2008 on waste and repealing certain Directives, ОВ, L312/3, 22.11.2008, art.11.
1 9 Operational Programme Environment 2007-2013, Sofia, 2007, p. 58.
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costs of recycling or incinerating that same amount, businesses and households in
Bulgaria would continue to pollute. If the fee is relatively higher, then the economic
entities would prefer a more economical and eco-friendly technology for utilization.

The European Environment Agency maintains that the domestic waste fee/tax
needs to be high in order to be effective20. In countries whitout landfills the rates per
tonne of domestic waste are substantial: over €90 in the Netherlands, over €80 in
Flanders (Belgium), €50 in Sweden and Denmark, €25 in Austria21. All these examples
come from EU member states with high income levels. Among ‘newer’ members, the
rise is gradual in accordance with the more limited economic abilities of citizens, with
Estonia and Poland charging between €10 - €20 per tonne domestic waste to landfill.
We could therefore argue that higher taxes/fees correlate to both wider adoption of
modern waste utilization techniques and higher incomes.

The prevalence of landfills as a waste management solution results in a number
of negative external effects. Landfills are a source of greenhouse gases, which
drastically reduce the quality of the enviroment. In the case of Bulgaria, landfills emit
around 250,000 tonnes of noxious atmospheric pollution annually. This pollution consists
mainly of methane, carbon dioxide and ammonia22. Concentrations of methane (over
75%) near residential areas could cause fires and detonations and it is 20-25 times
more toxic for our climate than carbon dioxide, which constitutes around 5-20% of
landfill gases. Given the fact that methane is the predominant noxious gas emitted
from landfills, it is only logical that we should invest in developing and implementing
technologies for its capture and use in electricity or heat production, or as fuel23. In
order to achieve the best control over the process to the highest safety standards for
the public, such technologies should better be developed in an industrial environment.

Another negative aspect of landfills as the leading ‘solution’ to domestic waste disposal
is the degradation of miles of land, whose supply is in principle inelastic. Its alternative use
is struck out, for example as arable land, despite the fact that Bulgaria has favourable natural
factors for the development of agriculture. According to National Statistical Institute (NSI)
data24 for the period 1999-2010 there is a steady trend of appropriating greenfield sites for
landfills – an average of 500 to 800 ha annually. If we take illegal landfills into account, then
the NSI data represents the lowest estimate of land with a better potential use in the country25.
2 0 EEA, Diverting waste from landfill: Effectiveness of waste management policies in the European

Union, Report 7/2009, Cophenhagen, 2009, http://www.eea.europa.eu/publications/diverting-waste-
from-landfill-effectiveness-of-waste-management-policies-in-the-european-union (18.01.2013).

2 1 See European Commission, Use of Economic Instruments and Waste Management Performances,
Final Report, рр. 60-2.

2 2 NSI. Environment, http://www.nsi.bg/otrasal.php?otr=15 (12.01.2013).
2 3 A tonne of landfill gas can replace 0.6 tonnes of natural gas. See http://www.ecoenergybg.eu/dung-

bg.php (18.01.2013).
2 4 NSI. Environment, http://www.nsi.bg/otrasal.php?otr=15 (12.01.2013).
2 5 There is no official statistical data on illegal landfills by numbers, size by years and/or regions. The

Environment operational programme cites 5,135 illegal landfills, with 3,554 now closed. (See OP
Environment 2007-2013, p. 29) There are reportedly 177 illegal landfills just in Sofia for 2012. There,
it is mostly construction waste with fewer domestic sources (old furniture) and construction companies
are the main ‘factor’ in the rise in number and size of illegal landfills.
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Not only are illegal landfills a serious hazard from a personal and public health
perspective, but they also fuel feelings of injustice and instigate irresponsible behaviour,
as free-loading is a serious problem for the public funds of any country.

3. Alternative visions of the new ‘vision’ of the fee

In order for DWF to represent an accurate price of domestic waste in Bulgaria,
its legislative regulatory framework needs to be reworked so that it actually reflects the
amount of waste in question. Otherwise, the fee would continue the ‘tradition’ of double
economic taxation of the same tax base/residual value, which has already been used
for property tax. It is therefore high time for legislators to put an end to this ‘dualism’.

If changes in LLTF are introduced, then we come to the next problem of measuring
domestic waste without an existing methodology, which is especially true for households.
One option would be to measure the quantitity by approximation. An example for such
an approach is the consumption of water, where we have years of experience in measuring
and collecting fees. An excellent step towards more precise estimation of domestic
waste would be the adoption of individual waste containers. Such a measure is easily
implemented for administrative, public and commercial buildings, as well as individual
houses. The problem, however, are the multi-storey housing blocks which are the
predominant domestic form in larger towns. Given the substantial number of families
who live in such buildings, it would be practically difficult or possibly unsanitary to keep
the containers together in a restricted-access area for residents only, or to have waste
collection facilities on every floor26. It would be more realistic if bigger housing blocks
introduce a fixed average amount for DWF according to the number of service users,
which would unfortunately distort the ‘polluter pays’ principle through redistribution.
Despite this flaw, an internal average is still a fairer option as the DWF would still be
directly determined on the basis of the amount of waste for the entrance/building.

As for the excessive amount of DWF, a useful measure against it would be the
area zoning of big cities. There, individual houses, housing blocks and the downtown
areas could be separated and timetables and routes could be set up for waste collection
vehicles. Once enough information is thus collected, variations in the service cost
according to zones and seasons could be a reliable empirical basis for a well-founded
amount for DWF in big cities.

For the success of the new format of the fee it is of great importance that it is
socially tolerable. This is an especially valid point, given the previously mentioned
correlation between waste removal costs and the average income level. In that sense,
it would be ill-advised to set higher rates per tonne just because some of the richest
European countries have a 0% of landfill waste, as this would mean a large proportion
of the nation to be unable to afford and therefore to be excluded from the waste
removal service. On the other hand, one option would be to still bind the fee to the
amount of waste, but limit it to a certain percentage of payers’ incomes.

Bulgaria’s ombudsman also emphasized the tolerability of the DWF, especially
in relation to regional landfills that are being used jointly by several municipalities.

2 6 http://www.dnevnik.bg (23.10.2012)
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Transport costs for each are different, as the distance from the residential area to the
landfill is different. This then results in an unfair redistribution of the burden among
their residents. In view of the solidarity principle, the ombudsman suggests the legal
option DWF to be determined by all the municipal councils using the common regional
landfill and not just the one on whose territory the landfill is situated27. Such a solution
is in conformity with the spirit of public choice and respects the preferences of all fee
payers. As with any democratically-adopted decision, it is then a matter of how quickly
a consensus could be reached around the amount of DWF. Of course, agreement
could be distorted or sabotaged by conflicting financial interests and floating coalitions
between the various municipal administrations.

Naturally, the domestic waste fee would instantly gain some social acceptance,
if its amount is lowered. The aim is, therefore, to seek alternative financial sources
than the ones used so far. Among the activities which would require alternative funding
are research, design, building, exploitation, closing down and monitoring of
landfills and other facilities for handling, recycling and utilization of domestic
waste. Additionally, there are also costs related to overcoming the negative external
effects of landfills – the utilization of greenhouse gases as energy source and reclaiming
the former landfill site.

Such a funding alternative for Bulgaria is Operational Programme Environment
2007-2013, the realisation of which has been postponed for the next programme period
2014-2020. One of the specific goals within the programme is better waste management
and soil protection - priority axis 2 within the operational programme framework28.
Beneficiaries of the programme are municipalities and municipal associations who would
like to invest in waste recycling and utilization infrastructure, simultaneously with
developing new regional landfills. Among the activities eligible for funding is also the
construction of methane utilization facilities and energy production. The budget for waste
management and soil protection for the programme period now coming to an end is
366,743,574 euros, of which 311,732,038 euros come from the European Regional
Development Fund (ERDF), and the remaining from national sources. As of the beginning
of 2013, there have been 25 negotiated projects through priority axis 2 with an overall
budget of 401 million euros, with 19 of these projects involving construction of regional
landfills for waste disposal and one for closing down and remediation of a municipal
landfill that does not meet the current requirements29. One of the existing drawbacks of
the programme is the slow reimbursement of spent and approved costs, with a little
over 104 million euro already refunded of the agreed 802 million euros.30 Such data is an
indicator of worsened liquidity for the executive companies on these projects, which
affects their finances and demotivates them to work with municipalities. Yet, the agreed to
2 7 http://www.ombudsman.bg/news/1184?page=8#middleWrapper and

http://www.ombudsman.bg/news/1331?page=6#middleWrapper (18.10.2012).
2 8 Operational programme ‘Environment 2007-2013’, Sofia, 2007, pp. 57-62.
2 9 http://ope.moew.government.bg/bg/pages/napredak/26 and http://ope.moew.government.bg/bg/pages/

sektor-otpadatzi/28 (19.01.2013).
3 0 For 2012/2013, there are four projects yet to be completed and all others now finished. http://

ope.moew.government.bg/bg/pages/napredak/26 (19.01.2013).
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budgeted funds ratio (112%) illustrates the need for European co-funding. It could be
argued, therefore, that the EU Structural Funds and the Cohesion Fund could be one of the
sources of alternative funding for lowering the DWF in municipalities co-financed on priority
axis 2 projects within the Environment operational programme. This would definitely facilitate
the social acceptability of the fee and would reduce the burden on payers.

Apart from EU funds, a direction for the DWF reform would be potential
differentiation according to the morphology of disposed waste. The approximate share
of waste according to the size of settlements (Fig. 4) could be used as a kind of benchmark
for determining the DWF amount. Towns and villages that produce waste within the
benchmark should be paying a lower rate, while those that output more should be
paying more. Thus municipalities would be better prepared to follow the ‘polluter pays’
principle, and in a more specific context, they would also be better motivated to achieve
the EU directives goals for recycling and composting of domestic waste.

Conclusion

The dubious character of DWF in Bulgaria sparks not only academic, but also
public debates, where well-respected institutions such as the Audit Office, the
Ombudsman, the National Association of Municipalities in Bulgaria, the Bulgarian
Industrial Association all take active part. As a result, new and innovative solutions to
the waste pricing and management issues are constantly generated. However, we are
yet to see a legislative response to the unanimous public choice – to put an end to the
tax nature of the fee. If the fee is directly connected to the amount of waste produced,
it would represent an accurate ‘price’ for the separable public ‘evil’ that is domestic
waste. With its new organization, the fee could achieve the ‘polluter pays’ principle in
the waste sector and the variable prices would motivate economic entities to chose
between innovative waste technologies or more of the same old ones.

THE TAX DEFORMATION OF THE DOMESTIC WASTE
FEE IN THIS COUNTRY – ISSUES AND SOLUTIONS

Chief Assist. Prof. Dr Svetlana Gercheva

Abstracts

In the article there is substantiated the long-standing tax burden of the domestic waste
fee (DWF) in Bulgaria. According to theoretical expectations DWF is supposed to contribute
to the realization of the „polluter pays“ principle in the management of domestic waste. Its
mistaken concept and organization in this country are the reason for the low level of application
of modern technology in the utilization of domestic waste, as well as for a number of negative
external effects - emissions of noxious greenhouse gases from landfills and degradation of
thousands of decares of land, deprived of a more beneficial alternative use. There are put
forward solutions, which would bind the fee to the quantity of domestic waste, at the same time
taking into consideration its social tolerability.

Keywords: domestic waste fee, tax deformation, management of domestic waste, polluter
pays.
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CUSTOMER LOYALTY TO TRAVEL AGENCIES IN BULGARIA

Assis. Prof., PhD Velina Kazandzhieva

Introduction

Keeping loyal customers and ensuring repeat visits has become a major issue in
the travel industry over the last three decades. As the tourism market today presents
a dynamic and extremely competitive environment, policies to lure in new visitors are
barely efficient in supporting the development of tourism activities. In today’s largely
digitalized economy, travel agencies are expected to keep their strategic market share
in the global tourism distribution system by establishing loyal, long-term relationships
with their clients in order to increase their revenue and stay in business.

The need to enter into and establish loyal relationships with existing and potential
customers has become pivotal in tourism operations as it addresses tourists demand
for a better quality service and higher awareness on the part of tourism principals.
This calls for more incentives and improvement of customer relationships through
integration of modern IT technologies and use of Internet.

Among other factors, changes observed in tourist behavior have largely influenced
my decision in choosing the subject of the present paper, which focuses on
opportunities to drive customer loyalty to specific tourist services offered by travel
intermediaries (including tour operators and travel agents). In the focus of study is
the behavior of Bulgarians as customers in the service industry and their proclivity to
remain loyal clients and maintain long-term relationships with tourism operators. The
main purpose of the present study is to analyze and evaluate customers’ attitudes
and degree of commitment to travel agencies and their services in Bulgaria,
providing the theoretical grounds necessary to elicit the specific nature and
characteristics of customer loyalty. To this aim, hereinafter we shall examine some
important aspects of the problem which involve the following tasks:

- examine the basic characteristics pertaining to customers’ loyalty and define
‘loyalty’ in terms of travel agency (TA) operations (activities);

- identify specific aspects of customer loyalty towards TOs;
- assess the loyalty of Bulgarians as consumers of tourist services, namely

services provided by intermediaries;
- discuss opportunities to maintain strategic customer relationships which will

foster customer loyalty to TAs.

1. Defining customer loyalty to TA services

Customer loyalty is a complex notion which is studied from the marketing theory
point of view. It is defined as behavior where “the customer purchases multiple
products or services and recommends their manufacturer and distributor to other
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consumers with the latter being gradually involved in subsequent purchase and sale of
various products of the recommended company or producer.”1 Customer loyalty is “a
complex combination of product value and awareness of its specific characteristics
and competitive advantages as compared to other similar products on the market,
existing social relationships and resultant synergy effect”.2

In terms of relationship marketing (RM), customer loyalty is defined as a
relationship where the customer persistently buys certain products or brands over
other available products thus demonstrating his or her loyalty to a company or
organization. In studying the origin of relationships, it is important to pay attention to
the degree of commitment, engagement and trust on the part of consumers.3 These
can be grouped together from an emotional and rational point of view and serve as a
necessary basis for effective cooperation and establishing loyal customer – producer
(provider of services) relationship. Loyalty is perceived as customer qualitative
characteristics reflecting his or her commitment to or emotional attachment towards
specific tourism products or services and to travel agencies in particular, offering said
products or services. Commitment can be manifested at all stages of the customer life
cycle: i.e. attraction, retention, return of a lost customer.4 Evaluation of loyalty during
said life cycle involves study of market segments and consumer groups defined as
target groups by the agency.

Customer behaviour is shaped by the dynamic interaction between individual
preferences and knowledge and factors of the environment as a result of which
customers manage sales and purchases processes. The decision made on the type,
manner, period, frequency and manufacturer of the tourism product or service
determines the style of consumer behavior. Consumer behavior is a sum total of
information processing and making a decision to buy a trip alongside other factors
influencing consumer decisions (see fig. 1). Tourist needs and wants are voiced in
relation to a specific tourism product. The purchase decision is influenced by four
main group factors:

- marketing incentives;
- environmental impacts;
- customers identity and
- situational variables.5

The combination of these impacts shapes the customer attitude to the product
which can be further broken down into the following aspects:6

1 Richard, О. Satisfaction: A Behavioural Perspective on the Consumer, New York: McGraw Hill, 1997,
р. 189.

2 Also there, see p. 302.
3 Morgan, R., S.Hunt. The Commitment-Trust Theory of Relationship Marketing. Journal of Marketing,

Vol. 58, July 1994, p. 32.
4 Мelnik, M., S. Egorova. Marketingovyy analiz. Rid Grupp, М., 2011, с. 144-145.
5 Durankev, B., et al. Key to Marketing. University Publishing House „Stopanstvo”, С., 2011, p. 101-

111. Belk, R.W. SituationalVariablesandConsumerBehavior. Journal of ConsumerResearch, Vol. 2, №3,
1975, р. 157-164. http://www.jstor.org/ …. (10.02.2013).

6 Adapted: Durankev, B. Citation: source, p. 112-114.
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 perception of the tourist product as a compendium of cognitive, emotional
and behavioural elements – customer knowledge and attitudes to the product,
emotions and feelings towards tourist services in terms of their specific nature
and characteristics, and customer intentions to buy a product;

Source: Adapted: Durankev, B. Citation. source, p. 100.

Fig.1. Factors influencing purchase decisions

 building brand loyalty – client’s preference for a given brand in the product
range which manifests the belief and conviction that the customer has chosen
the right type of quality tourist service and better value for money. Customers
become less price sensitive towards other competitive products and more
secure buyer-producer (vendor) relationships in the travel retailing sector are
established;

 building trust in TA – overall, consumers maintain a more long-term and
positive attitude when they are convinced in the qualitative characteristics of
tourist services provided. Customer orientated policy of modern travel agencies
is based on bringing higher value and building trust. Factors that largely influence
the purchase decision are the degree of trust in the use of tourist services and
higher customer satisfaction.

