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INTRODUCTION

The European Union faces the daunting chalenge of emerging from the crisis and putting
economies back on a sustainable growth path. The exit strategy entails restoring sound public
finances, growth-enhancing structural reforms and targeted investments for growth and jobs. For
the latter, the CSF funds' can make an important contribution to sustainable growth, employment
and competitiveness and increase the convergence of less developed Member States and regions
with the rest of the Union.

To ensure that the CSF funds deliver long-lasting economic and socia impacts, the Commission
has proposed a new approach to the use of the funds in its proposal for the 2014-2020
Multiannual Financial Framework?. Strong alignment with policy priorities of the Europe
2020 agenda, macroeconomic and ex-ante conditionality, thematic concentration and
performance incentives are expected to result in more effective spending. It is an approach that
underlines the need for strong prioritisation and results and away from a culture of entitlement.
The CSF funds will thus provide an important source of public investment and serve as a catalyst
for growth and jobs by leveraging physical and human capital investment while they serve as an
effective means to support the implementation of the Country Specific Recommendations
issued in the context of the European Semester. This approach is in line with the European
Council's call of 29 June 2012 regarding the use of the Union's budget®.

CSF Funds should aim at jointly fostering competitiveness and convergence, by setting the
right country-specific investment priorities. A general refocus of spending towards research and
innovation, support to SMEs, quality education and training, inclusive labour markets fostering
quality employment and social cohesion, delivering the highest productivity gains,
mainstreaming of climate change objectives and shifting to a resource-efficient low carbon
economy is necessary. In order to do so, planning and implementation of CSF funds have to
break through artificial bureaucratic boundaries in the next programming period and develop a
strong integrated approach for mobilizing synergies and achieving optimal impact both within
countries and across borders. The Europe 2020 objectives must be mainstreamed across the
different CSF Funds, each of them bringing their contribution to smart, sustainable and inclusive
growth. Moreover, CSF Funds have a key role to play in supporting financial instruments that
can leverage private investment and thus multiply the effects of public finance. In short, we
need a carefully targeted and results oriented use of CSF funds that maximises their combined
impact.

The purpose of this position paper is to set out the framework for dialogue between the
Commission services and Bulgaria on the preparation of the Partnership Agreement and
Programmes which will start in autumn 2012. The paper sets out the key country specific
challenges and presents the Commission Services preliminary views on the main funding
priorities in Bulgaria for growth enhancing public expenditure. It calls for optimizing the use of
CSF Funds by establishing a strong link to productivity and competitiveness enhancing reforms,
leveraging private resources and boosting potential high growth sectors, while emphasizing the
need to preserve solidarity within the Union and ensuring the sustainable use of natural resources
for future generations. There is aso a need to concentrate future EU spending on priority areas
to maximise the results to be obtained, rather than spreading funding too thinly. EU funding
should also be used to fund EU level priorities and to ensure that Bulgaria can draw full benefits
from its EU membership. Therefore the Commission proposes to group and limit EU funding to

! The EU funds covered by the Common Strategic Framework (CSF), i.e. the European Regional Development Fund
(ERDF), the European Socia Fund (ESF), the Cohesion Fund (CF), the European Agricultural Fund for Rural
Development (EAFRD) and the European Maritime and Fisheries Fund (EMFF)

2 COM (2011) 500 final, COM (2011) 398 final and COM (2012) 388 final.

% Conclusions of the European Council of 29" June 2012 (EUCO 76/12),
http://www.consilium.europa.eu/uedocs/cms_data/docs/pressdata/en/ec/131388.pdf
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the key challenges outlined in this position paper. Nationa public spending can not only be used
to co-finance but also to finance investments which are complementary and linked to EU funded
projectsin particular at regional and local level.

The starting point of the Commission’s considerations are the assessment of Bulgaria s progress
towards its Europe 2020 targets in its Staff Working Document on the 2012 National Reform
Programme and Convergence Programme®, underpinned by the country-specific
recommendations addressed by the Council last 6 July 2012, and country-specific development
challenges. The position paper takes account of the lessons learnt during the 2007-2013
programming period and the Commission's legidlative proposals for 2014-2020.

