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 At the end of the twentieth century the Bulgarian government made steps to create 
necessary conditions for the trading of shares that citizens and privatization funds had 
acquired in the process of mass privatization through changes in the normative base. In 
terms of regulations, all companies subject to mass privatization and privatization funds 
are required to be listed on the Bulgarian Stock Exchange Sofia Plc. As a result, most 
private companies have becomе public companies without going through the "going 
public" process at the will of their shareholders. However, investor protection rules are 
not yet at the required level and in most cases ownership is concentrated. The 
subsequent delisting of companies from the public companies' register before the 
regulation requiring a tender offer, puts a large part of the new shareholders in a 
position not to sell their property. The other companies are starting a quick packet 
consolidation process, where they acquire control and the shares of minority 
shareholders are no longer of interest to them. As a result, the administratively enforced 
listing creates conditions of ownership of more than 2.5 million shareholders, with a 
face value in the range of BGN 2-3 billion, to remain "dormant" i.e. failing to generate 
income for their owners. 
Said administratively enforced listing is the reason for creating a huge, yet inactive 
stock market for the national economy, which has led to ownership concentration, 
creating huge "dormant" shareholders’ property and many uninterested shareholders. 
The consequences are low market liquidity and high ownership concentration – factors 
that will surely put off investors. As such, the national stock market is not useful for the 
Bulgarian economy. All of the above call for consideration of the different aspects of 
the problem in an attempt to resolve it. 
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Introduction 

The good financial system, according to Rousseau and Sylla (2003), has five key 

components, including a well-functioning securities market. The usefulness of the 

financial system and the capital market, respectively, consists in the mobilization of 

capital for companies' projects that contribute to the economic development and 

growth of the national economy. 
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Since 1990 transition economies from Eastern Europe have created stock markets 

to stimulate and sustain long-term growth. Durnev, Li, Mørck and Yeung (2003) find 

that the existence of a financial instruments market is not enough to stimulate rapid 

development. According to them, emerging markets do not increase the quality of 

capital allocation for several reasons, including opportunistic behavior and absolute 

price trends due to noise, liquidity trading, or Keynesian animal spirits (1). These 

defects, according to the authors, arise due to political rent-seeking by persons who 

have no interest in improving the conditions, because in the new ones they would not be 

competitive. The result is weak economic growth and low productivity. 

Bulgaria is also among the transition countries whose governments are trying to 

intervene in the creation of a capital market. In fact, our national capital market has begun 

its existence on two counts. The first was in the early 20th century, in 1907. 21 companies 

were traded there before the Great Depression and 30 before its closure in 1947 (2). The 

second start happened in 1991, after the adoption of the Commerce Act. Initially, the 

securities market and the first companies which offered their shares to investors arose 

spontaneously, without special legislation, solely on the basis of the Commerce Act. 

Hyperinflation from 1996 to 1997 ended the romantic start. The restart was driven by 

state intervention, through a change in the normative base, according to which all 

companies subject to mass privatization become public. Regulated trading in securities 

became a fact only in 1995, after the adoption of the first special legal basis (3). 

As a result of the first wave of mass privatization carried out in 1996-1997, most 

of the adult Bulgarian citizens received free shares from the enterprises they worked 

for, together with 25 000 investment vouchers. These vouchers entitled them to 

participate in the auctions of mass privatization, as well as the possibility to acquire 

shares from the newly established privatization funds. 

The completion of the first wave reveals a number of issues related to the rights 

of the acquired shares. Most of the statutes of companies, now with multiple 

shareholders, do not provide for a free transfer of shares. In addition, there is no built-

in market infrastructure to mediate transactions. 

The solution to these serious problems with the disposal of the securities subject 

to mass privatization, the ruling government at that time saw in the listing of all 

companies whose shares had been acquired through investment vouchers or as unpaid 

as a result of employees' work experience. This also applied to privatization funds. As 

a result, the start-up capital market was fueled by many public issues and millions of 

shareholders – according to most sources, 1080 companies were subject to mass 

privatization, and their shares and shares in privatization funds were already owned 

by more than 2.5 million shareholders. 
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The status of a "public company" is given to companies by changing the already 

abrogated law on securities, stock exchanges and investment companies and they are 

administratively forced to list (4). At this point, several important issues are solved: 

- removing the ban on transfer of the shares and so that they can be freely sold, 

allowing for securities transactions; 

- shareholders are given the opportunity to sell their securities; 

- the stock market is set up and a minimum required infrastructure is created; 

- it is possible not only to sell the securities held but also buy shares from all 

companies traded on the regulated market; 

- privatization funds can transfer their own shares and buy new ones, thereby 

consolidating their holdings. 