In specialized literature, customer loyalty is discussed in terms of the theory of
Dick and K.Basu and their conceptual framework7, which explicates some
behavioural characteristics and specific relationships involved in the buy-sell process.
The authors define customer ‘commitment’ as the bonding component which reflects:

• degree of preference and customer trust in the qualities and usefulness of a
given product or service;

• degree of product recognition as being distinctive from other available products
on the market.
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7 East, Р., P. Gendall, K, Hammond. ConsumerLoyalty: Singular, AdditiveorInteractive?
AustralasianMarketingJournal 13 (2), 2005, р. 12. http://wwwdocs.fce.unsw.edu.au/marketing/
amj_13_2_east.pdf. (9.02.2013).
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When the customer shows a very strong preference in his perception of product
quality we can say that the level of commitment is the highest. In the integrated
conceptual model presented in fig. 2, there are four types of customer loyalty8:

 no loylty (low loyalty) – for certain reasons the customer has not developed
loyalty to a product and will take no purposeful action to repeat purchases, i.e.
there is low repeat purchase behavior. For example, when a client visits different
high street travel agencies for their convenient location and purchases independent
tourist services such as transport tickets, hotel bookings, insurance, etc.;

 inertia loyalty – occurs when customers have high repeat purchase but
demonstrate low or no emotional attachment to the service provider. Purchase
is done for convenience reasons. The customer is buying out of habit and not
because he/she appreciates the product or service in particular. In other words,
no attitudinal, situational factors are the primary reason for buying.9 Customers
are dissatisfied. Inertia loyalty is most typical for frequently bought tourism
products and services such as sea and leisure holidays and ski vacations.
However, it is possible to turn this kind of loyalty into a higher loyalty by
actively courting the customer and increasing the positive differentiation he or
she perceives about a certain specialized or alternative tourism product;

Source: PeiSh., Cit.source., p. 347.

Fig. 2.Integrated conceptual model of customer loyalty

 latent loyalty – A high relative attitude combined with low repeat purchase
signifies latent loyalty on the part of the consumer. Situational effects rather
than attitudinal influences determine repeat purchase. For example, repeat
purchases for family vacations at a travel agency meet the specific needs of
different age groups;
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8 PeiSh. Study of Service InnovationStrategyBasedonCustomerLoyalty. BusinessSchool,
TianjinUniversity of Commerce,China,р. 347-348. http://www.seiofbluemountain.com/... (9.02.2013).

9 Zheleva, R. There is loyalty and loyalty. Economic alternatives, issue 2, 2009, p. 109-110.
http://alternativi.unwe.bg/alternativi/br32/11.pdf. (8.02.2013).
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 premium loyalty – the most leverageable of the four types prevails when a
high level of attachment and repeat patronage coexist together with high degree
of preference and trust. The customers become vocal advocates for the product
or service and constantly refer others to it. They are proud of discovering and
using a tourist product of unique characteristics. They take pleasure in sharing
their experience, positive emotions and knowledge with peers and family.

Customer loyalty to a tour operator or intermediary is a manifestation of positive
attitude and commitment to the services they provide. The herein discussed
characteristics of loyalty types indicate that loyalty is a function of consumer behaviour
as a set of actions aimed at generating purchases. However it is also evident in the
attitudes and preferences of customers for specific tourist products. Attitudes are
mainly influenced by factors that help build certain emotional and rational perceptions
about the benefits and effects of tourist services.

For the purpose of the present study we propose to define customer loyalty to
TA as: manifestation of customer inclination to establish and maintain valuable
and long-term relations of commitment and trust in the TA tourist services, as
these fully satisfy customer needs and may even exceed customer expectations
when they generate higher degree of recognition of certain products over other
competitive products on the market.

2. Some aspects of tourist loyalty to the travel agency

The consumer is faithful and loyal to the services of the travel retailer when he/
she demonstrates loyalty to the tourist brand by repeat purchases, thus showing a
consistently positive attitude to the intermediary/vendor: Tourist behavior is a result of
the client’s satisfaction with TA services and their emotional bond with said agency.
Tourist loyalty is also influenced by the perceived quality of the product and its
competitive advantage. Arguably, positive customer evaluation of product quality will
pump up levels of satisfaction with the purchase and better chances for repeat custom.

The price of tourism services is perceived by the tourist as a sufficient drive to
sacrifice money in order to get good quality service.10 With high value product ranges,
increased purchase risk and low intensity of consumption typical of package holidays,
the price stands out as a variable factor which has a direct impact on tourist/visitor
satisfaction.11 In the consumer’s mind, the higher price is symbolic of higher quality
thus reflecting the positive relation between these two variables.

The influence of travel packages price promotions and the perceived relationship
i.e. price →perceived quality → satisfaction →  customer loyalty is not a simple one.
Some authors argue that in a long-term perspective, price promotions may have a
negative effect.12 If the tourist purchases repeatedly, lured only by the attractive prices
1 0 Oh, H. TheEffect of BrandClass, BrandAwareness, andPriceonCustomerValueandBehavioralIntentions.

Journal of Hospitality&TourismResearch, 24 (2), 2000, р. 136-162.
1 1 Petrick, J. F. FirstTimersandRepeatersPerceivedValue. Journal of Travel Research, 43, August, 2004,

р. 29-38.
1 2 Dodson, J., A. Tybout, B. Sternthal.TheEffect of DealsandDealRetractiononBrandSwitching.

http://www.acrwebsite.org/search/view-conference-proceedings.aspx?Id=9333. (25.03.2013).
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of tourist products and not by brand loyalty and trust in the travel agency (TA),
promotional offers may have a negative effect on his loyalty, i.e. tourist loyalty cannot
be secured solely through priced reductions and discounts. On a long-term basis, the
travel agency can build loyalty by offering incentive schemes to its loyal clients in the
form of promotions, discounts on its travel packages, free vouchers, etc.

Other authors side with the opposing view namely that promotions help improve
brand loyalty.13 When the customer shows a preference for a tourist brand and sees
the promotion not as price reduction but as a reward for his loyalty, this is to show that
his positive attitude and satisfaction with product quality has increased. Moreover,
chances for repeat purchase with the travel intermediary may run high, too.

Measuring tourist loyalty is a complex process as the tourist product tends to
satisfy secondary needs whereas its purchase can be delayed in time. Indicators to
define and measure customer loyalty to a given TA services can be grouped as follows:
those that measure actual buyer’s behavior as a consumer of tourist services offered
by a particular intermediary; and those that evaluate customer desires and intentions
to purchase tourist services of other TAs.

Survey-based results of tourist loyalty to travel intermediaries organizing package
tours show that:14

 product quality as perceived by the tourist is a variable that affects his loyalty
most strongly. We can say that product quality has a direct and positive effect
on tourist loyalty to the tour operator;

 customer satisfaction with a product and its effect on tourist loyalty is manifested
indirectly;

 the effect of the price of tourist services is indirect being manifested by: positive
effects on tourist loyalty, when it offers good value for money and indirect negative
effects from the relation price – satisfaction where loyalty is insignificant;

 the negative effects of price promotions upon tourist loyalty are seen as indirect
and insignificant.

The impact of IT technologies and Internet on TAs and their operations is
significant. In order to survive and stay in business, travel retailers as intermediaries in
the tourism industry need to be more flexible and adapt to change. Setting up mixed or
hybrid TAs which create their own on-line (virtual) and off-line (physical) facilities
will enhance operations and build loyalty through:

- sending personalized messages;
- upgrading TA services, especially in terms of on-line research – planning –

booking tools ;
- assisting customers in every step in arranging their trip (organizing the trip, planning

the itinerary, follow on activities, getting feedback from customers, etc.);
- designing holiday packages that offer unique value.

1 3 Lattin, J., R. Bucklin. ReferenceEffects ofPriceandPromotiononBrandChoiceBehavior. Journal of
MarketingResearch,Vol. 26, August, 1989, р. 299-310. http://www.jstor.org. (25.03.2013).

1 4 Campo, S., M. Yagьe.TouristLoyalty to TourOperator: Effectsof PricePromotionsandTouristEffort.
Journal of Travel Research, Vol. 46, February, 2008, p. 324.
http://www.sagepub.com/clow/study/articles/PDFs/08_Campo.pdf. (28.03.2013).



7 1
Articles

3. Evaluation of customer loyalty to travel agencies in Bulgaria

The number of travel agencies registered in Bulgaria amounts to 2582,15 among
which tour operators, travel agents and mixed tourist businesses. In terms of staff
number and annual turnover, TAs fall within the category of small and medium size
enterprises. Their number is significant in view of the domestic tourism market, increased
competition from on-line travel intermediaries and increased sales of tourist services
by Internet based suppliers.

Based on tourism satellite accounts, tourist expenditure on products and services
in Bulgaria almost doubled for the period 2008-2010 (from BGN 5,19 million to 10,34
million BGN).16 But despite this positive trend, last year witnessed only 13% growth
rate on 2009 as compared to 76% growth rate on 2008. The market has exhibited a
downturn in both outbound and inbound travel which can be attributed to the economic
recession and low disposable income. As a result, Bulgarians cut on their travel
expenditure, spending money on basic components such as transport, accommodation
and meals. Bulgarian tourists tend to buy cheap vacations to short-haul or near
destinations (mostly to neighbouring countries) where they can travel by car. Upmarket
demand for luxury holidays, and cruise trips to exotic destinations have also declined.
The number of tourist visits to Turkey and Greece in 2012 decreased by 11% and 21%
respectively.

Nearly 3% of domestic travel including domestic holidays and visits have been
organized via travel agencies services as compared to 34%17 of Bulgarians taking
holidays abroad. Decisions to travel are being based primarily on tourists previous
travel experience (55%), word of mouth recommendation (42%) and Internet-based
sites (9%). As a whole, there is not a distinctive pattern of holiday purchases by
Bulgarians and they are unlikely to approach tour operators and travel agents and use
their services to organize holidays or trips on their behalf.

In a survey conducted by ISC18, applying the ‘mystery shopper’ approach, travel
agency operations in Bulgaria have been evaluated against the following three criteria:

- TA practices in selling tourism-related services;
- TA staff competences and expertise;
- TA policies to establish and maintain long-term relations with customers.

1 5 http://www.mi.government.bg. (към 28.03.2013 г.)
1 6 http://www.nsi.bg/otrasal.php?otr=8. (30.03.2013)
1 7 Publication in “Tourism 2009” – a representative study on travel and expenditure involved on the part

of Bulgarians in tourism http://site.nsi.bg/publications/Tourism2009. (20.01.2013).
1 8 ISC - InternationalServiceCheck is a company having more than 10 years of experience in the area of

quality assurance in the service industry. It carries out its regular inspections using “The Mystery
Shopper” approach. http://www.internationalservicecheck.com/bg. For the purposes of the present
study, offices of sample travel agencies around Poland, Romania, the Czech Republic, Slovakia and
Bulgaria have been inspected. 26 inspections of 7 travel agencies in Bulgaria have been conducted:
AstralHolidays, Bohemia, Compass, Olymptour, ON Travel, Posoka.com, UsitColours.
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Herein below we shall focus on the more important findings and conclusions
of the above survey19, which reflect the attitudes of Bulgarian tourists and degree of
loyalty to travel agencies:

 lack of sufficient promotional materials on TA’s products and services;
 insufficient information on tourist services and holiday packages including last

minute deals/offers;
 poor customer support services ;
 TA staff have insufficient product knowledge and use inadequate sales

techniques to promote tourism products and services;
 insufficient knowledge of clients’ needs and market demand to provide expert

advice on products on offer;
 poor communication with potential customers referencing them to a web site

or other information facility;
 provision of limited or no advice on ancillary services such as travel insurance,

car hire, terms of payment, etc.;
 poor knowledge of availability/available offers (about 45% of Bulgarian travel

agents would ask the customer to call back for more details;
 influencing clients’ decisions through personal preferences for TO holiday

packages and choice of destinations.
The above conclusions reflect the complex customer attitudes to travel

agencies which prove to be rather negative with consumers showing little commitment
to standardized tourism packages on offer. Low customer perception which can be
attributed to: lack of clear perspective and knowledge of customer needs, preferences
and expectations; unawareness of consumer benefits from tourism products and
services; ignorance of consumer intentions that can translate into purchase decisions;
poor presentation of products specific features.

Brand loyalty to tourism products appears to be dependent on the fact that
tourists are extremely price sensitive and they would switch to another TA providing
the price is lower, contrary to TA policies to make use of specific competitive advantages.
Perceived differentiation of tourism products and services is rather limited. Manifested
trust in TAs is low due to limited or no experience with a given product brand resulting
in unstable (disloyal) relationships with travel retailers and tour operators. Efforts to
build customer loyalty fail to produce desired results.

The diminishing number of travel agencies and the failure (announced insolvency)
of Alma tour and Ontravel, two of the largest tour operators in Bulgaria is a clear sign
of the pressure exerted from the macro environment and the negative impact of changes
in consumer behavior which can be attributed to the following factors: ebb in the
demand of travel retailer services; uncertainty about the future of travel agencies and
their viability; breeching relationships and switching loyalties; growing popularity of
on-line travel agents and their services; direct on-line bookings and purchases from
the Internet, etc.

1 9 Andreeva, E. Mystery clients ranked Bulgaria last but one.
http://www.horemag.bg/show.php?storyid=98399. (28.11.2010).
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A survey of attitudes and perceptions of Bulgarians towards purchasing TA20 services
on-line shows that nearly 42% of respondents have not visited the TO’s website for
information but would prefer and trust the virtual sites of on-line travel intermediaries,
suppliers of basic tourist services and on-line booking facilities. The results of the survey
indicate that the majority of TAs look on their business as insecure, they lack confidence
and tend to underestimate the potential of the present day distribution system. Over half of
the respondents (52%) are reluctant to book tourist services on-line visiting the TA sites.
The above percentage can be explained with TA limited booking facilities and payment
options on the one hand, and the need for expert advice and professional assistance
(knowledge of products, destinations, etc.) offered by TA on the other. Addressing this
need will help build desired trust in TA services and inspire customer loyalty.

In addition, TAs websites in Bulgaria seem to lack functionality as they failed to
meet respondents expectations in the provision of detailed and up-to-date information
and reliability of on-line bookings and payments. The high percentage of respondents’
opinions in this category points to low perception of the attractiveness of TA on-line
services. TA communication messages to their potential audiences also seem to be
ineffective since they fail to make their offers interesting and appealing to clients. In
addition, TAs show limited use of innovations which could otherwise enhance efficiency
of operations and encourage better customer relationships.

4. Perspectives in gaining customer loyalty to TAs
Main priorities in building and retaining customer loyalty to travel agencies

in Bulgaria have been identified and are presented below:
 Better quality service and higher degree of customer satisfaction with tourism

products and services – engagement with clients and holding their interest by
addressing their specific needs for tourist services and meeting customers
expectations for better quality products. In dealing with travel agency staff, the
customer expects high levels of professionalism and various degrees of assistance
in choosing a product or service. A personalized approach is highly valued;

 Product – price differentiation, specialization in niche market segments
and maintaining competitive advantage in the long term by developing quality
tourist services;

 Developing customer loyalty schemes in view of three main components:
personalized approach and quality service offered to customers; special tools
and policies which aim to retain customers and encourage repeat visits or
purchases; cooperation in building the so-called consumer “community”.21

2 0 Dissertation thesis, Kazandzhieva, V., E-commerce and its influence on travel intermediaries and their
operations in the Republic of Bulgaria. Department ‘TM’ at Varna University of Economics, October,
2011, unpublished. Over the period 15.07.2010-20.02.2011 2 target sample groups have been examined:
a sample survey of e-trade and its influence upon the activities of 178 travel agencies was carried out;
a survey on the perceptions of 257 respondents to use Internet in preparation of their trip was done.
Eight (8) in-depth interviews with travel agency managers have been conducted.

2 1 Morais, D., D. Kerstetter, C. Yarnal. TheLoveTriangle: LoyalRelationshipAmongProviders,
CustomersandTheirFriends. Journal of Travel Research, 44, May, 2006, р. 379-86.
http://wenku.baidu.com/view/eb5cafd9a58da0116c174973.html. (25.03.2013).
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Тhe implementation of customer relations management systems (CRM),22 is
crucial for the success of travel agency daily operations as they facilitate the
process from simply responding to a customer enquiry, taking orders and
booking tourist services to being proactive and employing direct marketing
techniques;

 Implementing on-line business strategy and maintaining long-term customer
relationships – this involves accumulation, gathering and dissemination of
marketing information; own websites and booking facilities which will help
individual tourists to design a trip of their own, choosing from a menu of travel
products and services; use of integrated technology for personalized services;

 Sending advertising messages through mobile devices – mobile trading
(mCommerce)23 offers good opportunities to capitalize on “last minute” deals,
special offers and other ancillary services;

Use of modern technology to achieve high efficiency and profitability – suffice
to say that even the smallest travel agencies today can benefit from CRS and
the Internet to handle clients history files, make immediate reservations,
amendments or cancelations, send information on new promotional offers,
quote vacation prices and dates of availability;

 Handling complaints effectively24 – this is may be one of the critical aspects
of TA activities as it aims at gaining customer loyalty, reestablishing confidence,
redressing negative attitudes towards specific products and winning back
clients trust;

Giving the travel agency a competitive edge through adequate staff training
and improving staff skills and competences – effective selling is the outcome
of successful presentation of product qualities, better value for money of travel
offers, better understanding of customers needs and abilities to operate
computers and modern CRS.

Conclusion

Indeed, attitudes to customer service of traditional “brick-and-mortar” travel
agencies remain unparalleled by the virtual shop. Good quality service and personalized
approach in the buy-sell relationships coupled with the technological advances of e-
business, account for a higher degree of customer satisfaction and higher engagement
with services provided by travel agents. The high level of product diversification in
tourism offers opportunities to meet specific clients needs and secure loyal customers
willing to share their positive impressions and satisfaction with TA services, hence
increase their profitability on a long term basis.

2 2 Alford, Ph. eCRMinthetravelindustry.Travel&TourismAnalyst, №1, 2001, p. 57-76.
2 3 Buhalis, D., Licata, M. The future of eTourism intermediaries. Tourism Management, Vol. 23, № 3,

2008, p. 214.
2 4 Marinov, S. Handling complaints in tourism. Hotels&RestaurantsMagazine, issue 3, March, 2004, p.