In a context of fiscal discipline, this position paper encourages Bulgaria to develop and
implement medium-term strategies capable of facing the challenges ahead, notably globalisation,
while helping preserve the European social model. Moreover, it provides for a flexible
framework for Bulgaria and its regions to react and refocus European, national and local
resources on creating growth and employment so that fiscal sustainability and growth-friendly
policies go hand-in-hand, also dealing with structural and institutional problems in Bulgaria and
its regions and across its national bordersin its territorial and geographical context, including as
per the EU Strategy for the Danube Region (EUSDR), in order to have maximum impact.

Finally it invites Bulgaria and its regions to exploit to the maximum potential synergies between
the CSF Funds and with other sources of EU funding in a strategic and integrated approach.

1. MAIN CHALLENGES

Bulgaria is the least developed EU Member State with a GDP per capita of 45 % of the EU
average. Bulgaria's GDP increased by 1.7 % in 2011, largely driven by strong exports of both
goods and services, and GDP growth is expected to reach 0.5 % in 2012 and 1.9 % in 2013.
Bulgaria has the lowest labour productivity and the highest energy intensity of the EU.
Structurally lower budget revenues and inefficiencies in public spending, notably in the
education and health sectors, could jeopardise long-term sustainability of public finances.

Bulgariais divided into six NUTS2 regions, but it is among the most centralised countries in the
EU with almost no decision-making competences transferred to the regions. Rural areas® show
major disparities with urban areas and are characterised by strong outward migration. In the least
developed regions, where marginalised communities (Roma) tend to concentrate, life expectancy
is shorter and infant mortality higher, although quality of healthcare remains comparatively
similar. While the population of rural areas continues to decline, rapid growth puts pressure on
the infrastructure of Sofia and other urban growth poles. With 72.6 % of the EU-27 average
(2008), GDP per head is highest in the capital city region of Yugozapaden (South West), with
that region also showing the highest growth rate. The Severozapaden (Northwestern) region is
the EU's poorest region with a GDP per capita of just 27 % of the EU average (Eurostat 2009).
The Severen Tsentralen (North-Central) region has been ranked the EU's second poorest with
29 %, together with Romania's North East. The South-Central and North-eastern regions are the
fourth and fifth poorest respectively. The economic underperformance of individual regions also
reflects weaknesses in the areas of education, employment, and R&I investment. The poorly
educated regiona workforce causes low labour productivity and, due to the high share of low
value-added sectors, the poorest regions are most vulnerable to competition from emerging
€conomies.

Relevant documents are available on Europe2020 website: http://ec.europa.eu/europe2020/making-it-
happen/country-specific-recommendations/index_en.htm

231 of the 264 municipalities are classified as rural under the national definition, representing 81 % of Bulgarian
territory and some 40 % of the population



Structural bottlenecks in several areas — such as skill mismatches in the labour market,
particularly in relation to new technologies, and the continuous decline in the working-age
population — continue to hamper the prospects for long-term sustainable growth. A sustainable
path to economic growth also requires the proper management of natural resources. Public
services continue to be marked by low efficiency and quality, due to limited progress in
administrative and judicial reform. Ineffective oversight by the regulatory and supervisory
authorities risks encouraging non-competitive behaviour. The World Economic Forum
considered corruption to be the main obstacle for foreign investors to do businessin Bulgaria. To
increase tax revenues and address the shadow economy, tax compliance needs to improve and
the cost of tax compliance and collection needs to be reduced. Lack of administrative capacity in
local authorities in general, and in the road, rail, water, healthcare, and research and innovation
(R&1) sectors in particular, affects the ability to establish appropriate strategies, implement
programmes and deliver high-quality projects and thus the ability to absorb EU Funds.

Thisis reflected in the country specific recommendations (CSRs), adopted by the Council on 10
July 2012, which address issues related to the labour market, social inclusion, quality of
education, innovation-friendly business environment, energy efficiency, infrastructure
investment, and administrative capacity building.