The problems solved through the administratively forced listing created the basis 

for active trading of the shares of companies that were subject to mass privatization 

alongside the trading of shares held by the citizens in the privatization funds. 

Meanwhile, conditions for the future serious problems of the Bulgarian capital market 

have set in - low market liquidity, ownership  concentration, huge (but "dead") market 

capitalization, many shareholders who are unable to take care of their property and 

opportunistic behavior. 

The delayed change in the legal framework towards further protection of 

shareholders' rights allowed for some 700 of the 1080 public companies to delist 

without the obligation of a tender offer. Until 2001, the shareholders of these 

companies no longer owned shares they could offer for sale on a regulated market. 

The write-off allowed the management of these companies to prohibit the sale of the 

securities to outsiders, and take advantage of multiple transactions to reduce their 

value. Such are the different forms of capital increase, related party transactions 

without regulatory oversight and sanction at the general meeting, lack of monitoring 

by an institutional investor. This fact also hinders the development of the Bulgarian 

capital market. 

The aforementioned problems are seen as relevant to the Bulgarian capital 

market for several reasons: 

- extremely low market liquidity; 

- high ownership concentration; 

- opportunistic behavior is being registered; 

- the Bulgarian capital market holds little attraction for investors, making its 

contribution to the national economy limited; 

- shareholders of public companies are unable to sell their ownership due to low 

market prices, high transaction costs and lack of demand for securities; 
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- a shareholding of BGN 2-3 billion in face value, owned by over 2.5 million 

citizens, is poorly managed generating no income. 

The outlined problems require analysis and careful evaluation of the 

consequences of the "administratively forced listing" approach and at the same time 

offer solutions. The object of the survey is the Bulgarian capital market, and the 

subject – the complications that creates the administratively forced listing of 

companies from the mass privatization. The aim is to look at the problems and what 

caused them and address the issues raised by the administratively force listing, 

namely high concentration of ownership, low market liquidity and "dormant" share 

ownership, as well as identify the reasons for them and seek possible solutions.  

Set research tasks are as follows: 

-  identify the problems associated with the administratively forced listing and 

the reasons for them; 

- speculate on the state of the Bulgarian capital market in terms of the 

administratively forced listing; 

- find possible solutions to problems. 

The econometric toolbox includes the processing of chronological lines, both 

periodic (stock turnover, gross domestic product, number of public issues, free-float 

of the listed companies, market activity) and instantaneous (market capitalization). 

The methodology of the comparative analysis of aggregated data on Bulgarian and 

many foreign markets is used, with the purpose of arriving at logical conclusions 

about the causes and consequences of the actions taken. 

1. The Administratively Forced Listing Has Led to the Creation 

of a Huge for the Scale of the National Economy but Inactive Stock Market 

Despite the massive write-off of the public companies register, many companies 

do not take or cannot take this step. As a result, Bulgaria ranks among the countries 

with a large number of public issues, especially if this number is considered relative 

to the health of the national economy. 

The current number of publicly traded issues on the Bulgarian capital market is 

409 (Table 1). Despite the steady downward trend, this number is too high. In 

comparison, the German capital market is represented by 450 issues, France's 465, 

and Italy 290. At the same time, Germany's economy accounts for almost 5% of the 

world, France's, over 3%, and of Italy are almost 2.50% due. At the end of 2017, 

Bulgaria accounted for 0.07% of the world's gross product. Luxembourg has a 

measurable gross product as a total, but publicly traded emissions are only 28. 
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Table 1 