22 - 23.
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In a customer orientated service practice, the interaction between client and
intermediary is continual, based on mutual benefit and reciprocal relationships. High
loyalty and confidence in travel intermediaries (both tour operators and travel agents)
can be driven by offering quality tourism services, flexibility, effective marketing moves
and in-house policy towards creating good customer relationships. Last but not least,
the synergy in using these tools will not only increase brand loyalty to the tourism
product but also generate more positive reviews and commitment on the part of the
consumer.

CUSTOMER LOYALTY TO TRAVEL AGENCIES IN BULGARIA

Chief Assist. Prof. Dr Velina Kazandzhieva

Abstracts

The subject of study in the article are the possibilities for raising the loyalty of customers
to the tourist services offered by travel agencies (TA). The object of study is the behaviour of
Bulgarians as customers of these enterprises and their propensity to maintain long-lasting
relations with them. The main objective of the article is to analyze and assess the attitude and
commitment of customers to the services of travel agencies in Bulgaria. There is defined the
loyalty of the customer to the activity of the agent. There are identified the special features of
tourist loyalty to tour operators. There is assessed the loyalty of Bulgarians as consumers of
agency services. There are identified the possibilities for maintaining strategic interrelations
with customers, increasing their loyalty towards agencies.

Keywords: loyalty, Bulgarian consumers, attitude, travel agencies.
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Econ Lit – М-530

ORGANIZATIONAL COMPETITIVENESS THROUGH
STRATEGIC KNOWLEDGE MANAGEMENT

Chief Assist. Prof. Dr Katya Antonova

Introduction

Changes in contemporary economics are marked by extreme intensity and can
have significant influence on competition. Most recruits in traditional industries are
required to undergo initial training, i.e. the employees must be taught how to perform
routine functions of their respective jobs. Besides, with the advent of high technology,
changes can occur so rapidly, that the employees will need to constantly acquire new
knowledge and skills. Knowledge can change the nature of technology, economics
and man themselves. Knowledge cannot be quantitatively assessed, but it can be
estimated through the market value of the decisions based upon it. It is essential for
every organization to unleash the creative potential of its staff by creating an appropriate
environment for talent development. This is the idea behind the knowledge based
economy that creates, gains, adapts and uses knowledge more effectively for greater
economic and social development. Use of knowledge in organizations will be effective
if it is subject to strategic planning and management.

Knowledge management is considered to be an exceptionally topical issue in the
recent past. There is a search for new opportunities, that will provide organizational
effectiveness, efficiency and economic prosperity. According to the analytical
framework developed by the World Bank, “knowledge economy” consists of four
main pillars, one of which being the “creative and well-trained human capital”.
Knowledge and education are considered an asset capable of producing value and a
business product bringing high profits to organisations.

Knowledge and education are unique, they are built up gradually with time and
provide employees’competitiveness and sustainability. The concept of knowledge
management is introduced as a result of the necessity of identifying the needs for
knowledge and is commonly applied in different areas. With the present economic
situation, with the business still in crisis, particular attention should be drawn to the
implementation of the employee potential. To be successful in the modern competitive
market environment, contemporary organizations need to undertake strategic actions
as regards the management of their employees’ knowledge and skills.

The present paper advances the author’s ambition to develop a strategic
knowledge management model as a tool to help organizations achieve competitiveness
and sustainability.
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I. Strategic knowledge management – competitive advantage
for organizations

Knowledge based economy gives prominence to the human factors and their
improvement as a source of economic growth and competitiveness. The underlying
particular reasons for the establishment of knowledge economy tend to be manifold
and yet the key ones are the opportunity for sustainable development and economic
growth of the organizations. Knowledge economy is a “new social arrangement or
structure, a new world, a new system of relations, a different awareness, different
principles of interaction”1. It is “the one through which the very creation, dissemination
and practical application of knowledge becomes the main driving force for the growth,
enhancement of human well-being and creation of employment”.2 E. Vachkova3 refers
to knowledge-based economy as a new socio-economic environment, where
communication technologies lead to global competition; investments are channeled
directly to new concepts at the expense of new machinery and equipment, and the
control over the integration of the intangible assets becomes an essential managerial
competency. The use of inexhaustible resources, such as knowledge, provides great
opportunity to search for ways of achieving sustainable mode of development, where
the present pattern of production and consumption will not hinder the progress of the
future generations.

According to M. Paunov,4 in economy, based primarily upon ideas and knowledge,
and not on physical capital, time flies in a flash and there is a great possibility for
achieving an immediate, almost lightning-quick success. What matters in today’s
companies seems to be not only what we know, but also the way this knowledge is
applied.

All the above stated beliefs held by various authors bring us to the conclusion that
knowledge economy is a socio-economic environment where those who are employed
are given the opportunity to think in a systematic and creative way, to share their knowledge
and ideas, to manifest those qualities that make them distinct and unique.

Knowledge economy is widely regarded as a well-known concept, and knowledge
management – as a critical factor for achieving sustainable competitive advantage. It
“involves all methods, tools and means of promoting an integrated knowledge based
processing environment in all areas and levels of the organization with the purpose of
bringing about an improvement in organizational activities with special emphasis on
value-creating business processes.”5 Rubeinstein 6 refers to knowledge management

1 Timina, E. I. Transformation of factors in economic development and competitiveness. M., Max
Press, 2008.

2 www.bgrazvitie.net/bg/ke/measure.php
3 Vachkova, E., M. Ignatova. Competitiveness through knowledge management, http://www.ibset.eu
4 Paunov, M. Strategic human resource management. “Economy”-University Publishing House, S.,

2007.
5 Gourova, E., A. Antonova. Knowledge management strategy: factors for success. S., 2007.
6 Rubeinstein, B., J. Liebowitz, J. Buchwalter, D. McCaw, В. Newman and K. Rebeck. A systems

thinking framework for knowledge management, Decision Support Systems. 31, 2001.
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as a conceptual framework to solve problems viewed in their entirety, while for
Diakoulakis 7 and other specialists in economics, knowledge management is gradually
being transformed into a methodology, in order to provide support to the business,
sustain competitiveness and growth. They consider it to be a tool that sets down a
framework for predicting the unknown.

M. Zack 8 observes that in order for the knowledge to be used as a strategic
resource, each organization should identify sources of its competitive advantage. His
formulation of strategic knowledge management can be seen as follows: if the
application of specific knowledge is capable of creating or sustaining a strategic
advantage by allowing the organization the opportunity for better formulation or
achievement of its corporate strategy, then knowledge should be regarded as a strategic
resource. If a situation is such that the organization financial capital is difficult to be
predicted and managed, then the employees’ personal qualities and capabilities have a
crucial role to play. That is, utmost importance should be given to their knowledge,
ideas and talent. Further improvement of the efficient use of the company’s employees
is a necessary condition for the goals to be reached, while conducting assessments not
only of the current but also of the possible future state, ensures proper identification of
the appropriate measures. This is to be achieved by conducting a thorough and consistent
strategic research, process management and identifying possible strategic alternatives.

A closer examination of the above-stated short set of beliefs, expressed by various
specialists as regards knowledge management, bring us to the conclusion that in fact
they have quite similar views on the issue under discussion. Knowledge management
is referred to as technology, a process or a range of processes involving similar stages
as to the acquiring, structuring and systematizing, assessing and updating, managing
and generating new knowledge.

We believe that it is more accurate and logically consistent if we view knowledge
management as a system of elements and the corresponding cause-and-effect
relationships among its components. At the input stage or what flows into the system
are the company’s goals and at the output stage or what flows out of the system are
the results. The main components of such a system are:

- the people, who are the carriers of knowledge, who gain the experience and
develop new ideas;

- the processes, which are necessary for the creation, utilization and dissemination
of knowledge;

- the technology, which is essential for employees to work fast and effectively
and for the processes to run smoothly and efficiently.

People use and share their knowledge when communicating or socializing with
their fellow workers. Through their joint efforts are created new ideas, decisions and
products or innovations. After being implemented in practice the ideas, developed by

7 Diakoulakis, I. E., N. B. Georgopoulos, D. E. Koulouritis and D. M. Emiris. Towards a Holistic
Knowledge Management Model, Journal of Knowledge Management, 8, 2004.

8 Zack.Michael, H. Developing a knowledge strategy. California Management Review, Vol.41, № 3,
Spring, 1999.
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the people, have to undergo a process of assessment and improvement. The cyclic
process of creation, dissemination and sharing of knowledge suggests that repeated
use of knowledge leads to its enrichment. It is this enriched knowledge that allows for
the company’s business processes to run more efficiently, thus, ensuring enhanced
productivity and increased competitiveness.

All the processes and technologies used in today’s organizations are subject to
knowledge. The mutual usage and dissemination of both personal and general
organizational knowledge facilitate the development of new products and daring
innovations.

The human capital has long been viewed only in social terms, and investments in
education have been considered unproductive and expensive. In the second half of
the XXth century thinking took on an entirely different character and the human capital
was recognized as an asset, and investing in it was considered a strategic advantage.
For these investments to be effective, account should be taken of some requirements
as to those employed that are the very targets for the investments. The employees are
required to:

- have the necessary basic employability skills and be able to build on those
skills through the acquisition of new knowledge;

- be interested and strongly motivated in gaining new knowledge;
- be eager to put their newly-acquired knowledge into practice, communicating

or implementing their ideas jointly with others.
The issue of knowledge management is becoming increasingly important and is

to be seen as a primary consideration. More and more attention is being paid to the
collective knowledge of the workforce, their creativity, effective problem solving skills
in critical situations, leadership, entrepreneurial and managerial skills. To prevent
disastrous and ineffective accumulation and usage of knowledge, organizations need
to manage it properly. We think that knowledge management offers a possibility for
overcoming the older methods, approaches and types of management. Action patterns
that are still being debated and seen in perspective should be applied. The aim of these
new models is achieving the desired results with minimal physical resources. This
implies making maximum use of the creative potential of the work teams, working in
a well-organized environment that fosters creativity, in an atmosphere of team
cohesiveness and co-operation. If we adopt a conventional approach as to the provision
and use of the employees’ knowledge, it will be difficult for us to predispose them to
creativity. The conventional process of acquiring new knowledge is structured in such
a way that the trainee has to gain or embrace the knowledge provided by the trainer.
There is no opportunity for generating new ideas or encouraging creativity. Building
up a working knowledge management model makes it possible for the companies to
preserve the knowledge that is essential to every business, to obtain knowledge from
the external environment and to apply it in the company itself, to offer their employees
the chance to generate new knowledge and ideas and utilize them in the organization’s
business processes.
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IІ. A model of organizational strategic knowledge management

The organization’s human capital is a capital of high potential for organizational
development in a competitive environment. The analysis of such an environment is
primarily related to the requirements set by the knowledge economy and susceptible
to adverse economic conditions. P. Shemetov9 refers to organizations as open systems
that should be present in the marketplace only when they meet a certain need or
demand of the external environment. To be in the marketplace, organizations struggle
to conquer new markets and new clients. The market power of buyers is determined
by their awareness. If they are not well aware of the product they want to buy, it is
likely they switch to another seller. For the buyers to be well-informed, the providers
of goods and services ought to possess the necessary knowledge and skills. Knowledge
management is a continuous feedback process with the purpose of drawing up an
action plan to help guide the implementation process, monitoring its accomplishment,
examining the results and correcting or devising a corrective action plan, with a view
to constantly improving the quality of the results. An effective process should focus on
its participants and the relationships amongst them as an object of strategic planning
and systematic analysis.

An outstanding distinctive feature of strategic planning is the long-term
perspective. It typically involves identifying all the measures to be taken and making
all the necessary arrangements as to the achievement of the desired future outcomes,
by developing programs for implementation of the company’s specific objectives and
general goals. We think that any further improvement of the knowledge management
activities should rest upon the foundations of continuous employee training and
development through strategic alternatives, on-the-job training, knowledge sharing,
and innovative knowledge. Knowledge and training are unique and take time to build
but they provide sustainability to all employees. A balance between supply and demand
in the knowledge market, between business and educational institutions could be
reached if there is a strategic business needs analysis made by well-educated and
qualified personnel, allowing for universities to adapt their major courses and syllabuses
as well. This implies developing a conceptual or principle model of knowledge
management, making provisions for improvement and further development, so as to
meet the specific needs of every organization. Development of such a model is likely
to bring about substantial uniformity in the knowledge management process in modern
organizations, to improve their sustainability and competitiveness through the utilization
of the knowledge of all employees in the organization.

Methodology of knowledge management improvement activities is intended to
monitor, research, analyze, evaluate, forecast and plan the qualitative parameters of
the respective workforce. Nowadays, enhancing the quality of the human capital through
knowledge management is a prerequisite for success. It typically involves identifying
all the measures to be taken and making all the necessary arrangements as to the

9 Shemetov, P. V. Management: organization management systems. M, “Omega-L” – Publishing House,
2007.



8 1
Articles

fulfillment of the desired future outcomes, by developing programs for the realization
of the company’s specific objectives and general goals. Taking concrete actions as to
knowledge management is considered an objective necessity. It cannot and shouldn’t
be an end in itself; it needs to be subject to a given model of management and appropriate
strategy. Their proper selection is a key element of organizational management. To
that effect, knowledge management strategy is an inseparable part of the personnel
concept and the overall business strategy. “The aims characterize the desired state
the organization strives to achieve.”10

Proper goal setting is of extreme importance because it determines every further
effort in identifying the organization’s strategic priorities and the ability to achieve its
goals. To attain maximum degree of correspondence between the influence of the
internal and external factors of the market environment and the new economy
requirements for the development of a knowledge management strategy, the following
conditions are absolutely essential:

Firstly, long-term threats and opportunities for development should be taken into
account when drawing up a SWOT-analysis.

Secondly, the generative approach should be applied in developing knowledge
management strategy – to boost competition among employees, with the purpose of
searching for the best ideas and the most effective methods for reaching the goals
that have been set.

Thirdly, encourage employees to implement their best ideas.
Strategic alternatives refer to the possibilities of choice. Every organization

identifies its own strategic alternatives, aligned with its overall strategy. These
alternatives, combined with a skillful encouragement and powerful motivation of all
the staff, should be directed towards the development of both the organization and its
employees. If the employees are aware of the options available to them, the more
likely they will be to continue their training, to engage in creative activities and share
their ideas. This is the only way to ensure achievement of the following results:

• optimal quality improvement of the human factor;
• ensuring competitive ability and sustainability of every employee;
• ensuring competitive ability and sustainability of the organization (see fig.1).

1 0 Ivanov, P. Planning, strategic planning, marketing planning. www.unwe.acad.bg
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Fig. 1. Strategic alternatives for knowledge management

Contemporary organizations need to have employees that are motivated to undergo
a course of training and to share their knowledge with the other members of the team;
thus, an organization becomes a self-learning one. Modern organizations have new
needs for enhancement of knowledge and required, therefore, are new forms in
accordance with the specificities of each organization. Learning is a process of
continually acquiring new knowledge and skills, addressing the needs for personal
development and career advancement of the learners themselves. The process of on-
the-job learning involves the cooperation of all employees in agreement with the
requirements of market environment. Learning constantly, they respond to the changes
in the external and internal environment. Organizations, based on knowledge, create
their own sustainable competitive advantage through constant training – individual and
collective. In organizations with a well-developed knowledge management system,
the very process of employee training implies also training of the organization itself.
Knowledge sharing is associated with cognitive, social, cultural and organizational
aspects of dealing with information and knowledge. Organizations strive to facilitate
knowledge sharing through connecting people and encouraging communication.
Innovative knowledge is knowledge, grounded on new ideas, processes, services and
practices, within reach of science and technology. The final outcome of the process of
implementation of innovative knowledge is the creation of a new product, service,
process or form of organization.
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• provisions will be made for clear indication of enhancing the quality of
organization’s employees, and hence raising the quality of services provided;

• organization’s managers will be aware of the necessity of investments in training
and knowledge management;

• planned strategic investments in knowledge are likely to be viewed as a future
basis for increase in competitiveness and sustainability of the organization;

• the need for closer co-operation between practice and educational
establishments will be unconditionally recognized.

Knowledge management is one of the key concepts in management, related to
business. Nevertheless, a false idea of such a management is developed frequently in
organizations, which is grounded on the basis of tools for management, used at a
certain point in time. In some organizations, the creation of knowledge management
system is believed to be subject to the creation of a document management system
and usage of information via intranet and other sources, and yet these are only tools
and their usage is not actually real knowledge management. On the other hand, false
ideas may develop in the company as to the essence of knowledge management or
what it is about, if the management focuses only on the work in relation to staff
training. Strategic knowledge management ensures an environment in which people
will be motivated to create, to study, to share and use knowledge together for the
benefit of the organization the people work for.

The model we put forward outlines the method of selecting knowledge management
strategy as well as the way of improving the relevant activities (see fig. 2).

The knowledge management model, we offer for consideration, goes through a
number of stages:

Firstly. Establishing organizational vision, mission and strategy is a key element
of management – at this level the strategic goals the organization wants to achieve are
identified. If the organizational vision and mission are not clearly defined, then the
proper application of the strategy itself is rendered impossible. Therefore, there should
be a good correspondence not only between the company’s vision and its overall
strategy, but also between the vision and knowledge management strategy. Attainment
of such a correspondence is of utmost importance.

Secondly. Knowledge management strategy encompasses those areas, where
strategic decisions are made in relation to personnel training and knowledge. Modern
theory considers knowledge management both as part of the company’s overall strategy
and of the human capital management strategy as well. The key knowledge
management strategic objective is the development and improvement of the human
resources as a core factor that determines the growth and competitiveness of every
organization. As such, knowledge management is an inseparable part of the personnel
concept and the overall strategy of the company. If we want to achieve an effective
investment process in knowledge, then the organization should be strategically managed.