Europe 2020 headline tar gets Current situation in | National 2020 tar get

Bulgaria in the NRP
5 , . .
3% of EU's GDP to be invested in research and 0.6 % 1.5%
development
-12% (2020 projected | o004

20% greenhouse gas (GHG) emissions reduction
compared to 1990°

emissions’ compared
to 2005)

+11% (2010
emissions compared
to 2005)

(national binding
target for non-ETS
sectors compared to
2005)

20% of energy from renewables 13.8 % (2010) 16 %
_ 10 _

20% increase in energy efficiency 17.4 Mtoe® (2010)° 3.20 Ml\/tlct)ge 158
75% of the population aged 20-64 employed 63.9 % (2011) 76 %
Reducing early school leaving to lessthan 10% 12.8 % (2011) 11 %

5 - : .
At I_east 40% of SQ 34 years old completing tertiary or 27.3 % (2011) 36 %
equivalent education
Reducing the number of people at risk of poverty or
exclusion by at least 20 million in the EU (compared with 67 000 260000

2008 levels)

Therefore Bulgaria's most pressing challenges are related to the labour

mar ket

participation, innovation-friendly business environment, infrastructure development,
resour ce efficiency, and capacity of the public administration, which are interrel ated.

®30% if the conditions are right

" Based on existing measures, Commission report Progress towards achieving the Kyoto Objectives (2012)

8 Million tonnes of oil equivalent
° Gross consumption of primary energy minus non-energy uses

19 The figure of 3.2 Mtoe was communicated in the most recent Bulgarian NRP. However, the second National
Energy Efficiency Action Plan indicates 5.8 Mtoe of expected primary energy savings (bringing the level of

primary energy consumption to 15.8 Mtoe).




Low labour market participation

In recent years, Bulgaria has experienced arapid decrease of its employment rate. The crisis has
had a particularly strong incidence on low-skilled workers and has raised youth unemployment.
Bulgaria has the highest share of young people who are neither in education nor in employment:
22.6 % (EU average 12.9%)™. Since 2009, the increase in long-term unemployment has been
significantly faster than in the rest of EU. Public employment services on activation, job search,
matching and retraining are still of relatively low quality. To enable and encourage people to
work longer, reforms in the pension system need to be underpinned by policies ensuring the
effective integration of older workers in the labour market. The labour market situation of Roma
is particularly noteworthy — above 50% unemployment rate.

The situation on the labour market will not be improved in the long-term without addressing the
bottlenecks of the education system. The proportion of students leaving the education system
early has stabilised the very high rate of low achievers suggests that there are considerable
structural obstacles in the way of ensuring quality education™. Improvement of technical skills
and entrepreneurship education at all stages should support the self-employment capacity of the
labour force. The low educational achievements are linked to an education provision that is still
poor, lack of incentives for better performance of teachers, curricula in need of modernisation
including professional training and prospects for employment chances or enterprise creation
option, a poor national assessment system and insufficient accountability. Moreover, university
education provides limited research and innovation opportunities with market replication
potential even though it aspires to provide higher quality courses that are more relevant to the
labour market, with the help of more economically sound financing mechanisms.

The share of population living at risk-of-poverty or exclusion in rural and urban areasis still very
high. With 41.6 % Bulgarians are at greater risk of poverty or social exclusion than citizens of
other EU countries (EU average 23.4 %). Elderly, children, Roma and people with disabilities
are the groups most affected. Furthermore, socia transfers in Bulgaria do the least in the EU to
reduce poverty which remains a continuous challenge.

The Bulgarian health care system is not providing the right combination of services. The
financing system of the National Health Insurance Fund also does not create incentives for
efficiency in service provision, with no real competition between hospitals existing.

Weak competitiveness of business and unattractive research and innovation system

Bulgarian enterprises are ranked 71 out of 139 countries' when it comes to productivity, 95 with
regard to business sophistication and innovation. Labour productivity is especialy low in rural
areas, being half that of urban areas. Although decreasing, the relative share of agriculture and
forestry in the gross value-added (GVA) is at 5.3 %, above the EU average (1.7 %) and
agricultural employment in Bulgaria is 19.9 % (EU-27 average 5.3 %, 2011). With some 87 %
(2007) of agricultural holdings in Bulgaria less than 2 hectares (c.f. 48 % in the EU-27), despite
the significant restructuring currently underway, the sector is characterised by ageing work force,
and pressing need to improve competitiveness and entrepreneurial skills. Total employment in
the fish catching sector was 1 732 jobs (2009). Micro and small-to-medium enterprises form
99.8 % of al enterprises, providing 61.9% of GVA demonstrating a slight increase compared to
2011 (0.2 % large enterprises, representing 38,1 % of the economy), which makes them a
major source of job creation with 75.7% of all private sector employment. They are mostly
active in low-productivity sectors such as commerce, construction and tourism but have

" Eurostat, 2011 data

12 According to PISA 2009 results, Bulgaria has the highest share of low achievers in reading (41%) and
in mathematics and science (47.1 %) in the EU.