Comparative data on gross product, number of public companies 

and market capitalization 

State GDP, mln USD 
number of 
public 

companies 

% 
GDP/world 
GDP 

% number of 
public 

companies/total 

% 
MC/GDP 

Bulgaria 53 238 USD 409 (6)    0.07% 0.95% 14.37 

Czech Republic 195 305 USD 15    0.26% 0.03% 17.36 

Germany 3 477 796 USD 450    4.58% 1.05% 49.34 

Spain 1 237 255 USD 3 110    1.63% 7.23% 56.94 

EU 16 491 323 USD 5 893    21.74% 13.69% 52.44 

France 2 465 454 USD 465    3.25% 1.08% 87.57 

United Kingdom 2 650 850 USD 1 858    3.49% 4.32% 64.63 

Greece 192 691 USD 196    0.25% 0.46% 19.29 

Croatia 50 715 USD 155    0.07% 0.36% 39.79 

Hungary 125 817 USD 41    0.17% 0.10% 17.93 

Ireland 304 819 USD 41    0.40% 0.10% 39.31 

Italy 1 859 384 USD 290    2.45% 0.67% 27.29 

Luxembourg 58 631 USD 28    0.08% 0.07% 103.89 

Monte Negro 4 374 USD 112    0.01% 0.26% 92.65 

Norway 371 075 USD 180    0.49% 0.42% 62.32 

Poland 471 364 USD 861    0.62% 2.00% 29.42 

Portugal 205 184 USD 43    0.27% 0.10% 27.90 

Romania 187 592 USD 86    0.25% 0.20% 7.57 

Russia 1 283 163 USD 230    1.69% 0.53% 48.48 

Slovakia 89 769 USD 67    0.12% 0.16% 4.88 

Slovenia 44 709 USD 35    0.06% 0.08% 11.77 

Turkey 863 712 USD 374    1.14% 0.87% 19.89 

USA 18 624 475 USD 4 336    24.55% 10.07% 146.86 

World 75 871 742 USD 43 039         

Source: World Bank, https://data.worldbank.org. Data for public companies in Bulgaria 
for 2017 are from BSE Sofia Plc, www.bse-sofia.bg. The latest known data for each of the 
parties in the table is used. 
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Comparison with other former socialist countries confirms non-compliance. The 

Czech Republic and Romania produce about four times higher than Bulgaria, but the 

number of public emissions is far lower – 15 for the Czech Republic and 86 for 

Romania. In Slovakia and Slovenia, 67 and 35 issues are traded respectively. 

The number of traded issues on a regulated market does not reveal the whole 

picture. Over the years, many companies have managed to divide their status as a public 

company, but new companies are also emerging. Currently, most of the companies traded 

in the stock market are public following a decision of their shareholders GM, after they 

have met all the regulatory requirements for disclosure. For an alternative market, the 

number of volunteer listings is still less than half. Many new companies are real estate 

investment trusts or receivables investment trusts where IPO is mandatory. 

The review of transactions on the Bulgarian regulated market shows that the 

most liquid companies in the long run are Sopharma, CCB, IHB, Doverie United 

Holding, FIB, Monbat, M + S Hydraulic, Albena, Chimimport, Trace Group Hold, 

BSE Sofia. To these can be added FNIB REIT, Advance Terrafund REIT, Holding 

Varna, Neochim. Seven of the above mentioned companies fall within the 

administratively listed as a result of the mass privatization process. The remaining 

eight are new companies which have voluntarily passed the entire procedure of 

acquiring the status of a public company. The total number of 15 appears to be 

completely normal compared to the number of public companies in Hungary and the 

Czech Republic, as well as the potential of the national economy. 

Fifteen actively traded companies appear to be an adequate number, but they are 

very small as a percentage of the total 409 issues reported. The administratively 

forced listing formed a wide stock market, with a huge market capitalization for the 

size of the national economy. As of May 11, 2018, the value of the indicator is BGN 

23 890 048 578, of which nearly BGN 15 billion is due to the completely illiquid 

companies from the alternative market (5). The capitalization of the companies in the 

main market is just over BGN 9 billion and in the segment "Premium" – about BGN 

2.25 billion. If we add to them the capitalization of the investment trusts segment 

market, the figure will reach around BGN 3 billion for the actively traded companies. 

Table 2 presents data on the share of market capitalization of the gross domestic 

product of Bulgaria and other countries. The comparison of the market capitalization 

with the value of the national gross domestic product (BGN 98 631 000 000 for 2017) 

for Bulgaria leads to the following conclusions: 

-  total market capitalization to GDP of 2017 at the rate of 24.22% places 

Bulgaria close to countries like Greece, Italy, Poland, Portugal and Turkey; such a 

place would be logical for a small but old market economy; 
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-  market capitalization of the main market (relatively liquid companies) to GDP 

is 9.24% and this indicator ranks us close to Romania and Slovenia; these countries 

have a similar history and such a ranking seems logical; 

-  market capitalization of the companies in the Premium segment – 2.28%; 

-  market capitalization of the companies from segment "Premium" and the 

companies from the segment "investment trusts" from the main market – 2.99%; 

-  the above two indicators correspond to the level of Slovakia, which also seems 

a logical place for an emerging stock market. 

Table 2 

Market capitalization data as a share of Gross Domestic Product 

State Latest data % 

Germany 49.34 

Spain 56.94 

EU 52.44 

France 87.57 

Greece 19.29 

Croatia 39.79 

Hungary 17.93 

Ireland 39.31 

Italy 27.30 

Luxembourg 103.89 

Norway 62.32 

Poland 29.42 

Portugal 27.90 

Romania 7.57 

Russia 48.48 

Slovakia 4.88 

Slovenia 11.77 

Turkey 19.89 

United States 146.86 

World average 98.21 

Source: World Bank website, www.worldbank.org 
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The created broad stock market, with numerous public issues and high market 

capitalization, is not liquid. Figure 1 presents the historical development of the value 

of the market activity indicator, calculated as a ratio of the registered turnover of the 

regulated market and the gross product on a quarterly basis. The indicator scores 

higher values between 2006 and 2007, but for the rest of the time, including now, 

values are close to zero. The comparison of several aggregated liquidity indicators 

places Bulgaria ahead of Slovakia, but it achieves this with just 67 public issues and a 

market share of 4.88% of GDP. 