Thirdly. Strategic alternatives refer to the opportunities for choices available in
the company. The area of knowledge management abounds in such alternatives, and
yet, we believe that those, included in the model proposed, are the key ones for the
management activity of the current state of development. Every organization needs to
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Fig. 2. Organizational strategic knowledge management model
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identify them according to its strategy. Modern organizations have to ensure an
environment in which every employee will be motivated to create, to study, to share
and use knowledge collectively or together with the other members of the team. On-
the-job training process is possible through the employee interaction with the market
environment requirements.

Fourthly. Under the new economic conditions, quality enhancement of the human
capital is a definitive indicator for success and therefore, investment in knowledge should
be the object of a long-term planning. Evaluation and analysis of the implementation of
knowledge management activities forwards the findings obtained towards further
corrective activities. They are considered necessary if the goals set are not reached and
the selected strategic alternatives prove to be inappropriate, and the results of the
evaluation found to be unsatisfactory. The findings then have to be sent back to the very
beginning of the system so as to assess both the company overall strategy and knowledge
management strategy as well. In case of a negative assessment, new goals have to be
set, requiring new strategic alternatives to be considered in compliance with them and
development of a new overall strategy. Provision of a feedback mechanism is compulsory;
it is one of the conditions to be met in order to implement the overall strategy. In practice,
however, organizations don’t tend to do a thorough investigation into whether the strategy
is successfully implemented, nor tend to make analysis of the activities and tasks stipulated
or provided in it. As a result, there is no feedback, no return of information as regards the
effectiveness of the strategy.

Fifthly. The improvement in knowledge management activities rests upon the
awareness, not only of managers but also of all those employed in the organization,
regarding the changes in the economic environment, allowing them to make decisions
in critical situations, to consider management from strategic point of view, to explore
all the necessary activities and responsibilities as to knowledge in a complete whole.

Devising a knowledge management model is a constant process susceptible to
the internal and external environment. The dynamics of economic and organizational
development in particular, implies constant investigation and analysis of the development
and identification of new, more recent strategic alternatives.

In conclusion, the following inferences could be drawn:
1. Knowledge management is a key element of the activities and management

of every organization.
2. Through the construction of a knowledge management model, provisions will

be made for clear indication of enhancing the quality of the organization’s employees,
and hence raising the quality of the goods and services provided.

3. Managers will be well-aware of the necessity of investments in training and
knowledge management. Planned strategic investments in knowledge could be viewed
as a future basis for increase in competitiveness and sustainability of the organization.

4. The need for closer co-operation between practice and educational
establishments will be absolutely recognized.

5. The organizational knowledge management model we put forward is viewed
as a set of elements and the corresponding cause-and-effect relationships among the
components.
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6. The knowledge management model we propose is applicable to companies in
a wide range of sectors, in accordance with their specificities – style of management,
level of organizational culture, level of accumulated knowledge, and others.

7. The model we put forward is a principle one, which presupposes that through
certain re-arrangement of some elements, it could be appropriate for other strategic
activities, apart from knowledge management.

ORGANIZATIONAL COMPETITIVENESS THROUGH
STRATEGIC KNOWLEDGE MANAGEMENT

Chief Assist. Prof. Dr Katya Antonova

Abstracts

With the advent of high technology, changes in the contemporary business environment
are so fast that the employed need an unceasing acquisition of new knowledge and skills.
Strategic thought regards knowledge as a major resource and managers realize that in order for
them to be competitive on the contemporary market it is necessary that they manage their
intellectual resources. The strategic management of the knowledge, abilities and ideas of the
employed provides organizations with competitive advantage on the market.

The aim of the author in the present article is the development of a model for strategic
knowledge management in order to achieve competitiveness and stability of organizations.

Keywords: knowledge management, stability, competitiveness.
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Econ Lit – C610

POSSIBILITIES FOR TRANSPORT ROUTES OPTIMIZATION
IN А SUPPLY CHAIN

Chief Assist. Prof. Dr Tanka Milkova

Introduction

Modern economy functions in a highly dynamic environment with limited resources
potential. This explains the intention of the rational participants in the economy to
search for opportunities for achieving competitive positions through effective use of
the limited resources. One of the ways this goal to be achieved and economic growth
to be assured is applying the “Supply Chain Management” conception. The essence
of this conception is the cooperation and interrelationship between all participants
involved in materials flow from the raw materials source to the consumer, that results
in better economic returns.

The modern concept of supply chain management emphasizes on intercompany
planning and optimization of resources when the relationship between the main company
and other participants are determined. Nevertheless supply chain management is
regarded as coordination of production, stocks, location and transportation among
the participants in the supply chain. This aims to achieve the best gross results for the
particular market1.

The focus of this paper is on transportation that ensures the actual movement of
material flows between the particular participants in the supply chain and as a result,
transport costs form a relatively large share of the total logistics costs.

Transportation is considered as one of the essential functions in the logistics and
“its basic economic functions are mainly related to creating optimal terms for normal
reproduction process, for overcoming the distance between production and consumption
while observing the economic principles or reducing costs and stocks storage time2.

The serious goals set to the supply chain management, and the fact that are observed
economic principles for reducing costs and stocks storage time, that necessitates effective
and scientifically based methods and approaches to be used. Such methods are, for
example, economic and mathematical modeling of economic processes and events, which
are characterized by their proven potential to ensure optimal results.

With this paper the author aims to make an attempt to suggest an economical
and mathematical transport-type model and a method for its solving, which ensures

1 See eg: Dubskaya, В. В.etc.Logistics.Integration and optimization of logistical business processes in a
supply chain.Moscow: Eksmo, 2008, p. 81 – 105;Blagoev, Bl. Business logistics.Varna:
Scienceandeconomics, 2009, p. 50-74;Blagoeva, S., M. Kehayova, Supply chains in Bulgarian practice./
/UE-Varna Annual, vol. 80-2008, Science and economics, 2009, p. 176-184, etc.

2 Zhelyazkova, D. Theroleofthetradetransportunderthenewrealities// Trendsandchallengesin the economic
development” – International conference, vol.III, Varna: Science and economics, 2012, p. 261.
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the delivery of all loads from the departure place (supply point) to the delivery point
(demand point) in the shortest possible time, while the transportation costs are within
certain limits.

In order to achieve the paper’s objective, the following tasks need to be resolved:
- Constructing of economical and mathematical model to identify the optimal

routes for loads transport from the departure place to the delivery point
(destination point) in the supply chain, in the shortest possible time while the
total transportation costs are limited.

- Theoretical argumentation of a method for defining an optimal solution to the
thus constructed model.

- Demonstrating the effect of applying the suggested economical-mathematical
model by using some sample data.

1. Formulation of the economic-mathematical model

Regarding the tough activities related to determination of routes for transporting
of material flows in the supply chain, in order to achieve the best economic results in
various areas, we can point out that in the specialized literature there are well developed
theoretical and practical economical mathematical methods.

The most famous is the transportation problem model, whose purpose is to identify
the optimal plan of transport when the departure points are defined with certain quantities
of stocks available and delivery points are known together with their needs.

Usually in the transportation problems the optimality criterion is minimizing the
total transport costs, i.e. when total transport cost from all departing points to all delivery
points are known, it is necessary to determine such a plan of shipment, which satisfies
the declared demands of the delivery points with the stocks quantities available in the
departure points with minimum total transport costs.This model is known as transportation
problem with value as a criterion. There are other well known modifications of the
transportation problem with value as a criterion, which take into consideration certain
peculiarities of the transport activities. For example, when it is impossible to accomplish
direct shipment between particular departing point and a particular destination we proceed
to so-called transportation problem with blocked shipments. Another example of
modification of the transportation problem with value as a criterion is the two-stage
transportation problem. We proceed to that type of problem in those cases when it is
necessary the transported commodities to pass through intermediate points while being
moved from the departing place to the destination point.

In some cases the specifics of the shipped loads and their processing could
require the shortest possible time for distribution of goods between departure and
destination points. In these cases, except the quantities available in the departure
points and the quantities required in the delivery point, it is necessary to know the time
needed for movement of goods from departure to the delivery places. Then the
optimality criterion “minimum total transport cost” is being replaced with optimality
criterion “minimum carriage time” and thus obtained model is called “transport task
with time criterion”
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The time for executing the whole plan for allocation of goods is considered to be
the longest time for moving goods from a starting point to a delivery point, where there
must be a shipment. To find optimal solutions to such problems are used well known
methods of linear optimization3.

Solving a transportation problem when calculating only one factor – such as
transport costs or carriage time is not always reasonable. It is of an interest to solve
that problem considering both transport cost and time for implementation of the plan.

This is how we reached the following formulation of the problem.
In a supply chain it is necessary to transport some homogenous goods between

two consecutive participants in the chain, when minimum timings are aimed and the
total transport costs do not exceed certain value.

Let us accept we have m starting points (place of departure) mAAA ,...,, 21 , with
availability of stocks accordingly maaa ,...,, 21  and n delivery points nBBB ,...,, 21  with
declared necessities of that particular good nbbb ,...,, 21 . The availability of stock is
equal to volume of necessity of thegoods, which need to be shipped between starting
and delivery points:





n

j
j

m

i
i ba

11
.

We presume that from every starting point it is possible to transport a load to
every delivery point. Timings ijt  needed to transport arbitrary quantity of the good
from point iA  ( mi 1 ) to point of delivery jB  ( nj 1 ) are known from the matrix:

mnmm

n

n

ij
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ttt
ttt
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 .

We assume that these timings do not depend on the quantity of the load shipped,
i.e. there are always enough vehicles available, so they can secure transportation of
any volume of the goods.

With ijx we denote the unknown quantity of a product which has to be transported
form departure point i to delivery point j and we call the matrix ijxX  a transport
plan (Shipments plan).

Since all shipments in a plan are going to be finished at the moment when the
longest shipment is completed, the time T will get the maximum value among all timings

ijt corresponding to filled in cells, i.e. to the positive ijx .

,max
0/, ijxji
tT

ij 


3 See: Atanasov, B, etc..Quantitative analysis in logistics.Varna: Science and economics, 2011, p. 199 –
251; Lalovaа, N. etc.Mathematical programming - Guide. „Science and art”, Sofia, 1980, etc.
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where 0ijx shows that we take not the maximum among all ijt , but only among
those, whose corresponding quantities are different than zero.

With ijd we denote those expenses, referring to delivery of a single unit of the
load from starting point i to delivery point j and are described in the matrix

With d we denote all funds, intended for carrying out all the shipments in the
supply chain.

Our task is to identify such a shipment plan, in which the whole demand of all
delivery points is fully satisfied, all cargo is transported, the time of shipment is minimum
and total transport costs do not exceed certain value.

When we formulated the problem in such a way, we will suggest the following
economic-mathematical model

It must be found

(1)

under these conditions”

(2)

(3)

(4)

with the additional limitation

(5)

It should be explicitly noted that dij and d could be given different economical
interpretations, which makes the model (1) – (5) universal to a great extent.

The model (1) – (4) is widely known in the specialized literature as transport
task with “time” criterion and the well-known methods could be used for solving it4.

When we take into consideration the peculiarities in the structure of the
economical-mathematical model (1) – (5), we suggest a special approach to its solving,
which includes solving of a limited number of transportation problems with “value” as
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4 See e.g. Atanasov, Band other. Kolichestveni metodi v logistikata.Varna: Nauka i ikonomika, 2011, p.
232 – 235.
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a criterion. One of the advantages of the selected approach consists in the fact that in
every further step in the procedure of calculations we can use information received
from the previous steps. Another positive aspect of the suggested method that should
be mentioned is the possibility to use variety of software products for solving a classic
transportation task with “value” as a criterion.

It should be noted here, that the model should be perceived as a multiplicity of
parameters and an aggregate of relations, when any of them determines the correlation
between the meaning of a random subset and the parameters of the model.A model
could be perfect in respect tothe mathematical formalization, but if a method for its
solving does not exist, then the model itself doesn’t have any practical value.

The method should be considered as a variety of parameters (variables), a set of
operations above these parameters, a specifically defined, possible partial and/or
implicitsequence of operations performed for a given array.

In that context, the method should be accepted asprocess organization, based on
specified set of operations, distinguishing the incoming parameters (a priori determined)
and outgoing parameters(resultant). The process organization also determines the
obtained results, based on the known values of the incoming parameters. At the same
time the model represents a formal description of objects (the subject, occurrence, the
event, the process).From the above said it becomes clear that the method answers the
question “How”, and the model answers the question “What”.

2. A Method for finding an optimal solution
of the suggested economical – mathematical model

Relying on the foregoing, we will give appropriate place to presenting an idea for
a theoretical argumentation of proper method to solve the model (1) – (5). For that
purpose, in the beginning a transportation problem (1) – (4) with time criterion must be
solved. Let us assume that )0(*

0 ijxX   is an optimal solution of the (1) – (4)
transportation problem. If plan *

0X  satisfies the condition (5), then *
0X  is an optimal

solution to the transport task (1) – (5) as well.
Otherwise we denote with kttt ,...,, 21 the different meanings of the parameters

ijt  from the interval ],[ 1 ktt , where ij
x

tt
ij 0

1 *
max


  and ijijk tt max . We form the multitudes

(6)

and the matrices

where

(7)
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5 М a sufficiently large positive number.



IZVESTIA – Journal of University of Economics – Varna
9 2

to each one of the multitudes sU  ( ks 1 ), we are going to juxtapose one
transportation problem from the type

(8)

(9)

(10)

(11)

At step one, we solve the problem L1based on the found plan *
0X . Let )1(*

1 ijxX 

is the optimal plan corresponding to L1, and },{ )1()1(
ji vu – is the corresponding system of

potentials.
1. If *

1X meets the requirement (5), than )1(*
1 ijxX   is the searched optimal

solution.
Since, from proportion (7) due to the condition 0)1( ijx it follows 1),( Uji  ,

therefore *
0)1(*

1 0
max Xij
xX ttt

ij




, i.e. *
1X  also appears to be a solution of the problem (1) –

(4).
Therefore, *

1X is an optimal plan for problem (1) – (5) as well.
2. Let’s assume that the found *

1X  does not satisfy the restrictive condition (5).
We determine the evaluations

There are two possible cases for )1(
ij :

а) All 0)1( ij .  Then when considering (7) we make the conclusion that *
1X  is

an optimal plan for the L1 problem with coefficients in the targeted function ijij dc )1( .
Since *

1X  does not satisfy the condition (5), a plan for the problem (1)-(4) that satisfy
(5) does not exist. Therefore the model (1) – (5) is unsolvable due to incompatibility of
the conditions (2) – (5)

b) There is at leastone evaluation 0)1( ij . In this case transition to a neu plan is
possible.

3. Let us accept that on the step s we have found plan *
1sX (not satisfying condition

(5)) and potentials ( )1()1( ,  s
j

s
i vu ), and at least one of the ij

s
i

s
j

s
ij cuv   )1()1()1(  is

positive. Then, when using the *
1sX  plan and the system of potentials ( )1()1( ,  s

j
s

i vu ) we
can move on to solving the problem Ls.
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Let’s analyze the optimal plan *
sX  and the system of potentials ( )()( , s

j
s

i vu ) of the
transportation problem Ls. There are two possible cases:

a) If *
sX  satisfies the condition (5), then *

sX  is an optimal plan for the problem (1) – (5).

b) If *
sX  does not satisfy the condition (5), then we have to calculate the system

of potentials ( )()( , s
j

s
i vu ), aiming to determine the

If all 0)( s
ij , then the model (1) – (5) is unsolvable due to incapability of the

restrictive conditions. In this case the procedure of calculation ends.
If there is at least one 0)( s

ij we move on to the next step (s+1).
The basis of the method for solving the (1) – (5) model includes the following

two characteristics6:
1) Let *

sX  is a solution ot the transportation problem Ls and if

)(* k
ijk xX   is an optimal plan of the model (1) – (5).

2) The procedure of calculation ends after a finite number of steps in the cases
when either an optimal plan is found or insolubility of the (1) – (5) model is determined.

3. Using of economic-mathematical model with sample data

We will demonstrate the presented above model and the method for its solving
using the following sample data.

There are three starting points 1A , 2A  and 3A , with stocks available in them
respectively 1001 a  units, 702 a units, 803 a units and four accepting points 1B ,

2B , 3B  and 4B with declared the following needs: from 501 b  units, 602 b units,
403 b units, 1004 b units.
The total transport costs for all deliveries from departure points to destination

points must not exceed the value of 750d units.
The times ijt  for transporting a random stock quantity from starting point Аi

( 31i ) to delivery point Bj ( 41j ) are known and are determined with the matrix

ij
s

i
s

j
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ij cuv  )()()( за mi 1 , nj 1 .

dxc
m

i

n

j

s
ij

s
ij 

 1 1

)()( when 11  ks ;

dxc
m

i

n

j

s
ij

s
ij 

 1 1

)()( when ks  , then

4265

3843

1652

 ijtT .

6 Shapiro,Dzh.Modelirovanie cepi postavok. Per. s angl. pod red. V.S. Lukinskogo. SPb.: Piter, 2006, s. 382.

The expenses ijd , made for delivery of one unit of cargo from starting point i to
delivery point j are given with the matrix
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63510
4253
0423

 ijdD .

Initially we solve the transportation problem (1) – (4) with “time” as a criterion.
The optimal solution is presented in tabl. 1.