13 2010-11 Competitiveness Index.

' SBA Fact Sheet, BULGARIA, 2012.



difficulties in adapting to changes in the global economic environment and to seize resource- and
energy-efficiency challenges to be turned into growth and job creation opportunities.

Important factors hindering innovation and productivity and thus frustrating competitiveness
and growth opportunities of SMEs in Bulgaria are the excessive energy intensity of
production, ‘red tape’ at local and national level™, the small size of the Bulgarian and the low
level of SME internationalisation’®, and the difficult access to finance as a consequence of the
substantial slowdown in bank lending. Whilst the overal situation of access to finance in
Bulgaria is better than the EU average'’, investments in seed capital and support for early start-
up and innovative companies are one of the lowest in the EU2,

R& | expenditure in Bulgaria is very low and of poor quality, with private sector participation
being very limited. Therefore, Bulgaria is encouraged to continue working towards attaining its
national targets. Furthermore, coordination of, and consensus on, the R&| strategy™® amongst
different national and regional institutions, as well as with the private sector and other key R&|
actors is absent. The innovation support system in Bulgaria is also characterised by low quality
and effectiveness, funding being allocated on a non-competitive, non-transparent way. The
Bulgarian participation in the Framework Programmes is rather low.?

Lack of reformsin education and science prevent a move towards an innovation-oriented system.
There are many universities, research institutes and institutes of the Bulgarian Academy of
Science, but most show low performance in terms of high-quality scientific publications or
patents, especially in new technologies. With 0.4 % of total employment, the share of R&D
personnel islow (EU average 1 %), as salary levels and outdated research infrastructures fail to
attract researchers from abroad®, leading to a'brain drain' and ageing R& D staff.

Underdeveloped infrastructure endowment

National and Trans European Transport Network (TEN-T) infrastructures are not well connected
or insufficiently rehabilitated and maintained. International accessibility of the TEN-T core
network in Bulgaria is low, including rail, road, inland waterways and maritime transport, and
connections between growth poles and peripheral regions insufficient. The railway and urban
public transport infrastructures are in a poor technical condition. Despite the availability of
EU Funds, the inefficient organisation of the transport sectors has been primarily to blame for
the delays in implementing cohesion policy. With the exception of Sofia Metropolitan, project
beneficiaries have displayed a chronic lack of administrative capacity in preparing project
tenders and managing projects, exacerbated by frequent staff reshuffles and political influence.

In Bulgaria the fixed and wireless broadband penetration and coverage is low and the take-up

by households and businesses insufficient, in particular in the rural areas® Internet and
information and communication technologies (ICT) usage by the population, including by

1> Commission Staff Working Document (COM (2010) 614).

1° For example, only 6 % of SMEs had export activitiesin 2011.

7 SBA Fact Sheet for Bulgaria (2012), EU Competitiveness report for Bulgaria.

18 Bulgaria has been recorded as the country with the largest increase in unsuccessful loan applications (from 3% in

2007 to 36 % in 2010): EUROSTAT n° 144/2011 — 3 October 2011.

9| aw on Scientific Research Promotion, the draft National Strategy for Scientific Research for the Period 2009-
2019, the National Innovation Strategy, the Regional Plans for Development, the Regional Innovation Strategies,
the Law on Higher Education, the Law for the Bulgarian Academy of Sciences, and the Strategy for Encouraging
Investment in Bulgaria 2005-2010.

A ccording to DG Research and Innovation, http://cordis.europa.eu/projects’home_en.html