 

 

Source: Own calculations on database from BSE – Sofia Plc. 

Fig. 1. Market Activity Indicator (MA) Values (7) 

 

In summary, the administratively forced listing creates a capital market, which is 

enormous for the size and degree of development of the Bulgarian economy. This 

market is illiquid. Market liquidity influences the effectiveness of price positioning 

against new information (Easley, O'Hara, 1992) as the process is carried out through 

transactions and requires a high volume of trade. The processes of generating returns 

and price responses of new information are constant and not separated from one 

another (Easley, Hvidkjaer, O'Hara, 2002). According to the researchers, the long-

term negative market price deflection from the fundamental value resulting from the 

low market efficiency (itself resulting from low market liquidity) represents a cost 

and a capital loss, so the equity market loses the opportunity to mediate the 

investment projects of the companies. In addition, market liquidity directly 

determines the usefulness of the stock market through the conditions it provides to the 

national economy to grow faster. 
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2. The Administratively Forced Listing Allows the Problem 

of Ownership Concentration 

In the case of ownership concentration, one or more large related shareholders 

hold a significant share of the capital of the public company and the corresponding 

options in that regard to have inside information about the issue that is inaccessible or 

not yet disclosed to the other shareholders with a smaller or insignificant share in the 

capital. These individuals may impose decisions at the general meeting of 

shareholders and on the company's board. Holders of large packages of shares are 

usually majority shareholders, professional or institutional investors who, due to their 

qualifications, contacts, access channels and opportunities for processing, make 

economies of scale in collecting and handling information about the issue. 

Concentration of ownership is defined as a built-in investor protection mechanism in 

an environment of low trust and limited transparency (La Porta, Lopez-de-Silanes, 

Vishny, 1997), which are characteristics of emerging markets where the regulatory 

base for investor protection is not sufficiently effective. 

Ownership concentration is an important factor for the slow development of the 

capital market and its usefulness for the national economy. Majority participation is 

essential because it allows controlling shareholders to expropriate through insider 

trading and / or through related parties transactions (Rösch and Kaserer, 2010). 

Opportunistic behavior is a potential possibility of abuse resulting from the 

concentration of ownership. It manifests itself as decisions that the majority 

shareholders take for their own benefit and to the detriment of the minority 

shareholders. An additional problem stems from the information asymmetry that 

grows with majority interests. It also increases the risk of abuse and because of 

insider trading. A third problem is in fact the unlimited opportunity for related 

transactions. 

The importance of ownership concentration also arises from the content of 

listing rules on highly developed stock markets - usually a minimum free float is 

required to give the company access to a higher segment of the stock market. 

Apart from the opportunistic behavior, the ownership concentration appears to 

be a powerful factor for the low market liquidity, which is a constant problem on the 

Bulgarian stock market. According to Heflin and Shaw (2010), the effect of 

concentrated ownership on the market liquidity is indisputable and negative. Demsetz 

(1968) finds that fragmented share ownership, measured by the number of 

shareholders, is positively correlated with the liquidity of the company's securities. 

Kotar (1997) explores the manifestation of the factor in the public supply of primary 
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or secondary market emissions and concludes that in these cases the concentration of 

ownership leads to an increase in liquidity costs. 

High ownership concentration affects liquidity in several other aspects. Amihud 

and Mendelson (1986) find higher required returns for illiquid stocks. In markets with 

ineffective protection of minority shareholders, the intent of investors to acquire a 

stake in a company with majority ownership is realized at very low asset prices, 

requiring a high return due to both the illiquidity premium and the risk of 

expropriation. As a result, deals with similar issues are freezing, and interest is 

restored in the event of price collapses in an ineffective market. The second aspect is 

related to the capabilities of institutional and portfolio investors to drive acquisitions 

in companies with maladministration or undervalued shares. In some cases these are 

not an option because of the high concentration of ownership. These two channels 

increase market liquidity when the opportunities for high capital gains are available 

but critically lower it in the absence of prospects. Thus, the main instrument for 

capital control of the developed stock markets is not available and this limits both the 

profits (respectively the interest) of the institutional investors and the possibilities for 

effective market sizing of qualitative assets for investment. 