Table 1

An optimal plan of the transportation problem with “time” criterion

jB

iA 1B 2B 3B 4B ia

1A
2

40
3

5

2

6

4

1
60

0
100

2A
3

10
3

4
60

5

8

2

3

4
70

3A
5

10

6

5

2
40

3

4
40

6
80

jb 50 60 40 100

The obtained shipment plan shows that from the first departure point 40 units of
cargo must be transported to the first delivery point and 60 units of cargo must be
transported to the fourth delivery point. From the second starting point 10 units of
cargo must be transported to the first delivery point and 60 units to the second delivery
point. From the third starting point 40 units must be transported to the third and the
forth delivery points.

Additionally, the maximum time for the shipments is 4max
0

1 )0(



ij

x
tt

ij

, and the
shipment costs add up to

                                                                                                    units.

The total costs (810 units) exceed the limitation of 750 units, that means that this
is not the optimal shipment plan we seek for.

We determine those shipment timings who exceed 4max
0

1 )0(



ij

x
tt

ij

:

52 t  (in cells (1,2) and (3,1)),

63 t  (in cells (1,3) and (3,2)),

84 t  (in cell (2,3)).

8106.403.405.603.100.603.40
1 1

)0( 
 

m

i

n

j
ijij xd
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We form the multitudes iU  with those cells from the table whose values of
shipment time is not greater than ti:

)},4,3(),3,3(),1,3(),4,2(),2,2(),1,2(),4,1(),2,1(),1,1{(2 U

)},2,3(),3,1{(23 UU

)}.3,2{(34 UU

)},4,3(),3,3(),4,2(),2,2(),1,2(),4,1(),1,1{(1 U

As for the found plan

404000
006010

600040
*
0 X

condition (5) is not satisfied, we move to the next step.
Step I. We find the optimal plan for the transportation problem with time criterion

(considering the transportation costs), when those costs ijd for shipment from i to j for
which the time is equal to 4 are replaced with M (fig. 2).

Table 2

Optimal plan of the transportation problem at step I

)1(
jv

)1(
iu

3)1(
1 v 5)1(

2 v 3)1(
3 v 0)1(

4 v ia

0)1(
1 u 3

40
М М 0

60 100

0)1(
2 u 3

10
5

60
М 4 70

6)1(
3 u М М 3

40
6

40 80

jb 50 60 40 100

We come to a shipment plan

The obtained optimal plan does not satisfy the additional condition in the problem,
therefore we proceed to the second step. We find the optimal plan of the transportation
problem using “value” as a criterion. The costs ijd for shipment from i to j for which
the time is equal to 5 are replaced with M.

404000
006010

600040
*
1 X and .750810

1 1

)1( 
 

m

i

n

j
ijij xd
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The next table 3 presents the optimal shipment plan achieved in this step.

Table 3

Optimal plan of the transportation problem at step II

jv

iu
01 v 22 v 33 v 04 v ia

01 u 3 2
40

М 0
60 100

32 u 3
50

5
20

М 4 70

63 u 10 М 3
40

6
40 80

jb 50 60 40 100

and is described by the matrix

The costs for implementing this shipment plan are

404000
002050
600400

*
2 X .

690
1 1

)2( 
 

m

i

n

j
ijij xd units.

This value satisfies the imposed additional condition in the problem – the shipment
plan costs not to exceed 750 units. Therefore, *

2X  is the searched optimal solution of
the problem and it is implemented for time topt = 5.

According to the obtained optimal shipment plan from the first starting point 40
units of goods must be transported to the second delivery point and 60 units must be
transported to the fourth delivery point. From the second starting point 50 units of
goods must be transported to the first delivery point and 20 units must be transported
to the second delivery point. From the third departure point 40 units should be sent to
the third delivery point and 40 units – to the forth one. The time for implementing that
shipment plan is topt = 5, and the costs will be 690 units. Thus obtained results show
that the additionally imposed restriction ensures significant total cost reduction for
implementing that particular shipment plan at the expense of only one unit time increase.

Conclusion

In this paper the author’s attention is focused on the possibilities to identify optimal
routes for transportation of loads in the supply chains, calculating the shipment time
and costs. An economic-mathematical model is constructed for identifying of optimal
transport routes in cases when the time for transportation is not the main criterion for
optimization. The author suggests a method for finding an optimal solution of the
constructed model and using sample data demonstrates how its implementation may
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result in an increase of the economic effect of transportation activity in the supply
chain.

The good knowledge of the economic-mathematical modelling allows adaptation
of existing models and constructing new ones according to the specifics of a particular
business activity, while applying them provides better economic results for the
organizations.

POSSIBILITIES FOR TRANSPORT ROUTES OPTIMIZATION
IN A SUPPLY CHAIN

Chief Assist. Prof. Dr Tanka Milkova

Abstracts

The attention of the author in the present work is directed at the possibilities for optimizing
some of the main activities in supply chains, namely activities connected with the transportation
of material flows between the participants in the chain. There is made an attempt at putting
forward an economic and mathematical model of a transport type, through which there is
ensured the delivery of all cargo from the points of departure to reception points in the supply
chain in the shortest possible time, and the cost of transportation is within certain preset limits.

Keywords: transportation, optimum routes, criterion time.
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POSSIBILITIES FOR REFORMING SEAPORTS
(FOLLOWING THE EXAMPLE OF VARNA-EAST)

Chief Assist. Prof. Radan Miryanov

Introduction

The processes of reforming port complexes are extremely complicated1. In most
cases serious reforming activities in ports are undertaken as frequently as once per
generation at most. That, in its turn, shows that the knowledge necessary to manage
this process needs to be developed in most cases practically almost from scratch,
having in mind the generally changed current economic and competitive situation2.

The aim of this article is to examine, systematize and analyse the main means
and methods for reforming port complexes, to substantiate the benefits of a successful
modernization and to put forward a well-grounded scenario for the reorganization of
port Varna-East. The subject of this work are seaports and in particular port Varna.
The object of the study is the reformation of certain aspects of the structure of the
ports and part of the services rendered in them.

While the motives for involvement in the reformation of ports are many and can
be extremely varied, the benefit is real and apparent and it can affect to a greater or
lesser extent importers, exporters, consumers and entrepreneurs. A programme for
successful reform could free governments from unnecessary expenses, thus saving
resources, which can be redirected to social funds of high priority. Also, that will boost
trade and the economic development of the country, it will encourage new regulation
projects protecting the environment and improving security – navigation security as
well as the security of those involved in the port’s activities.

The realization of the set aim is connected with the study and solving of several
more specific tasks.

First: Systematization of the variety of services in the seaports and examination
of the need for improving and modernizing part of the activities performed in them.

Second: Outlining and substantiation of the means and methods for conducting
successful reforms in seaports.

Third: Revealing and argumentation of the actual benefits of reforming and
modernizing the ports.

Fourth: Presenting a conceptual model for the future development and positioning
of port Varna.

1 Hughes, Gordon, Economic Reform and Environmental Reformance in Transition Economies,
Washington: The World Bank, 1999, р. 23-45.

2 Port Reform Toolkit : Effective Decision, Support for Policymakers - T.1-6 - Washington - The World
Bank, 2003, p. 22-28.



9 9
Articles

1. Reforming the variety of services in ports

The range of services, which ports offer is extremely wide. However, viewed
more generally, modern ports offer services chiefly in two areas: primary services and
services with added value. The primary services rendered by ports usually include
(but may not be limited to) the following:

• Navigation services
• Terminal services
• Repair services
• Property maintenance services
• Information services.
Some of these services may be delegated to specialized private providers in one

way or another. Therefore a considerable part of the preparation for the institutional
reform of the port should include:

• determining the critical level of public functions and responsibilities, which will
define the role of the state and the local authority as regards their involvement
in port activities;

• specifying the means, which would be needed to maintain each function and
service, as well as specifying the wide range of functions and services which
are to be assigned to private investors or operators.

In addition to the primary port services, ports increasingly offer also untraditional
services to their customers. For example the improvement in logistics is one of the
tools, which gains momentum in the attempts on the part of ports to compete in ways
that are different from price and processing time. In short, ports are trying to improve
the procedure of coordinating all aspects of production and distribution in order to
ensure the provision of the right products on the right markets in the right time. The
key elements for the development of proper logistics strategy3 normally include:

 Rationalization of the price and operational behaviour of the entire supply chain
and using that for determining the location of production and distribution centres.

 Developing strong interrelations between transport companies and sellers,
including also procedures on quality certification.

 Designing a flexible transport system, which would allow fast changes in routes
and a choice of more than one option.

 Development of logistics information system, which is effectively integrated
with production and the trade process.

There exists an important group of activities, which can be classified as logistics
services4. Generally, those fall in two categories:

 General logistics services, including warehousing, storage, loading-unloading
activities, grouping, stowage, pre-packaging, consolidation and distribution;

3 Logistics strategy is perceived as a “system of long-term decisions and actions determining the direction
of the development of company logistics in accordance with its corporate goals and features”. Cited
from Благоев, Бл. и др. Стопанска логистика. Изд. Наука и икономика, ИУ – Варна, 2009, p. 120.

4 Уотерс, Д. Логистика. Управление цепью поставок. М., Изд. ЮНИТИ-ДАНА, 2003, p. 123.
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 Logistics services with added value such as repackaging, standardization, quality
control, testing, adjustment, warehousing, disinfection, internal container
arrangement.

Services with added value gain an ever-increasing significance and popularity,
since producers are trying to satisfy the requirements of their customers, especially
with regard to specialized high-quality products.

2. Means and methods for carrying out a successful port reform

Port reform must be undertaken after a full and comprehensive analysis of the
aims, which the responsible factors on the part of society are trying to achieve. The
institutional reform and the inclusion of the private sector should not be viewed as an
end in itself, but only as a means for the achievement of specific, well-defined and
well-thought out public interests. From among the main aims, which could justify the
reformation of ports, as more significant there can be pointed out for instance the
following: the need to broaden or modernize the capacity for container handling; the
willingness to stimulate the growth of commercial activities, based on distribution
concentrated in the regional port; the need to reduce government expenditure in the
sector, since in this way part of the social funds could be used for other, more pressing
public needs.

From another perspective, the provision of port services is increasingly turning
into a risky undertaking. Increased competition among ports, the long detention of
capital investments, the specialized investments and the sudden rise in the number of
port services increase the probability for these port activities to bring economic losses.
The accounting for this risk and the return on social investment must be the main
concern in the design and fulfilment of the port reform.

The reform in the ports must begin with a clear setting of the goals that are
pursued. After that it is advisable that for each of the points there are noted the
corresponding solutions with the possible options and alternatives. One of the convenient
ways for the visualization of the process of port reformation, as well as the possible
options is the so-called “decision tree”. Its main branches include the following:

 methods for attracting the private sector;
 listing of the key public interests;
 provision of funds for financing the port sector;
 adaptation of the existing frameworks hitherto;
 grouping and restructuring of the services;
 reorganization and adaptation of the human resources;
 assignment of the responsibilities for the actions on the reform;
 ranking of transactions in a well-founded correct manner;
 preparation of the transactions.
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On the first item – methods for attracting the private sector – usually there is
offered a selection of several major variants, which fully cover the entire spectrum of
possibilities for its participation in the port activities. There exist quite a few options,
depending on the particular form of partnership between the private and the public
sector (Fig. 1). These possibilities can seriously affect the responsibilities of the subjects
providing the respective port services, their market orientation and efficiency, as well
as their autonomy for decision-making5.

As regards public interests, two principal questions arise:
• Which ones and what kind of authorities and agencies should be summoned

for the protection and observance of the public interest?
• How should such a structure be constituted and at what government level

should it operate?
As has already been pointed out, the increased participation of the private sector

in the delivery of port services should be regarded as an instrument for achieving well-
defined goals of public interest. Consequently, as a key element in the reformation of
the ports there should be regarded the creation of a mechanism for the protection of
public interests and guarantees for the achievement of the respective goals. During
the creation of such a mechanism it is extremely important to differentiate between
the public regulatory responsibilities and the commercial activities.

Government participation usually takes several forms – strategic planning, technical
regulation and economic regulation. The planning of the future development of ports and
the coordination of these plans with the private entrepreneurs, who can aid their
implementation are among the permanent responsibilities of governments. As has already
been pointed out, the concept of the future of every port must be realistically assessed in
the context of its commercial development and its competitive position in relation to
other ports. There should also be taken into consideration the fact that the projected
growth in the capacity of the regional markets usually evokes a competitive response.
Therefore, regardless of the choice of model for the reform of the respective port,
strategic transport planning must remain one of the essential governmental responsibilities.

The technical regulation of operations is required in order to guarantee the security
and protection of human resources and the environment, in accordance with the
respective standards, as well as to secure the monitoring of the minimum requirements
(particularly under low competition, as is the case of port Varna). Security is one of
the main concerns and tasks with port activities and it is usually based on international
conventions. Yet it must be noted that the need for control and technical regulation
does not change radically in the reforming of ports.

The economic regulation, which is usually expressed in the monitoring of market
quantities and price levels, is needed especially when competition is weak or lacking.
Conversely, under serious competition (whether internal or external), the need for
heavy economic regulation decreases. Therefore the level of competition, which a
particular port faces, plays a significant role for the nature and the extent of regulatory
activities on the part of port operators.
5 Pirrong, S. C. Contracting practices in bulk shipping markets; a transaction cost explanation. Journal of

Law and Economics 36, 1993, p. 950-969.
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Over the past decades ports have been in keen competition with each other and
have made huge steps forward in their development, particularly with respect to an
increase in their productivity. Actually, nowadays ports have turned into the suitable to
control component in improving the efficiency of shipping and transport logistics. In
recent years all this has generated the improved port efficiency, the lower cargo prices
and the integration of new port services. On the other hand, due to the great intensity
in the development of the port’s efficiency, there have grown the interests of the
private sector and the latter takes part in a wide range of port activities. Unfortunately,
we have to admit that port Varna is lagging far behind in this respect, compared to its
principal competitors – the ports of Constanta and Thessaloniki, which have carried
out successful reforms on approximately identical strategies (Fig. 2).

Source: NPDPPT 2010-2020, Sofia, 2010, p. 13.

Fig. 2. Model followed in reforming
 the ports of Constanta and Thessaloniki

3. The benefits of a successful port reform

Extensive research conducted in recent years shows that in broad terms the
benefits of a successful port reform could include the following6:

 From the point of view of the government – at the macroeconomic level,
improved foreign trade competitiveness by means of reduced transportation
costs and more specifically the cost of port services and improved port
efficiency; at the microeconomic level, reduced financial burden on the national
budget by means of transferring part of the port investments and operating
costs to the private sector, and - not infrequently - also increased earnings
from possible divestment of assets and property.

 From the point of view of the operators involved in the transportation and
terminal services – a greater cost efficiency of the port operations and services,
permitting the more effective use of the funds earmarked for transportation
and improving the competitive positions on freight markets; more business
opportunities in the growing sectors (e.g. container operations). 7

6 Port Reform Toolkit: Effective Decision, Support for Policymakers. op. cit., pp. 38-44.
7 Sommer, D. Private participation in port facilities: recent trends. Washington, The World Bank, 1999,

рp. 80-93.
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 From the point of view of shipbrokers, importers and exporters – reduced port
prices and potentially lower levels of the funds allocated to sea transportation.
That, in its turn, results in lower prices of imported goods and intermediate
products, as well as in increased competitiveness with the exports.

 From the point of view of the consumers – lower prices of goods and improved
access to a wider range of products, due to increased competition among
suppliers.

Everything that has been outlined so far would be of interest to both the persons
from the public sector, who are directly connected with and involved in the port reforms,
and to the responsible individuals on the part of governments, the executive directors
of port companies, the port consultants, as well as to all companies and subjects using
port services.

In more general terms, there are three major forces at work, which are generators
of the reforms in the port activities:

 external forces, owing to the competition and technological rivalry between
subjects, involved in the shipping industry;

 the realized financial gains from the participation of the private sector in the
development of the infrastructure and the delivery of various services;

 the diversification and globalization of investors and those employed in the
port industry.

The aforementioned forces at work are discussed in further detail below.
First, there arises the need to restructure the port activities, in order for the latter

to be adequate to the external factors, which affect the port’s viability, such as interstate
rivalry on the global markets, changes in the port and transportation technology as
well as the increasing competition among ports themselves. In planning it is expedient
to determine the allocation of responsibilities for the future port development between
the private and the public sector, as well as to make a decision as to what part of the
funds should be provided by public investors. On the other hand, it must be taken into
consideration by the competitiveness of the respective port, compared with similar
ports in the respective region, as well as the various alternatives, which the users of
the services of the port have. In broadest terms, these alternatives are far more diverse
today, than they were, say, ten years ago. Therefore, the port business becomes more
and more competitive in time and in this era of growing competition new institutional
models are also needed.

Second is the participation of the private sector in the reforming of the
infrastructure. In recent years most governments and agencies have had to report
that the involvement of the private sector can be a powerful stimulus in the improvement
of the activity of ports, as well as in the optimization of their infrastructure. The national
and regional ports arrived at the unequivocal conviction that they could not compete
effectively without the advantages offered by the private operators or, not less
importantly, without the capital provided by private investors. As a result of this, in
recent years stable growth has been achieved in the private participation in port activities
worldwide. Among the countries with a relatively recent port privatization there could
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be pointed out Poland, Germany, Lithuania, Latvia, Estonia, Russia, Japan, Malaysia,
China, Thailand, the Philippines, Indonesia, Argentina, Chile, Brazil, Mexico, Colombia,
Panama, Mozambique, Tanzania, Great Britain and Canada. Also the rates of private
investment in this sector are on the increase.

The third driving force, which affects in a positive way the reform of the port , is
the gaining momentum of late years global market for services assisting port
development. In this area there are established fast growing subjects, the leading four
operators8 being involved in over 40 terminals around the world, the majority of which
are for container operations.