“'ERAWATCH Country reports 2011:Bulgaria, SofiaD. Mineva, R. Stefanov

2 Bulgaria has one of the lowest coverage of broadband (85%, EU average 95.3%) across the EU with rural
coverage scoring the lowest in the EU (33%, EU average 82.5%). Bulgaria has aso the lowest number of
households connected to the internet (33.1%, EU average 70.1%). The number of people with medium/high
internet skill (25.7%) is the fourth lowest in the EU.
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http://cordis.europa.eu/erawatch/index.cfm?fuseaction=policy.documentAjax&uuid=906B983A-000C-38EE-ECEA52FB62548C73
http://cordis.europa.eu/erawatch/index.cfm?fuseaction=policy.documentAjax&uuid=3E423D3B-C08E-023E-A911BC94F0B83C73
http://cordis.europa.eu/erawatch/index.cfm?fuseaction=policy.documentAjax&uuid=DBC55695-ECAC-4971-EE9300276398FD6E
http://cordis.europa.eu/erawatch/index.cfm?fuseaction=policy.documentAjax&uuid=DC759636-BC94-0D86-ACA14397F924BC12
http://cordis.europa.eu/erawatch/index.cfm?fuseaction=policy.documentAjax&uuid=3E51943D-0C4E-A1D3-9917CBF9AEA929C3
http://cordis.europa.eu/erawatch/index.cfm?fuseaction=policy.documentAjax&uuid=3E51943D-0C4E-A1D3-9917CBF9AEA929C3
http://cordis.europa.eu/projects/home_en.html

disadvantaged people, remains far below the EU average; over half of the population (51.2%)
has never used internet and the number of regular internet users is the second lowest (41.6%).
The digital divide remains a problem: there is little integration of disadvantaged social groups
and of the rural population into the digital society. The technical capacity for planning and
implementing ICT investmentsis insufficient.

I nefficient use of energy and resources

The energy intensity of the Bulgarian economy is very high, especially in urban areas, not just
in residential and public buildings, but aso SMEs and large enterprises, which affects its
competitiveness. The energy system faces deficiencies at production, transmission and
distribution levels e.g. ageing electricity distribution grids and heating networks. Bulgaria needs
to implement the EU aquis on energy efficiency but also to put in place mechanisms that tackle
the challenges specific for the country (e.g. multi-apartment blocks with segmented ownership,
budget restricted municipalities, old district heating network, inefficiency industrial processes).

Some of the main challenges for Bulgaria to address, considering the gaps with EU legidlation
acquis and the Accession Treaty, are its obligations concerning urban waste water treatment,
drinking water quality, waste management, air quality in urban areas, and management and
protection of NATURA 2000 sites and High Nature Vaue farming areas. The persisting
deficiencies in the treatment of waste water in Bulgaria, with marked differences between urban
and rural areas, have led to the situation where the country is facing a significant delay in the
implementation of the Urban Waste Water Treatment Directive (UWWT). The management of
waste, including hazardous and non-municipal waste, is inefficient with overuse of landfills and
insufficient waste recycling. Bulgarias rich natural assets need enhanced and more effective
protection and maintenance to preserve the resources of water and soil, preserve ecosystems, and
prevent irreversible loss of biodiversity, incl. via environmentally friendly and sustainable
agricultural models. Bulgaria does not have enough capacity to deal with natural and man-made
disaster risks, such as floods, droughts, forest fires, landslides, coastal erosion, earthquakes and
the effects on the biodiversity. The sustainable and innovative use of marine resources is
important for the further development of the country's blue economy. Prevention of overfishing
will support sustainability of the fisheries sector.

I nsufficient capacity of public administration and judiciary

The low efficiency and quality of public servicesis akey bottleneck to growth, while ineffective
oversight by the regulatory and supervisory authorities could result in failure to tackle non-
competitive behaviour. New legidation introduced in 2011 aims to ensure that the authorities are
better able to monitor public procurement processes and address irregularities, but strong doubts
remain as to whether the authorities’ resources are sufficient to make this legislation effective in
practice. There has been limited progress in strengthening the administrative capacity of local
authorities. A thorough overhaul of sectors, such as road, rail, water, heathcare and R&D is
needed if they are to function in an efficient way. The implementation of e-government has been
delayed many times, but it has been a key priority for the government since 2011. Integrated and
coordinated e-government services are not sufficiently available, including e-hedth, e
procurement and e-justice.?®

Commission reports under the Cooperation and Verification Mechanism continue to emphasise
the low efficiency of the judicial system, its shortcomings in quality and independence and the
ineffective law enforcement related to high-level corruption, fraud and organised crime.