The ownership concentration is not always a negative factor. In well-functioning 

markets, strategic investors do not abuse the insider information they hold because 

their investments are long-term rather than portfolio, and their reputation and business 

are directly related to the company. They also provide additional benefits through 

more efficient management. In cases where the control is held by a large number of 

institutional investors, no one holds a majority share and the spread between the buy-

sell quotations is low, respectively the liquidity increases. Primarily, the positive 

influence is taken into account when the holders are mutual funds, while in the case 

of commercial banks, pension and insurance funds and investment managers the link 

is insignificant (Ginglinger and Hamon, 2004). The explanation is that mutual funds 

are looking for securities with low liquidity costs and are limited by rules set out 

when the fund is set up and their investment strategy is defined. In addition, it was 

found that in the majority companies the efficiency of the management is higher, 

which has a positive effect on the share prices. In this sense, according to Schleifer 

and Vishny (1986), the presence and influence on the management of large 

shareholders mitigate the "principal-agent" conflict and benefit from their 

participation - shared benefits of control of which, naturally all shareholders benefit. 

The opportunistic behavior due to concentrated ownership is a result of the 

regulatory framework of public companies concerning investor protection, but above 

all the enforcement of norms, the work of regulatory and informal institutions, and the 
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effectiveness of financial media. The opportunities of expropriation at a country level 

create the market confidence and fundamentally determine the market liquidity and 

attractiveness of national companies for investors.  

All the above mentioned about the ownership concentration and its presence on 

the Bulgarian stock market is a serious problem. This problem is also formed due to 

the administratively forced listing because the trading of shares on a regulated market 

becomes possible without the adequate regulatory basis allowing the acquisition of a 

majority stake without the requirement for a tender offer to the minority shareholders.  

The process of concentrating ownership of the Bulgarian stock market has been 

a fact for decades. According to Petranov (2000), public companies arise as a result of 

mass privatization and their structure of ownership - spontaneously. The result is 

entirely natural – funds providers are not protected, minority shareholders do not have 

mechanisms to influence the value of their investments and are ready to sell them 

relatively easily (Petranov, 2000). 

In addition to the missing regulatory framework regulating the tender offer for 

majority stake holders, this problem is also created due to the lack of requirement in 

the stock exchange rules for a minimum free-float. New public companies listed due 

to a legal requirement become publicly traded without there being sufficient effective 

protection of minority shareholders. The restrictions on the privatization funds are 

also being dropped after a change in the same law since 1999, resulting in conversion 

to holding companies or investment companies. The stated limitations in Privatization 

Funds Act, precisely in Article 7 ("no one can hold directly or through related persons 

more than 10 percent of the shares of a privatization fund") and in Article 30 ("the 

privatization fund cannot acquire more than 34 percent of the shares of one 

company") (8), that guarantee the conditions for low concentration of ownership after 

the privatization of huge state property, fall due to the abolition of the Privatization 

Funds Act. The dropping of the above limitations, as well as the lack of adequate 

stock exchange rules and the legal requirement for a tender offer, allow the funds to 

exchange shares and become major shareholders in companies that until recently held 

no more than one third of the votes. The way to majority ownership is also open to all 

other investors, including workers and managers' privatization companies. 

The problem of ownership concentration is characteristic of the Bulgarian 

capital market and is among the reasons for both low market liquidity and 

opportunities for opportunistic behavior. Figure 2 presents the relationship between 

aggregated market liquidity indicators (9) and free float, calculated as the average for 

all public companies. Dependence is obvious and logical, as fragmented stock 

ownership is cited by researchers as an important cause of high liquidity. 
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Source: Own calculations on database from BSE – Sofia Plc. 

Fig. 2. Values of turnover level (TR), market activity (MA), 

market capitalization (Rmc), and free float 

Table 3 

Free float Data as of 1.11.2017 

Company 
Majority owned 

shares 
Free-float by 2017 

Industrial Holding Bulgaria Plc 56.26% 43.74% 

CB CCB Plc 75.17% 24.83% 

CB FIB Plc 85.00% 15.00% 

Chimimport Plc 72.96% 27.04% 

Monbat Plc 82.32% 17.68% 

Sopharma Plc 68.11% 31.89% 

Doverie Holding Plc 33.88% 66.12% 

Trace Goup Hold Plc 75.97% 24.03% 

Albena Plc 69.41% 30.59% 

BSE Sofia Plc 50.05% 49.95% 

FNIB REIT 19.54% 80.46% 

Advance Terrafund REIT 42.99% 57.01% 

Holding Varna Plc 64.09% 35.91% 

Neohim Plc 76.30% 23.70% 

M+S Hydraulic Plc 77.39% 22.61% 

average free float   36.70% 

Source: Central Depository, http://www.csd-bg.bg/STATISTIC/FREE _FLOAT 
_2017 1101.pdf 
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In the aspect of free-float, it is interesting to compare the average concentration 

of ownership for the Bulgarian market with the level of concentration for the most 

traded Bulgarian companies. At an average concentration level of 74,40%  in 2017, 

and 25.60% free-float, respectively, for all public companies, the companies listed in 

Table 3 recorded a majority shareholding of almost 63% and an average free float 

about 37%, which is almost 45% higher than the rest of the companies. The extent to 

which the companies under review are liquid is determined by more factors but 

fragmented ownership is explicitly mentioned by researchers as a factor for active 

trading and interest on the part of minority and institutional investors. 