4. Some possibilities for reforming port Varna

The problems facing the various ports around the world hold true to a great
extent also for Bulgaria. Having in mind the aspirations of this country to be fully
included in the European structures and to maintain relations with the entire world,
attention should be paid to the prospects and tendencies in our maritime transport,
specifically to the ports as a door to the world as it is. We should pointed out here the
opinion expressed in the National Programme for the Development of Ports for Public
Transport 2010-2020 (NPDPPT 2010-2020), namely that “the lack of reform in
Bulgarian port relations so far has resulted in the lagging of the entire industry as
regards the technical and technological renovation and thence in further loss of positions
in the competition with the ports of Constanta and Thessaloniki”.

The idea of the relocation, restructuring and full reformation of port Varna is not
new. It was hinted at repeatedly after the end of the previous century, but for some
reason or other its realization till now is at zero level. As one of the main reasons for
the latter there could be pointed out the poor scientific justification of such a move –
something, for which in the next exposition there will be made an attempt at
improvement, without any claims for exhaustiveness. It can definitely be said that the
urgency and the ever more pressing need for such reform are evident, due to the
arguments given below, and also that it would be a huge, but judiciously reasoned
investment in the future.

The present location of port Varna-East has its positive sides, but it also definitely
hides quite a few negative aspects. Among its negative sides there could be pointed
out the problems (to the port and to the town), connected with its “much too central”
position, thence the impossibility for its expansion. Also, we must not forget its limited
capacity, due to insufficient draught, the difficulties in manoeuvring, the old and unreliable
quay walls, etc. That is why there could be substantiated a concrete idea for the
building of a new port, which would take over the activities of the present port Varna-
East. A logical opinion is that perhaps the most suitable place would be the coast of the
lake near railway station Topoli and this is due to the fact that it would neutralize to a
great extent almost all the downsides described above. Research, however, shows
that issues would arise connected with a natural area protected by the law. For that
reason there must be identified another suitable place, having the same positive aspects.
8 PSA, HPH, DPW, APM.
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As such location, with certain provisions, there can be regarded the part of the lake
coast under the “Maksuda”. The main arguments are that this region possesses all the
advantages of the present location of Varna-East, and at the same time it will eliminate
or minimize many of the negative points given above. Studies show that there will not
arise any problems, connected with terrains protected by the law, or with terrains,
having unspecified ownership. Separately there must be noted that there would not
arise any difficulties connected with the draught of the sea-going vessels and with the
height of the Asparuhov bridge, since in practice there is used part of the route to
Varna-West.

Here are some of the arguments, owing to which it can be accepted that such a
move would improve the operation of port Varna, in brief:

1. There is preserved (and on certain points also improved) the strategic location
of the port, since:

a) practically there is no change in its proximity to the main waterways;
b) there is improved the depth of the waters (and the possibilities for its

adjustment if necessary);
c) in a natural way there is improved the protection from currents and rough

waters;
d) improved proximity to major centres of production and consumption;
e) there are improved land and air transport capabilities.

2. There is improved the port infrastructure due to the following:
a) lightened manoeuvring in the port;
b) new, more reliable breakwaters, dykes and quay walls;
c) improved and optimized structure (e.g. number and position of quay places);
d) new, more modern and spacious car parks, warehouses and office buildings;
e) more convenient and precise profiling and specialization of quay places.

3. Major change of the currently existing port Varna-East, with a view to the
optimal utilization of the area.

a) as a well-grounded move there can be suggested its transformation into a
passenger port, as this would contribute exclusively to the refinement of
the central area of the town of Varna and would assist its turning into an
ever more attractive tourist destination;

b) also, a sensible and well-grounded action would be the transposition of
Naval Base – Varna to the so-called “old” canal, near the territory of the
military unit;

c) in the vacated site of Naval Base – Varna it would be expedient to build a
modern marina, which would be in unison with the passenger port;

d) with the help also of private investors there should be improved the region
around the passenger port and should be erected a new modern structure
– hotels, catering and leisure facilities, parks, etc.

Naturally, such fundamental reform must be carried out only after a detailed
accounting for all advantages and drawbacks it could lead to. The team engaged in
and authorized for the planning and realization of such a move of enormous public
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importance, must include specialists from almost the entire scientific spectrum -
engineers, economists, architects, statisticians, etc. The present work is a modest part
of the comprehensive analysis, which should be conducted and thoroughly discussed
on a wide public basis.

Conclusion

From the circumstances outlined in the article it becomes clear that ports are
complex and multifaceted structures in which there are provided an extremely wide
range of services. It is precisely for that reason that in the port sector there exists a
much greater circle of models for its reformation than in any other infrastructure of
another intensive sector.

At this point there should be emphasized the principal contribution of the author,
namely the conceptual model for the redeployment of port Varna-East. The usefulness
of such a model is multidirectional and it could definitely be used as a counterpoint in
the discussions for and against the moving of Varna-East.

For a conclusion, from the conducted analysis it can be pointed out that the
process of reformation is not an easy undertaking, and it carries certain risks, the main
ones having been mentioned in the article, and yet it is an activity, which in most cases
brings real benefit and dividends both to society and to the private companies involved
in the process.

POSSIBILITIES FOR REFORMING SEAPORTS
(FOLLOWING THE EXAMPLE OF VARNA-EAST)

Chief Assist. Prof. Radan Miryanov

Abstracts

In the article there are considered and analyzed various means and methods for reforming
seaports. The first part of the work is devoted to the possibilities for reorganization and
improvement of the broad and diverse spectrum of port services. Further on in the study there
are discussed the serious benefits and advantages of a successfully conducted port reform.
There is presented and substantiated a conceptual model for the reformation and future
development of port Varna-East.

Keywords: seaports, reforming, port menagememt.
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REPORTING GRATUITOUSLY ACQUIRED FUNDS
IN ECONOMIC ORGANISATIONS

Assist. Prof. Lyubomira Dimitrova

Introduction

In order to carry out their activities enterprises need financial sources – both
internal and from outside. Internal sources are actually additional installments of the
owners of the enterprise. It is common to associate external sources with using short-
and long-term loans from finanical institutions. There is also another source of resources
for carrying out functional activity, namely the gratuitously acquired funds from the
government and third parties in the form of donations, financing or sponsorship. There
are considerable differences between these terms, while in practice people often accept
them as equal. That is why it is necessary to classify them appropriately in order to
make correct accounting reports and submit financial statements of companies.

The aim of this article is to clarify the lawful and economic content of donations,
sponsorship and financing by poinitng out and systematizing the basic differences
between them, as well as studying and presenting the methodology of reporting them
in accounting and disclosing them in financial reports in compliance with the currently
functioning regulatory system. The subject of this study are the gratuitous funds received
in economic enterprises and the topic is their classification, accounting reports and
presentation.

1. Economic essence and lawful characteristics of donations,
sponsorship and financing.

Donation is a voluntary act on behalf of a particular individual or legal entity
(donor) concerning his commitment to a particular cause or idea, his wish to help
suffering or disadvantaged people, his will to fulfill a moral duty. Legally donations are
regulated in the stipulations of the Act for liabilities and contracts1 (ALC, article 225-
227). According to the regulations of the Act a donation is a contract between two
parties – a donor and a donated individual, and in compliance with its terms the donor
is obliged to give for ownership to the respective party gratutitously the subject of the
contract at the moment of signing the contract. The contract for donation concerns
one party only, but in article 225 of ALC it is exceptionally stipulated that for a donation
to be functional and in order to come into effect there is required also the agreement
of the individual that is being donated. When a physical individual is in the role of the
donor, an important condition is that it has the quality of capability. Otherwise the

1 Amendment. State gazette, issue. 2 from 3.01.1950, published. SG, issue. 275 from 22.11.1950, last
ammended and changed SG, issue. 50 from 30.05.2008.
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contract is considered ineffective2. Donated can be every legal and/or physical individual
irresepctive of age.

The donation is irrevocable and the donor does not have the right to require back
the subject of the donation or a compensation for it. Of exceptional importance is also
the fact that in the contract for the donation (for the common and rewarding donations)
there cannot be included clauses about conditions which, when not filfilled, lead to the
donor cancelling the donation.

The short overview allows to formulate the conditions for a donation to be effective,
namely: there should be an agreement on behalf of the individual that is donated as a
part in the contract; the subject of the contract has to be given to the donated individual
by the donor at the moment of signing the contract; the subject of the contract is given
absolutely gratuitously and the donor cannot and does not need to expect a respective
indemnity, compensation, a particular type of behavior or lack of action on behalf of
the donated individual.

The concept sponsorship is of major importance for clarifying gratuitous deals.
Similarly to the contract for donation, in the contract for sponsorship one differentiates two
legals subjects – a sponsor and a sponsored party. Again in this case a sponsor can be a
capable physical or legal individual, and the sponsored party – every legal and/or phsyical
individual. I.e. under-age individuals cannot be sponsors, but they can be sponsored.

Under the sponsorship contract an individual (sponsored one) receives economic
support from the sponsor for carrying out a certain activity and/or event in the field of
sport, arts and others. In return he is obliged to advertise and promote the name of his
sponsor, his acitvities, brand or products. As some authors point out, «sponsorship is a
deal for image advertisement…, whose cost considerably exceeds its effect»3, i.e.
there is an economic irrelevance between the given economic support on behalf of the
sponsor and the opposite consideration required from the sponsored party. This is
especially important since in defining the value equivalence between the advertising
and the subject of the contract, the latter is not considered as a contract for sponsorship
but as a contract for advertising instead (an ordinary commerical deal).

The differences between the contract for donation and the one for sposnsorship
are considerable and we can summarize them as follows:

- the contract for donation is unilateral, whereas the one for sposnorship is
bilateral, it results into rights and obligations for both parties;

- in the contract for donation there are no conditions concerning a compensation,
action or lack of action on behalf of the recepient of the economic benefit. In
the contract for sponsorship the sponsored person is obliged to carry out
particular activities that are property-inequivalent to the received benefit.

Because of the fact that there is no lawful regulation in this respect, the contract
for sponsorship is informal and is considered to be signed when an agreement between

2 See Velchev, K. Seeming as means for manipulating economic facts, a colleciton of papers from the
scientifc conference “Quality and usefulness of accounting informaiton”, 28-29.09.2012, UE – Varna.

3 Raynov, B. Tax treating of financing in compliance with ACIT. Magazine «Tax practice», issue 5, 2002
http://magazine.askana.com/ver_05/article.php?art_id=194 (23.11.2012).
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the two parties has been reached and no written form is required for its coming into
effect. However, such form is necessary if at least one of the parties is a trader as
interpreted in the Trade Act and therefore the contract signed needs to contain the
required requisites stipulated in article 7 of the Accounting Act4.

In respect to its nature, financing has to be differentiated accounting-wise from
gratutitous deals and sponsorship. Financing is usually initiated by the state and in the
process of putting it into effect three parties take part – financer, financed individual
and beneficiery5. There has been made the following definition of the economic nature
of financing, namely: «…an agreement between two parties concerning mutual actions
for the benefit of a thrid party (beneficiery)…», under which «…one of the parties
provides the other party with the necessary resources for carrying out activities for
the benefit of the beneficiery». An important condition is that the one who receives
the financing does not coincide with the financer or the financed individual. Prof. PhD
M. Dimitrov points out that financing is «a gratuitous investing source of revenues»
and defines it as «…financial resources that are budgetarily assigned in the activity of
an enterprise so that it can acquire long-term assets or run its current operations»6

(donations from third parties are allowed, too). Provision of means from the state is
viewed as a financial relief for the enterprise which gives it the opportunity to provide
resources for financing its activity exceeding the scope of external credits and owners’
payments, i.e. it can be accepted as a substitute for capital financing.

The currently operating Accounting Standard 20 «Reportinggovernment donations
and disclosing government support»7 (AC20) and the accepted for application
International Accounting Sstandard 20 «Accountant reporting of gratuitous means
granted by the state and disclosing state support» (IAS20) 8 are the only regulatory
acts in our national legislation in which the term “financing” is used9. There it is
presented as a methodology of accountant reporting and recognizing income from
donation rather than a separate economic category. Having in mind the stipulations in
AC20 and IAS20, according to its lawful nature financing is a governmental donation
and support for the enterprise10. The governmental support is providing economic

4 Pubished. SG, issue. 98 from 16.11. 2001, last amended and changed. SG, issue. 15 from 15.02. 2013.
5 Raynov, B. Tax treating of financing in compliance with ACIT. Magazine «Tax practice», issue 5, 2002

http://magazine.askana.com/ver_05/article.php?art_id=194 (23.11.2012).
6 Dimitrov, М. A glance at financing as an object of accounting report in enterprises. C, mag. IDES, issue

2, 2008.
7 СС 20 – Reporting governmental donations and disclosing governmental support – ratified with SCM

№ 46 from 21.03.2005, publ. SG issue. 30 from 07.04.2005, into effect since 01.01.2005, ammended
and changed, SG, issue. 86 from 26.10.2007, into effect since 01.01.2008.

8 See REGULATIONS (ЕО) № 70/2009 of the commission from 23.01.2009 about changing Regulations
(ЕО) № 1126/2008 concerning the acceptance of some international accounting standards in compliance
with Regulations (ЕО) № 1606/2002 of the European Parliament and the Council in relation to the
Improvements of the international standards for financial reporting (ISFR).

9 Between the concepts defined in AC20 and IAS 20 there are no principle differences, that is why in the
paper there will be an emphasis on the stipulations that underpin the national standars.

1 0 In reporting financing in recepient enterprises there need to be applied the regulations of AC20 or
IAC20 irrespective of the type of the financing organ.
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benefit on behalf of the government to one or a group of enterprises that meet certain
criteria (e.g. geographic location, number of job positions and others). Receiving the
grant does not concern a certain type of behavior on behalf of the enterprise at the
moment or in the future.

The imperative norms of the standards mentioned above present governmental
donation as providing means on behalf of the state and its organs and institutions to a
particular enterprise (form of compensation – subsidies, financial aid, bonuses), against
which the enterprise has met or is obliged to meet in the future certain conditions
concerning its current activity. These can be, for example, creating new jobs, buying
or creating particular assets.

It makes an impression that in specialised literature, including in AS20, there is
no difference between the concepts «donation» and «financing». The standard defines
as donations all means received in enterprises gratuitously from the state or third
parties11. In other words, despite of the lawful characteristics of the donations, reviewed
above, the gratuitous means received under condition are also treated as donations.
This is due to the fact that operations as a result of this are not differentiated from the
point of view of their economic nature and the economic relations they incur.

2. Classification, methodology of account reporting and presenting
gratuitously received means.

IAS 20 distinguishes two alternative approaches in reporting and presenting
donations – capital and income. In the first approach it is essential that the means
received from the state are not earned (they are not a result of making any expenses),
instead, they are a stimulus for the enterprise and as such they need to be reported
and presented as an element of the enterprise’s own capital outside the realised financial
result, without being part of the Overal revenue Statement for the particular period12.
What is taken into consideration is the thesis that the possibility for the enterprise to
restore the means from the gratuitously received governmental support is very small,
especially when the conditions under which it was received have already been met. In
this case there is no financial commitment on behalf of the beneficiary and the received
benefit remains forever a part of his ownership. I.e. as a tool for financing, gratuitous
means need to be reported in the Statement for the financial condition of the enterprise
directly in the founders’ participation. In defending their thesis for not reporting the
gratuitously received means in the Overall Income Statement the supporters of this
approach use the argument that acquiring this means is not a result of making any

1 1 E.g. AC 20, item 3.2. „Governmental donations are reported as financing...”.
1 2 The name of this element of financial reports is changed in the Profit and Loss Statement and the other

total income for the period. The change comes into effect at latest from the initial date of the first
financial year that starts on or after 1 July 2012 (according to Regulation (EU) №475/2012 of the
Commission from 5 July 2012 about changing Regulation (EO) № 1126/2008 about accepting some
international accounting standards in compliance with Regulation (EO) № 1606/2002 of the European
Parliament and the Council concerning International accounting standard (IAS) 1 and International
accounting standard (IAS) 19).
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expenses or selling goods and services (this is not an earned income) and therefore it
shouldn’t be calculated in the financial result13.

According to the income approach, at first the donation has to be reported as a
rescheduled income instead of an element of the enterpise’s own capital, since the
owners are not its source. The essence of this approach is recognising the received
benefits from state donations as income during the periods of time when there have
also been made the expenses that should be compensated by use of a suitable
systematic base. The arguments are aimed at supporting the thesis that the benefits
received from the state should by all means be reported in the Overal Income Statement
(once or rescheduled for future periods) since they are often tied with conditions that
the eneterpsie can meet by making a number of expenses. In order to keep the
comparability between revenues and the costs that concern earning those revenues, it
is necessary that this means be reported in the Overall Income Statement for the
same period.

Unlike IAS20, in compliance with the currently functioning AS20 donations are
reported by applying the income approach. The capital approach is applied only
exceptionally in relation to taxes on profits that have been exepmted or given on loan.

Of considerable importance for reporting and presenting gratuitous means
correctly is their classification. To distinguish donations we define as a foremost criterion
the availabiltiy of conditions for receiving them that are targeted at the donated
individual and/or the subject of the donation. According to this criterion the
donations are divided into conditional and unconditional. Those received against
meeting certain conditions that concern the current activities of the enerprise in the
past or the future, need to be treated as financing (for long-term assets or for the
current acitvity). This text underpins also the definitions of governmental donation in
compliance with the regulations of AS20.