Ownership concentration is a major feature of public companies listed on the 

stock market in Bulgaria. It declines until 2007 - the highest level of the free float 

indicator is 24.73% as of 31 December 2007. Then the trend of decreasing free float 

(respectively increase in the concentration of ownership) starts again - at the end of 

2009, the indicator is 21.82% and the average for 2014 is 16.15% (10). For 2017, 

according to data of BSE Sofia Plc, the free-float is 25, 60%, which is a significant 

increase compared to 2014. However, the average percentage of majority ownership 

in public companies is 74,40%, which is a clear sign of high concentration of 

ownership. 

"The relatively easy release", according to Petranov (2000), is unfortunately 

long-term impossible. While in the first years after the administratively forced listing, 

minority shareholders can very easily, without transaction costs, and at a very low 

price sell their shares, the transaction costs are now more than the value of these 

shares. Firstly, this is due to the fact that majority controlling holdings are already 

formed and there is no need to acquire additional securities. Secondly, the vast 

majority of stockholders do not have valid documents for their shares. Their sale 

requires a depository receipt, and the duplication - costs roughly equal to the value of 

the securities. Thirdly, a large part of the shares are already owned by the heirs of the 

original owners. Partitioned procedures and new depository receipts exceed the value 

of the securities at times. These reasons predetermine the fate of 2,5 million accounts 

in the Central Depository - they will remain frozen and the securities there - with 

rights that will never be exercised. 

In summary, the administratively forced listing, coupled with the late changes in 

regulations protecting the rights of minority shareholders and the missing minimum 

free-float requirements in the stock exchange rules, lead to a high ownership 

concentration. This problem is the cause of low market liquidity and the presence of 

opportunistic behavior. 
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3. The problem of "dormant shares" 

As a result of the administratively forced listing and the subsequent conce-

ntration of ownership, Bulgaria has experienced a particular problem for years, called 

by the market participants "dormant shares". These are securities with a face value of 

around BGN 2-3 billion, owned by nearly 2.5 million shareholders held in personal 

accounts in register A (11). About 60% of these accounts contain 25 shares of a 

former privatization fund, the remaining 50 to 100 shares refer to cases where family 

members transferred their investment vouchers to another relative. Part of the 

accounts also include free shares that employees of state-owned enterprises once 

received on the basis of their work experience in said enterprise. Transfers with 

similar instruments account for less than 0.001% of those registered on a daily basis. 

The real problem of "sleeping" stocks is the fact that they represent 26% of the shares 

of public companies (12) and unknown percentage of the already delisted but quality 

companies such as Solvay Sodi Plc. 

On the basis of the above data, the Central Depository initiated the creation of a 

fund to take over and manage the "dormant" shares and the owners of the stocks to 

receive shares from this fund. The proposal is for the fund to be a public company. 

The initiators point out that such a management scheme operates in Romania through 

Fondul Proprietatea with assets of EUR 3.1 billion and is managed by Franklin 

Templeton Investment Management and since mid-last year is traded on the London 

Stock Exchange. Preliminary calculations show that such a fund in Bulgaria will have 

a market capitalization of between BGN 2 and 3 billion and can be managed by a 

well-known fund manager with solid international experience. 

The first question that arises when reviewing the proposal is related to the right 

to dispose of a property without owner’s permission. The idea of the Central 

Depository is to carry out an official transfer to the fund, but also to allow the original 

shareholders to be able to reverse the original shares if they wish so in the future. 

While the legal basis against such a step is pretty much credible, there is still the 

question why no action has been taken to resolve the problem for more than 20 years. 

The main problem, in fact, stems from the expectation that the future fund will 

become a key shareholder in some companies, mostly former privatization funds, 

which will have an opportunity to influence governance. Even with clearly structured 

ownership of other shareholders, the institutional investor controlling over 5% of a 

public company has many and varied methods to protect its rights as a shareholder. 

First of all, institutional investors are working on a longer investment horizon and 

liquidity costs are not critical to them, and they prefer more aggressive investment. In 
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addition, they have the administrative capacity to demand private or public regulatory 

sanctions in the event of opportunistic behavior in the company. Institutional 

investors often act together and rely on the shareholder support of private individuals 

who otherwise cannot turn the vote into general meetings. 

Some of the opposing opinions are based on another fundamental problem – 

there are different shares in the "dormant" accounts, some are liquid and higher rated, 

others are illiquid, with low market prices. The merger of various securities cannot 

mean the receipt of equivalent shares. An important problem arises from the 

necessary changes in the legal framework to allow such a fund. Relevant legal 

principles for protecting property are important. 

Despite the problems surrounding the introduction of the idea of a fund to 

manage "dormant" shares, it is part of the capital market development strategy to 

handle them (13). This strategy prescribes an information campaign to bring owners 

of inactive accounts into the subject and their disposal options, as well as provoke 

action on their part. In addition to an information campaign, the strategy also provides 

for measures to alleviate procedures for disposing of assets acquired in the process of 

mass privatization, as well as transaction costs. A problem in this case will arise from 

investment firms. While the Central Depository's fees may be reduced due to legal 

interference, the services of investment firms are priced on a market basis, and it is 

entirely possible that the final decline in transaction costs is not significant. 

The problem of "sleeping" or “dormant” shares is actually a problem caused by 

uninterested owners. The version of mass privatization carried out in Bulgaria, 

resulted in 2.5 million shareholders who do not know this and at the same time do not 

have the skills to manage their ownership. The property valued at face value of BGN 

2 to 3 billion represents two to three percent of the gross product of the country, 

probably more if estimated at market price of the assets. In fact, the poorest country in 

the European Union allows itself not to be interested in property of a similar size, 

which surely is not an intelligent investment solution. 

According to lawyers, the lawful implementation of the idea goes through a lot 

of changes in the normative base and serious changes in its substance. The opinions 

are different, with some of them coming out: 

- Any disposal of shareholding necessarily requires the justification of a serious 

public interest. It is only then that some sort of disposition can be made, but the 

transfer of ownership of these persons must be done for money rather than for shares 

in a mutual or investment fund. This means that "dormant" shares can be sold and the 

amounts paid to their owners. The downside of this decision is that stock prices 

depend directly on their good management, which is the goal of the idea of a fund 
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managing “dormant” shares - if they are sold before the chance of professional 

management, their value will be very low; 

- Another idea is the transfer of shares in the accounts of their owners, but in 

private pension funds. In this case, there is no disposition in the first transfer, but it is 

clear that pension funds do not manage single portfolios, but general; 

- Alternative opinion is to go to the legal institute "Keeping a job without 

assignment".  Article 60 of the Law on Obligations and Contracts states that "who 

undertakes the management of a job which he knows to be alien without being in 

charge is obliged to take care of it until the person concerned can take charge of it. He 

has to take care of the job as if he was authorized. His responsibility may be reduced 

in view of the particular circumstances in which he has taken care of other person's 

job. According to Art. 61 of the same law "if the work has been undertaken 

appropriately and has been well managed in someone’s interest, the person concerned 

is obliged to fulfill the obligations concluded on his behalf to indemnify the manager 

of the work for the personal obligations which he has undertaken and to return the 

necessary and useful expenses plus interest on the day of their spending". 

At present, the "dormant shares" fund is not initiated, no legislative changes are 

discussed and no debates are being dealt with on solving the legal problems. Over 2.5 

million Bulgarian shareholders remain without real opportunities to protect their 

rights due to ignorance and / or high transaction costs, and the national stock market 

persists with low market liquidity and a huge but "sleeping" market capitalization. 

Inactive securities accounts are a problem of citizen involvement in the financial 

system. The financial inclusion of more real-sector companies and citizens alters the 

composition of the financial system through the transactions that take place, the 

customers who use different services, the risk in the markets, the institutions that 

work in the new markets (Hannig and Jansen, 2010). Financial inclusion, according to 

Hannig and Jansen (2010), can be measured by the ability to use financial services 

and products through available formal institutions, potential barriers to using services 

such as the cost and availability of a service point, and through a quality variable - 

compliance of the financial service or product with the customer's need. 

In the aspect of financial inclusion, the Bulgarian financial system does not look 

good. It is not necessary to conduct complex econometric tests to establish that: 

- 2.5 million Bulgarian citizens of about 6 million adults (over 40%) are not 

interested in their own investment assets; 

-  access to investment services is only possible in large cities; 

-  the cost of carrying out securities transactions often exceeds the value of the 

securities; 
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- the owners of the "dormant" shares need an institutional intervention in their 

management, which cannot be implemented under the current conditions in the 

Bulgarian financial system, at least not without a legislative change. 

The conclusion is that the inclusion of Bulgarian citizens in the national 

financial system, especially concerning transactions in financial instruments, is 

unsuccessful. In this sense, their non-inclusion changes the composition of this 

system, placing an important part - the capital market - in a situation of unnecessary 

appendix. 