In order to be acknowledged and initially reported as financing by the recepient,
the gratuitous deal needs to have a suitable lawful characteristic. To do this cumulatively
two equally important conditions need to be met – the existence of sufficient security
that the donation will be received and, secondly, that the enterprise will meet the
binding condition14. In practice, when an enterprise receives a donation it is not a
guarantee that it has met or will meet in the future all set conditions. Therefore, the
donation received needs to be put on a formal document with a contract for donaiton.
In it there are specified the type and size of the acquired benefit and actually the two
conditions, mentioned above, for acknowledging it have been met. In practice, a serious
issue is the lack of a standard definition of the concept “sufficient secutiry” in relation
to whether the donation is received. That is why the authorities in the enterprise need
to make judgments and take responsibilty for dislcosing or not these means in the
financial report.

1 3 See. Mirza, Abbas Ali, М. Orel et al. International standards for financial reportin MSFO/IFRS.
Manual, comments and practical application, S., Publishing house Cabri, 2009.

1 4 See. AC 20, item. 3.1.
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With the aim to mark in an accounting report the received conditional donations
as financing, in the individual chart of accounts of the enterprise it is necessary to
make two accounts: “Financing for long-term assets” and “Financing for current
activities”. These accounts are passive, basic and budget-allocating. It is necessary to
complement them with a suitable analytical dimension to comply with the information
requirement of the enterprise – e.g. the conditions for receiving the donation, the
criteria for acknowledging the financing as a current asset and so on. Later, the received
financing is systematically acknowledged as current revenues on a ground set by the
enterprise, depending on the subject of the donation. The donations that do not go
under any conditions need to be acknowledged and reported as a current revenue for
the period when they have been received.

Depending on the material-and-tangible form of the acquired benefit ,
donations are classified into monetary and non-monetary ones. The non-monetary
donations concern receiving non-current assets and material reserves which, in
compliance with the regulations of AC20, item 3.3, need to be assessed on the ground
of their fair value on the date of acquiring them. In turn, donations received in
monetary form, depending on the aim of giving the means, are differentiated into
donations bound with assets and ones that are not bound with revenues. At the
moment they are available, monetary donations are reported in the nominal value of
the acquired means, and when the currency is different from the naitonal one, the
former is calculated according to the central exchange rate of BNB on the date of
receiving the transfer. As N. Kostova points out, “the way the donation has been
received does not influence the accounting method that needs to be applied to it”  15.

In compliance with the definitions of standard, the donations received in an
enterprise whose basic condition is acquiring material or intangible asset, are treated
as donations bound with assets (financing for long-term assets). In this case the
imperative norm does not put any limitations concerning the way of acquiring the
donations in relation to meeting the conditions – purchasing, creating or other forms.
In giving the means it is possible for the financing organ to set additional conditions,
e.g. ones that concern the deadline within which to acquire the assets, their location
and others. All monetary donations that do not fit the scope of those mentioned above
are to be classified as bound with revenues.

Subject of a donation that is bound with assets can be both a depreciated and
undepreciated asset. The donations linked with undepreciated assets are reported
and presented in the balance sheet as financing16 in compliance with the rgeulaitons of
AC20 and are acknowledged as revenues in the particular periods of time when making
and reporting the costs for meeting the conditions that bind them. Here we need to
specify that the national standard sets a restrictive timeframe of 20 years which is
missing in the regulations of IAS20. The donations linked with depreciated assets
are also reported and presented as finanicng. They are acknowledged as a revenue in

1 5 Kostova, N. Accounting and tax treatment of financing given for acquiring long-term material assets.
Magazine „Economist’s manual”, issue. 9, 2009.

1 6 Exceptional are cases that are reported as a reserve because of a normative act (AS 20, item. 3.5).
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the current period, proportionally to the calculated depreciation of the assets acquired
from the financing.

According to their lawful characteristics, the donations linked with revenues
are conditional (financing of the current ativity) or unconditional. Therefore, unconditional
donations need to be reported and acknowledged as current revenues in the time of
receiving them, whereas they are marked in the Profit and Loss Account as revenues
from financing. The donations bound with revenues which are received under certain
conditions are financing for the current activity.

Depending on the authorities and the information necessity, the gratuitous means
received in enterprises can be classified for the goals of current account reporting and
on the ground of many other criteria: according to their trends of objectives, according
to programs and so on.

Another source of gratuitous means in enterprises is remitted and remised taxes.
In compliance with the regulations of AS20, the remised corporate tax and the decreased
corporate tax in the meaning of ACIT (Act for corporate income tax) need to be
reported and presented in the accounting balance sheet as a reserve. In this case,
exceptionally, the capital approach of reporting is applied since in its nature remised
taxes are actually “sums made in running the activity and owed to the state that
remain in the enterprise under meeting certain conditions”  17. Because of the fact that
their source is the realized financial result, it is logical and acceptable for the remised
corporate taxes to be noted in the increased own capital of the enterprise. The donations
linked with remised taxes, different from the corporate tax, are acknowledged as
current revenues in the periods of time when making the costs for meeting the conditions
for the donation18 (an income approach for reporting is applied).

 Second in importance is the issue about noting the donations in the financial
statements of the enterprise. In practice there is a considerable difference depending
on whether the receiving enterprise applies the International standards for financial
reporting or the National standards for financial statements for small and medium-size
enterprises. A specific requirement in the currently active AS1 “Presenting financial
reports” is that the assets, liabilities and the own capital to be recorded in the accounting
balance sheet in their balance value (reported value lowered by its corrective), whereas
the assets and liabilities, respectively the profits and losses, are not compensated.

In compliance with the regulations of IAS20 there are alternative approaches to
presenting donations that concern depreciated assets in financial statements. In the
first case the donation is noted as revenues for future periods that are acknowledged
on system ground (the size of the accrued depreciation) during the whole lifecycle of
the asset when it is being depreciated (simultaneously there are reported revenues
from financing and the complete sum of costs for depreciation for the particular period
of time). In the second approach the received financing is deducted from the reported
value of the respective long-term asset and it is presented in the Statement for financial

1 7 See Pancheva, St. Organisational and managerial opportunities of the reporting process in non-profit
enterprises. Svishtov, Academy of Economics «D. A. Tsenov», 2009, p. 49.

1 8 AC 20, v.3, 2.
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condition for the period in compensated balance value. The effect in this approach is
the lowered costs for depreciation, in other words donations are referred to implicitly
in revenues (revenues from financing are not reported and the costs for depreciation
are lower). The effect on the final financial result from applying the two approaches
is the same that is why both are accepted as applicable. We think that the first approach
of noting the donations linked with long-term assets is more acceptable since it gives
the stakeholders the necessary information on the real value of the assets and their
sources (total approach of reporting)19. In applying the second approach cases are
likely to occur when in the Statement for financial condition there will be not presented
assets whose historical value coincides with the size of the donation (compensatory
error occurs). From everything mentioned above we reach the conclusion that the
effect on the property status in the second approach lies in compensating the value as
early as the asset emerges which results into negatives in the period of its useful
lifecycle, when it will be depreciated. I.e. by applying the first approach one provides
a more complete and detailed accounting information about the property and financial
condition of the enterprise in its financial statement which is useful for the stakeholders.

The donations bound with revenues, that require meeting conditions in order to
receive them are actually financing for the current activity. IAS 20 also offers two
alternative approaches for presenting and reporting them. In the first one (total
approach) the received donation is presented as a revenue that is compared to the
respective costs for using it in the Total revenue statement. The second (net) approach
concerns deducting the donation from the sum of the costs made for using the donation.
Applying the first or the second approach will have equal influence on the financial
result. That is why we think that in netting profits and losses one loses information
about the effect of the donation on the profit and loss positions. This, in turn, leads also
to a lack of comparability of information from the financial statements of the enterprises
which apply different approaches for reporting.

The conditional donations received in the enterprises are subject to reverse
reimbursement if the conditions set at the time of receiving them are not met or complied
with. That is why they need to be noted and reported in the liabilities of the accounting
balance sheet of enterprises as financing (respectively revenues for future periods of
time in the Statement for the financial condition), and in specific cases – as reserves.
In compliance with the standards all other donations outside those mentioned above,
need to be reported as current revenues and need to be noted in the Profit and loss
account (Total revenue Statement) for the period.

In references there is raised the issue about how suitable it is to make a
summarizing presentation in the balance sheet of heterogeneous reportable objects
like the revenues for future periods of time and financing, and to what extent classifying
them as liabilities meets the conceptual definitions of these terms20. There are views

1 9 See Pancheva, St. Organisational and managerial opportunities of the reporting process in non-profit
enterprises. Svishtov, Academy of Economics «D. A. Tsenov», library. ’Economic world’2009,

2 0 Pozharevska, R. Particularities in presenting the total effect of operations at a given moment in non-
profit organisations. Magazine “Bulgarian accountant”, issue 22, 2005.
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and arguments supporting the notion that financing need to be classified as liabilities up to
the moment of meeting the conditions they were bound with (Gradev, N.21, Milev, S.). In
the currently active standards liabilities are defined as dues of the enterprise and settling
those will lead to using resources, while revenues are defined as a flow of economic
benefits for the period of time (as a result of acquiring assets or lowering liabilities) which
results into increasing the capital owned by the enterprise, outside the additional means
from the shareholders. I.e. one needs to acknowledge as liabilities only this part of the
revenues for future periods which are expected to lead to leakage of resources. Financing
complies with the definition of liabilities up to the moment of meeting the conditions that
bind them, after which they do not need to be treated as such; they are transformed into
revenues instead. Since financing for the current activity is acknowledged as current revenues
for the period of making also the expenses they compensate, it is only the rescheduled
revenues from financing for long-term assets that are revenues for future periods of time.
It is common practice for the conditions that bind a donation to be met earlier concerning
the useful lifecycle of the assets within which the asset is depreciated. This fact abolishes
the commitment of the enterprise to reimburse the means it has received. Therefore, after
this moment the donation is no longer a liability but is presented as such. We support the
view that in presenting the donations bound to assets most important is how the authorities
judge the existing risks for partial or complete reimbursement of the received means,
whereas” minor risks do not need to lead to acknowledging a liability. In evaluating minor
risks of a likely reimbursing of a donation one could use the rules of IAS37 “Provisions,
contingent liabilities and contingent assets” for disclosing conditional liabilities” 22.

In choosing their accounting policy concerning the report of gratuitous means
enterprises need to accept, first of all, clear criteria for distinguishing between conditional
and unconditional donations they will receive; second (for enterprises that belong to a
group), a united approach for reporting the donations bound with assets and a united
approach for reporting the donations bound to revenues irrespective of their source
and way of receiving.

Conclusion

In recent years, especially after Bulgaria joined the European union, the number
of enterprises that received gratuitous means as part of operational programs increased
considerably. Classifying those means correctly and respectively reporting and disclosing
them in financial statements enable interested users of information (donors, society,
state organs, creditors) to analyze and control how the means granted will be spent. In
this article there is a classification of the means received in enterprises and the
methodology of reporting and acknowledging them in accounting is reviewed. Until
recently the issues about reporting and acknowledging this type of revenues lead to
the necessity of a more thorough and purposeful disclosure in regard to reporting and
acknowledging them.

2 1 Through Pozharevska, R. Ibid.
2 2 Milev, S. On some unsolved issues in reporting governmental donaitons, http://consultbg.weebly.com/

3/post/2012/07/65.html (05.10.2012).
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REPORTING GRATUITOUSLY ACQUIRED FUNDS
IN ECONOMIC ORGANIZATIONS

Assist. Prof. Lyubomira Dimitrova

Abstracts

In the article there is clarified the economic and legal nature of the donations, sponsorship
and financing obtained in the enterprises, since between those there exist clearly delimited
differences, whereas in a purely practical aspect there is generally put a sign of equality
between them. There is made a classification of the received grants, considered is the
methodology of their accounting and disclosure in accordance with the base for the preparation
of financial statements used by the enterprises - the National Financial Reporting Standards
for Small and Medium-sized Enterprises or the International Financial Reporting Standards.

Keywords: grant, donation, financing, sponsorship, income.
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HIDDEN FACTORS OF ENTREPRENEURIAL ACTIVITY
(FOLLOWING THE EXAMPLE OF ORGANIZATIONS

FROM THE INFORMATION TECHNOLOGY INDUSTRY)

Doctoral student Magdalena Parcheva

Introduction

Under conditions of dynamism and uncertainty of the environment, a prerequisite
for competitive advantage and sustainable development is a specific type of behaviour
of the organization called “entrepreneurial activity”. In that sense the concepts of
intrapreneurship and entrepreneurial approach to management acquire special topicality.
In the article we address the ambiguously understood and studied from various
standpoints theoretical as well as practical and applied issue of the entrepreneurial
activity of the organization. The main objectives of the study are focused in two
directions: 1 – presenting different theoretical aspects of the study of entrepreneurial
activity; 2 – empirical study of the hidden factors, which determine the entrepreneurial
activity of the organization.

The main research hypothesis for which there is sought theoretical and empirical
evidence is: in the process of interaction of the internal factors of entrepreneurial
activity and the behaviour of the organization, of essential importance are the
hidden factors. The object of the article is a study of the interdependencies between
the internal factors and the hidden factors of entrepreneurial activity. In view of
the confirmation (rejection) of the hypothesis we are looking for theoretical arguments
in the studies on the issue of the entrepreneurial activity of the organization, conducted
by Bulgarian and foreign scientists. In the empirical aspect we study some relations
and factors in order to test the research hypothesis. The object of study are organizations
from the Information Technology industry in the district of Varna. In order to trace the
dynamics in the development of the major indicators of the IT business in the district
of Varna, there was conducted a survey by the Territorial Statistical Office – Varna,
commissioned by the author.

Methodology of the study

The testing of the research hypothesis is done on the basis of data from an
empirical survey by way of a survey sample of 30 IT organizations1. There are covered
the following domains of IT activity: software; complex product solutions (hardware,
software, system integration, Internet solutions, training and maintenance); network
equipment and hardware; maintenance. As regards the indicator “number of employed”

1 On the approach “survey sample” see Тоdorov, К. Strategichesko upravlenie nа malkite i srednite firmi
– teoria i praktika. V 2. С.: Siela, Sofia, 2001.
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half of the respondent organizations possess personnel of 10-49 employed persons;
26.7% - 1 to 9 employed; 10% - 50 to 249 employed and 13.3% - over 249 employed.
For the gathering of empirical information there are used the following methods: survey
and depth interview. In the survey there have been included the 30 organizations from
the research sample, and the depth interview encompasses 10 of the surveyed
organizations. The respondents are asked questions connected with the behaviour of
the organization, the factors of the internal environment and the change of the main
transmitters of knowledge. The statistical processing is done with the software
application SPSS 19.0. In view of the specific character of the hypothesis there is
used the method ч2 and Pearson’s contingency coefficient. The information from the
in-depth interview is systematized and interpreted in order to test the hypothesis.

Restrictions of the study

- Restrictions, connected with the subject of study. The first restriction is the
isolation of the influence, which the external environment exerts on
entrepreneurial activity as well as the impact of strategic factors. Secondly,
restrictions are imposed by the indicators used for measuring also the
entrepreneurial activity of the internal factors. A restriction is set by the
approach used for searching for hidden factors of entrepreneurial activity.
For the purposes of the article we aim at the change in the main transmitters
of knowledge as a potential source of hidden factors.

- Restrictions, connected with the object of study – in the research sample
there have not been included newly-created organizations as well as
organizations from the area of telecommunications.

Theoretical aspects of the study of the entrepreneurial
activity of the organization

The entrepreneurial activity of the organization can be studied in different aspects.
Analysis of the research in the field allows us to identify individual areas of study of
this phenomenon. In retrospect the earliest research perspective to be recognized is
the study of the entrepreneurial activity as a set of activities in the organization, aimed
at the creation of innovations. In unison with this viewpoint, the entrepreneurial activity
is closely connected with the internal environment, above all with its aspects organization
structure and staff. Within this research area an important position is held by the
concept of intrapreneurship of Pinchot (1985)2. Intrapreneurship is a system, which
speeds up and makes possible the creation of innovations in large organizations by
means of mobilizing and using the entrepreneurial talent of staff members.
Entrepreneurial activities are carried out by the associates or by a group of associates
in the organization. They are stimulated by the top management and are “inspired” by
the so-called “intrapreneur”. According to the author, the intrapreneur is the person,
who takes the initiative and the responsibility to manage and realize a specific innovation
2 Pinchot, G. Intrapreneuring. Why You Don’t have to Leave Corporation to Become Entrepreneur.

Harper&Row Publishers, New York, 1985.
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within the organization. The contribution of intrapreneurs consists in transforming the
new ideas or already functioning prototypes into business, which brings profit. Pinchot
(1985) points out some internal factors needed for the establishment of the intrapreneurial
system. We can summarize his suggestions in the following manner3: 1. Ensuring the
freedom and incentives for the intrapreneur: freedom in selecting the intrapreneurial
project, with which he gets involved; authorization for the decision-making in connection
with the innovation, which he is realizing; possibility to choose the way in which to create
the new product or technology. 2. Tolerance towards the risk, failures and mistakes,
which are an inseparable part of the creation of innovations. 3. Development of
mechanisms for support and management of small experimental projects. 4. Provision
of reserves in the areas of “time”, “earmarked funds”, “personnel resource”,
“information”. 5. Formation of interfunctional teams. 6. Avoidance of the internal rivalry
between staff in the organization. 7. Provision of a suitable system for stimulating staff,
encouraging their entrepreneurial initiative. 8. Awareness of the fact that a large part of
the new, successful ventures begin unexpectedly. In that sense the company should
“seek surprise not in order to eliminate it, but in order to understand it”. 9. Creation of a
system of internal capital – unlimited in time earmarked fund, which can be used by the
intrapreneur for financing the new internal enterprise or for developing the innovation.