Conclusion 

The problems stemming from the administratively forced listing form a stable 

(more than 20 years) version of the Bulgarian capital market. There are too many 

companies listed, most of which do not engage in significant stock exchange deals, 

respectively their shares are not an attractive investment instrument. "Sleeping", 

“dormant” shares, however, are an asset that works for major shareholders and over-

fragmented ownership allows them to control companies without being required to 

acquire packages at fair market prices. On the other hand, illiquid and poorly 

managed companies are not of interest to institutional investors. Another aspect of the 

problem is the high concentration of ownership. It is also a factor that repels 

institutional investors and makes the national market unattractive, not least creating 

conditions for aggravating the problem of opportunistic behavior. 

Legislation currently in force does not allow most of these companies to delist. 

They are unable to meet the requirements for acquiring enough shares through a 

tender offer, namely due to the inactivity and lack of awareness of their shareholders. 

This problem puts them in one of two possible groups - to bear the costs of the 

required administrative capacity to implement the restrictions and to pay the annual 

fees to the supervisor, the depository institution and the regulated market, or to take 

advantage of its status as a public company through the opportunities provided by the 

non-taxable profits realized through transactions on a regulated market or the 

recognition of transaction losses on the OTC market. While in the former case the 

companies and their shareholders are losing, in the latter the losses are at the expense 

of the revenues in the state budget. 

In any case, according to Barth and Dan Brumbaugh Jr. (1997), market 

participants adapt to the requirements and achieve relative competitive advantages. 

As a result, it is very difficult for financial systems to change. And for the Bulgarian 

stock market, it is certain that in its present version it is not useful for the national 

economy. 
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References 

1. According to Keynes, some of the instability of the markets is due to the 

characteristics of human nature. Often people are optimistic or pessimistic not 

because of objective and mathematically measurable assessments but because of 

subjective optimism or pessimism. 

2. Historical data are available on the website of the Bulgarian Stock Exchange 

Sofia Plc, www.bse-sofia.bg. 

3. The information is from the website of Bulgarian Stock Exchange Sofia Plc, 

www.bse-sofia.bg. 

4. The exact text of the norm is "The companies under paragraph 1 (the 

companies which have been included in the privatization program through investment 

vouchers under Chapter Eight of the Law on the Transformation and Privatization of 

State and Municipal Enterprises and the Companies under the Privatization Funds 

Act) shall be obliged within one month from the entry of this law in force to file a 

standard application for their registration with the Commission (Securities and Stock 

Exchanges)". 

5. BSE Sofia Plc has two markets - the main one for the most liquid companies 

and an alternative for the companies with occasional deals. The Premium segment of 

the main market is the most representative, there are traded the most liquid companies 

with the highest free float. 

6. The number 409 for Bulgaria is from the report for 2017 of BSE Sofia Plc 

and represents the number of registered issues. Data for other countries is for a 

number of public companies and a source of the World Bank database. Data for 

Bulgaria in this database is available for an earlier period. 

7. Only the "market activity" indicator is presented for the maximum period 

from 2001 until the end of 2017 due to the fact that it does not require data on market 

capitalization. The other two aggregated indicators for market liquidity work with the 

market capitalization and data are available from September 2009. Source: Own 

calculations of database by BSE Sofia Plc. 

8. The texts are from the repealed Privatization Funds Act. 

9. The mentioned indicators are:
 GDP

MC
Rmc = , where Rmc is the level of market 

capitalization in terms of GDP, MC - market capitalization, GDP - GDP; 
GDP

TVT
MA= , 

where MA is market activity, TVT - the total value of the stock market transactions, 
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GDP - GDP;
 MC

TVT
TR = , where TR is the turnover ratio, TVT - the total value of the 

transactions, MC – the market capitalization. 

10. The data are provided by BSE Sofia Plc. 

11. Register A of the Central Depository keeps accounts with shares that are not 

administered by investment intermediaries. The execution of any transactions in these 

shares requires their transfer to a client's account in register "B", with an investment 

intermediary. One reason for not doing so is also the existence of transaction costs. 

Since the establishment of the Investor Guarantee Fund, investment firms pay an 

annual fee of 0.1%, separately VAT of 20%, on the market value of client portfolios. 

For illiquid issues, the value of the portfolios is determined on the basis of the net 

asset value and often exceeds the market price. 

12. The data in this paragraph are part of the justification presented by Central 

Depository team when presenting their idea for fund “Dormant Shares”. 

13. Financial Supervision Commission, http://www.fsc.bg/bg/novini/savetat -

za-razvitie-na-kapitaloviya-pazar-odobri-strategiya-za-razvitie-na-balgarskiya-

kapitalov-pazar-8278.html 
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