Morris and Kuratko discuss the influence of the organizational structure on
entrepreneurial behaviour. The researchers recommend the use of “network” organization
forms, which rely on outsourcing, subcontracting and strategic alliances.4 Entrepreneurial
behaviour is favoured by structures featuring a small number of hierarchical levels,
broad scope of control, decentralization and authorization. The main emphasis is placed
on the ideas which come “from the bottom up”. The priorities are interfunctional interaction,
cooperation and communication between staff from the different hierarchical levels and
functional areas.5 The aspect of staff is in the focus of the study of Ebner, Korunka,
Frank, Lueger.6 The scientists empirically prove that the entrepreneurial behaviour of
the specialists depends on a combination of the following factors: motivation for achieving
results; orientation to innovations; own initiative; social competence; professional
competence; independence acquired in the course of training.7

Another research area understands and studies entrepreneurial activity as a set
of activities on the creation of a business venture and renewal of the organization.
In that respect significant knowledge of entrepreneurial activity provides the model of
corporate entrepreneurship of Guth, Ginsberg (1990)8. The researchers point out

3 Pinchot, G. Op. cit.
4 Morris, M., D. Kuratko. Corporate Entrepreneurship. Entrepreneurial Development within

Organizations. Harcourt College Publishers, Orlando, Florida, 2002.
5 ibid.
6 Ebner, M., Ch. Korunka, H. Frank, M. Lueger. Intrapreneurship in der beruflichen Erstausbildung:

Versuch einer begriflichen klaerung und Operationalisierung. Zeitschrift fuer Personalforschung, Heft
3, 2008, pp. 291-319.

7 ibid.
8 Guth, W., A. Ginsberg. Guest editors’ introduction: Corporate entrepreneurship. Strategic Management

Journal, vol. 11, 1990, pp. 5-15.
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that corporate entrepreneurship includes two kinds of phenomena and processes: 1.
creation of new business within the existing organization; 2. transformation of the
organization by means of renewal of the key idea with which it was created.9 In the
conceptual model the authors cite the viewpoint of Schumpeter on entrepreneurship.10

Guth, Ginsberg write: “the new combinations of resources transform the organization
into something entirely new, quite different from what it was before. This change of
the organization from something old into something altogether new is a reflection of
entrepreneurial behaviour”.11 In the model in the foreground is the connection between
corporate entrepreneurship and the following factors: external environment; values,
beliefs and behaviour of strategic leaders; organizational structure; success – efficiency,
effectiveness and the achievement of satisfaction of the parties concerned.

A contemporary aspect of study is the integration of entrepreneurial activity
and the strategies of the organization. Mintzberg, Ahlstrand, Lampel in a study of
the various theoretical approaches in strategic management point out that the supporters
of the entrepreneurship school view strategy as a perspective, which gives an idea,
sense of direction to the organization.12 Strategic thinking, according to the
entrepreneurship school, represents a process of “seeing”, of discovering the
possibility for developing the business. According to the entrepreneurial school, the
process of creating a strategy is based on the experience and intuition of the manager
of the enterprise. The entrepreneurial strategy is dominated by the active search for
new opportunities for the development of the business, the issues are of secondary
importance. The achievement of growth is the goal of the entrepreneurial organization.
Kuratko, Audretsch express the view that the integration of entrepreneurship into
the strategies stimulates the search for competitive advantages through innovations.13

A promising research area is the study of entrepreneurial activity as a specific
type of behaviour of the organization. To it there belongs the research of Miller
and Covin, Slevin14. According to Miller the behaviour of the organization can be
viewed within the range “non-entrepreneurial – entrepreneurial behaviour”. The
organizations which manifest entrepreneurial activity are involved in the creation of
innovations, undertake risky ventures and are proactive being the first to introduce
innovations on the market with which they challenge the competition15. Covin, Slevin
(1991) study entrepreneurial activity as behaviour of the organization, which features

9 Guth, W., A. Ginsberg. Op. cit.
1 0 Schumpeter, J. A. [1912] 1934. The theory of Economic Development, Cambridge, Mass.: Harvard

university Press.
1 1 Guth, W., A. Ginsberg. Op. cit.
1 2 Mintzberg, H., B. Ahlstrand, J. Lampel. Strategy Safari: a Guided Tour through the Wilds of Strategic

Management. The Free Press, New York, 1998.
1 3 Kuratko, D., D. Audretsch. Strategic Entrepreneurship: Exploring Different Perspectives of an emerging

Concept. Entrepreneurship Theory and practice, 2009 January, pp.1-17.
1 4 Miller, D. The correlates of entrepreneurship in three types of firms. Management Science, vol. 29,

No7, 1983, pp.770-791; Covin, J., D. Slevin. A conceptual model of entrepreneurship as firm behavior.
Entrepreneurship Theory and Practice. No 1 (Fall),1991, pp. 7-26;

1 5 Miller, D. Op. cit.
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innovation, risk and being proactive16. The scholars put forward the proposition that
entrepreneurship can be viewed as an area of strategic position. The organizations
with entrepreneurial position are those, which display certain behavioural models. These
models permeate the entire organization and are the expression of the strategic
philosophy of the top managers for effective management practice. The conceptual
model of Covin, Slevin indicates the factors, which affect the relationship between
entrepreneurial position and success, namely: external environment; strategies; the
internal environment: values and philosophy of the top management, organizational
resources and competencies, organisational culture and structure. In reference to the
conceptual model of Covin, Slevin the scholars Morris, Kuratko write: “the emphasis
here is on the integration of entrepreneurship within the entire enterprise, rather than
viewing it as an isolated activity, entrepreneurial event or behaviour. Thus
entrepreneurship encompasses the essence of what an organization is all about and
how it operates”17.

Hidden factors of entrepreneurial activity

On entrepreneurial activity there exert influence certain factors, which are hidden
– unknown for the managers of the organization. Despite the significant effect of
these factors, they can hardly be observed or measured. Secret engines of
entrepreneurial behaviour are hidden in the change of the main transmitters of
knowledge in the organization.

In retrospect theoretical grounds for this hypothesis are provided by the works
of Hayek. The researcher distinguishes between explicit knowledge (“knowledge
of”) and implicit knowledge (“knowledge how”). Explicit knowledge is possessed
consciously and can be disseminated and kept by the formal institutions. Implicit
knowledge is not acquired deliberately, it is not handed down, expropriated or transferred
and is connected with the informal institutions. According to the researcher implicit
knowledge is a source of entrepreneurial discovery18.

In one of his studies Koev discusses the specific character of the cultural
environment of Bulgarian entrepreneurship and substantiates the proposition that the
cultural environment of the entrepreneur plays the role of the «invisible network»,
which predetermines the success or failure of the entrepreneurial process19. The
researcher presents the transmitters of entrepreneurial culture: «the family», «the civil
society», «the education system», «the company»20. The transmitters convey culture
in an evolutionary plan.

1 6 Covin, J., D. Slevin. Op. cit.
1 7 Morris, M., D. Kuratko. Corporate Entrepreneurship. Entrepreneurial Development within

Organizations. Harcourt College Publishers, Orlando, Florida, 2002.
1 8 Hayek, F. A. Constitution of Liberty, Chicago: University of Chicago Press, 1960. The propositions

and the contribution of Hayek are presented and interpreted in detail in Кoeva, S. Pazarat kato
spontanen red. Prinosat na F. A. Hayek. S: Steno, 2002 and in Кoev, Y. Balgarskoto predpriemachestvo.
Protsesni harakteristiki i epistemologichen analiz. E-Liter, Varna, 2006.

1 9 Кoev, Y. Op. cit.
2 0 Кoev, Y. Op. cit.
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Hidden factors of entrepreneurial activity are the values of the entrepreneur.
The values of Bulgarian entrepreneurs are in the centre of the analysis in Davidkov’s
study21. The researcher concentrates on the views of the entrepreneur on wealth and
the ways of getting rich by studying the relations: “enrichment - success”; “enrichment
– educational level”; “enrichment – preparation for business”; “enrichment –
entrepreneurial qualities”; “enrichment – bravery / determination”; “enrichment –
localization of control”; “enrichment – size of the business”; “enrichment - labour”;
“enrichment – elements of the labour situation”; “enrichment – social justice”;
“enrichment – assessment of the conditions for business”; “enrichment – attitude
towards the state”22.

Within the organization as transmitters of knowledge there can be viewed the
managers, specialists, values, traditions and the standards of behaviour. Their
manifestation and dynamic change affect entrepreneurial activity.

Entrepreneurial activity of the organization – an empirical study

The subject of research interest is the empirical study of entrepreneurial activity
of the organizations from the Information Technology industry in the district of Varna.
Statistical data on the district of Varna outlines a trend of increase in the number of
organizations from the technological sub-sectors, as well as growth in some of the
major indicators (Table 1).

Table 1

Dynamics of the main economic indicators of IT business in the district
of Varna for the period 2008-201023

2 1 Давидков, Ц. България и предприемачите. С: УИ „Св. Климент Охридски”, С., 2005.
2 2 Ibid.
2 3 A study by the NSI, Territorial Statistical Office – Varna, commissioned by the author.

Indicators / Activities 2008 2009 2010

Activities in the area of Information Technology

Enterprises - number 263 319 457

Output – thousand levs 48,036 43,737 55,516

Employed persons - number 985 1,152 1,484

TFA – thousand levs 16,983 14,648 19,674

Revenues from the activity – thousand levs 55,489 60,757 65,898

Operating costs – thousand levs 49,892 51,446 55,732

Information services

Enterprises - number 86 101 n.a.

Output – thousand levs 5,308 5,638 n.a.

Employed persons - number 198 195 n.a.
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The organizations from the IT industry in Varna come third in the implementation of
new production technology following the enterprises from the sectors “maritime industry”
and “construction and transport”. According to the indicator “purchase of new machinery
and equipment” the IT business, as well as the branch “sea industry”, come second after
“construction and transport”24. This ranking is an indicator of the reform of the organizations
from the IT industry in Varna. That is confirmed also by the empirical survey entitled
Entrepreneurial Activity of the Organization conducted by us. For the purposes of this
article we view entrepreneurial activity as a specific kind of behaviour of the organization
aimed at product renewal and proactive initiation of change. The results of the survey
reveal the specific character of the behaviour of the respondent organizations (Fig. 1).

Fig. 1. Entrepreneurial activity – manifestations
in the organizations under study

TFA – thousand levs 1,547 2,975 n.a.

Revenues from the activity – thousand levs 5,336 5,798 n.a
Operating costs – thousand levs 3,448 5,116 n.a.

24 Municipality of Varna. 2010. Analysis of the economic structure and growth prospects of the
Municipality of Varna in connection with the development of the credit rating of the municipality.
2010. www.varna.bg
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The majority of the surveyed organizations (43.3%) during the last three years
have introduced between two and three new products on the market, while 26.7%
have achieved renewal with over four new products. The product renewal in the
enterprises under study is in line with the innovative decisions in the IT business. The
trends in IT products are in the direction of cloud technology, social networks,
mobile technology and security25. Characteristic of the segment of corporate software
is the orientation of demand towards the update of already implemented IT solutions
and consolidation of the information environment as well as rise in the demand among
large business for business analysis systems after the model software as service26. A
promising area are outsourcing services.

Interesting specificity of the renewal of organizations is revealed by the factors,
which have contributed to the change in the existing business. The survey data shows
that a major part of the organizations have renewed themselves pursuing a strategy
for growth. To 36.7% the growth strategy was a determining factor for change, whereas
to 23.3% it was a significant factor. This is an indicator of a proactive character in
the initiation of change.

Testing the research hypothesis

The theoretical examination of various studies gives us the reason to conclude
that the entrepreneurial activity of the organization cannot be viewed in isolation from
the factors of the internal environment. In the light of that thesis the focus of our study
is the search for factors of the internal environment of the organization, which match
its behaviour. The statistical processing of the results of the empirical survey has
shown some statistically significant combinations. The manifestation of the
entrepreneurial activity “product renewal” matches the organizational practice of setting
up teams for the creation of a new product (Fig. 2), as well as the personnel factor
“experience of the specialists in working on an entrepreneurship team” (Fig. 3).

2 5 InfoWeek. IT investitsiite prez 2012 g.: Vreme zа golemi promeni. Tarsi sе balans megdu pо-niskite
razhodi и inovatsiite. http://www.infoweek.bg, 16.01.2012.

2 6 Krasteva, N. Obnovyavane i konsolidatstiya  – masova praktika pri razvitieto nа informatsionnata
sred. www.cio.bg, 25.01.2012;  Krasteva, N. Intelligence – кam oblachni varianti i mobilnost. www.cio.bg,
16.11.2011.
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Significance level .000; Pearson’s contingency coefficient 0.676

Fig. 2. Relation “formation of teams – product renewal”

The manifestation of entrepreneurial activity “proactive initiation of changes”
did not show statistically significant connection with the factor “experience of
personnel”. There was found a connection with the organizational – managerial factors.

Significance level .000; Pearson’s contingency coefficient 0.725

Fig. 3. Relation “experience of staff – product renewal”
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Most of the organizations, which have renewed themselves under the influence
of a strategy for growth, carry out planned audits of the quality management system
(Fig. 4).

Significance level .001; Pearson’s contingency coefficient 0.695

Fig. 4. Relation “audit – growth strategy as a factor for change”

The organizational practice “proposal system” combines with the renewal of the
organization as a result of a strategy for growth (Fig. 5).

Significance level .002; Pearson’s contingency coefficient 0.664

Fig. 5. Relation “proposal system – growth strategy as a factor for change”

In accordance with the research hypothesis of certain interest is the question
whether there exist hidden factors determined by the change of the main transmitters
of knowledge in the organization and what their effect on entrepreneurial activity is.
The results of the conducted depth interview showed a clear-cut tendency toward
stability with respect to the indicator “change of the directors of the company”. Six
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of the organizations are currently being run by the directors who held those positions
at the start of the operation. In the remaining organizations there is observed dynamics
in the management. Nonetheless, each one of them has retained in its management
the executives, who had managerial function also at the initial stage of launching the
activity. Similar is the tendency also with respect to the dynamics of personnel. In
seven of the respondents the majority of the specialists, who were involved with the
company at the time of its establishment, are still working in the organization. The
study showed interesting results in respect of values (Fig. 6). The presented gradation
attests to the open character of organizational culture and orientation towards people.
These characteristics have a favourable effect on the entrepreneurial activity of the
organization.

Fig. 6. Values in the organizations under study

A significant issue is the path of change in values for the period from the
establishment of the organization up to the present moment. The information from the
interview outlines two interesting profiles in that respect. A representative of a state-
owned IT organization points out as values at the startup of the business the following:
“stability”, “predictability”, “conservatism”, and as its current values: “growth/
development”, “flexibility”, “team work”. This transition is an expression of the opening
and dynamism and shows the established new culture in that business organization, a
culture of an entrepreneurial nature. The manager of an organization that is an Internet
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provider and developer of software and security systems points out as values at the
startup “the customers’ needs come first”, “flexibility”, “expansion (development)”,
and at the present moment “the customers’ needs come first”, “positive image of the
company”, “united team” and “adaptability”. The data is an indicator of strengthening
the orientation towards the people and the image in the course of the development and
manifestation of the entrepreneurial activity of the respondent organization.

Conclusion

The conducted theoretical and empirical study has confirmed the main research
hypothesis. Against the background of strong manifestation of entrepreneurial activity,
there was found empirically a trend of stability of the main transmitters of knowledge
in the organization – managers and specialists. This specificity of the hidden factors
affects entrepreneurial activity in two areas: (1) staff is identified as the most significant
potential for the organizations under study. In the practical and applied aspect this lays
down as recommended the pursuance of a policy towards human resources, aimed at
retaining staff and encouraging their entrepreneurial talent. The search for variants
for the creation of a system of internal capital would have favourable effect in that
respect. (2) Part of the entrepreneurship culture at the startup and the hidden
knowledge which it brings is also transferred into the currently functioning organization.
This peculiarity may create an advantage to the respondents. An impact on
entrepreneurial activity have the values, which aid the affirmation of entrepreneurial
atmosphere. In dynamic aspect the change in the transmitter of knowledge “values”
reflects on the change in the entrepreneurial activity. This causes the need for action
on the part of business organizations in the following directions: striving towards
preservation of the entrepreneurial spirit characteristic of the period of the business
startup; attracting personnel with entrepreneurial personal qualities and skills;
demonstration of willingness to break the established routines in the organization.

The conducted study is a step in the direction of studying the role of the hidden
factors for the formation of entrepreneurial activity of the organization. This problem
has been insufficiently investigated theoretically and presents a promising area for
research.

HIDDEN FACTORS OF ENTREPRENEURIAL ACTIVITY
(FOLLOWING THE EXAMPLE OF ORGANIZATIONS

FROM THE INFORMATION TECHNOLOGY INDUSTRY)

Doctoral student Magdalena Parcheva

Abstracts

Under conditions of dynamism and uncertainty of the environment, a prerequisite for the
sustainable development of the organization is a specific kind of behaviour, referred to as
“entrepreneurial activity”. The object of the article is a study of the interdependences between
the internal factors and the hidden factors of entrepreneurial activity. There are presented the
theoretical arguments in support of the following hypothesis: in the process of interaction of
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the internal factors of entrepreneurial activity and the behaviour of the organization, of
significant importance are the hidden factors. Empirically the hypothesis has been confirmed
on the basis of data obtained from a study among organizations from the IT industry of the
district of Varna.

Keywords: entrepreneurial activity of the organization; internal entrepreneurship;
hidden factors of entrepreneurial activity; IT business.
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