% The use of e-Government services is 15.3% about half of the EU average of 31.5%. E-commerce turnover as
compared to the total sale of enterprisesis the second lowest in the EU (1.8%) against a 13.9% for the EU27.
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2. PRIORITIESFOR FUNDING

The CSF Funds will be one of the most important instruments to tackle the main development
challenges for Bulgaria and to implement the Europe 2020 strategy. Each fund should give
priority, when relevant, to policy areas addressed in the Country-Specific Recommendations and
in the national reform programmes. For rural development and fisheries, priorities for funding
will aso contribute to the Common Agricultural and Common Fisheries Policies. Targeted
funding should harness growth in Bulgaria's blue economy. To this end the intervention from the
CSF Funds needs to be concentrated on a limited number of priorities. Experience shows that
thematic concentration allows for an increase in effectiveness of public interventions by reaching
acritical mass with a real impact on the socio-economic situation of a country and its regions.
Prioritisation is of particular importance in times of fiscal consolidation.

Five complementary and mutually reinforcing funding priorities are proposed hereunder in line
with country-specific challenges®. There is no ranking in the presentation of the funding
priorities. These priorities reflect the importance of funding needs and potential contribution to
sustainable growth and jobs and are the priorities the Commission would like to co-finance in
Bulgaria for the next programming period 2014-20. Sufficient flexibility is built into the new
programming architecture to respond to new challenges and unexpected events, which allow for
reprogramming on justified grounds.

2.1 Increasing labour market participation through improved employment, social
inclusion and education policies

Employment, education and social inclusion should remain core concerns for Bulgaria. CSF
Funds should contribute to job-rich growth and their impact in terms of employment, improved
quality of education and poverty reduction should be maximized. This calls for stepping up
efforts to concentrate investments in employment, education, vocational and entrepreneurship
training, and social incluson thematic objectives in line with the 2012 Country Specific
Recommendations. The relative share of CSF Funds' investment should at least be equal in
comparison to the programming period 2007-2013. Reduction of poverty remains aso a very
important priority for Bulgaria and a sizeable part of available resources should be dedicated to
promote active inclusion.

I ncreasing employment rates of young and older people, disadvantaged groups, and long-term
unemployed

Integration of the most vulnerable groups on the labour market: youth, older persons,
disadvantaged groups, such as Roma and people at risk of social exclusion should be the focus of
investmentsin the field of employment.

Young people face particular chalenges: a deteriorating situation on the labour market and
concerns about quality of jobs. Therefore, a particular priority should be placed on decreasing
the very high rate of young people not in employment, education or training. This calls for
investments in more individualised active labour market measures, including in increased access
to quality apprenticeships and internships, possibly in the framework of a "youth guarantee
scheme."® Increasing attractiveness of workforce and facilitating of localising of KIS
(knowledge intensive sectors) and preventing potential leakage of investment from EU should be
designed to offer job opportunities for trained workforce.

2 The thematic objectives in the proposed regulations and their link to the funding areas are outlined in Annex 1.
% E.g. by establishing schemes offering further education, training or activation measures to every young person not
in employment, education or training, within 4 months of leaving school.



With a view to the increasing retirement age, Bulgaria should allocate adequate funds to support
active and healthy aging measures aimed at increasing employment rates of older workers and
enhancing their employability, as well as transfer of competences, skills and mentoring and
improvement of work place innovation.

The CSF Funds should support diversification into non-agricultural and non-fisheries activities
in areas affected by the restructuring of the agricultural and fisheries sectors, creating new
sources of employment. CSF Funds should provide for investments in skills required in high
technologies and ICT sectors, the green economy, the white sector, and the sector of personal
services, processing industry with higher value-added of labour.

I mproving the quality of education

Concentration of CSF Funds' investments in education should be enhanced in the next financial
perspective in order to increase their impact on employability. Investments should concentrate on
reducing early school leaving (with a special focus on Roma), providing technical and business
skills, promoting effective access to good-quality and non-segregated early-childhood, primary
and secondary education and enhancing the quality, efficiency and openness of tertiary
education. CSF funds should help improve quality of education by modernising curricula,
training and professional development of teachers and higher education staff, increased use of
ICT, entrepreneurship training, and introduction of quality assurance and monitoring systems.
Modernisation of education and training will aso require significant investments in
infrastructure. CSF Funds should also enhance their actions to the benefit of life-long learning
(LLL), ensuring especially a greater participation of low-skilled persons and older persons in
LLL. Finally, Funds should help improve the attractiveness of vocational education and training
and overcome the mismatches between education outcomes and the labour market needs giving a
particular attention to the growth-enhancing sectors of the economy.

By promoting effective access to good-quality early-childhood education CSF Funds will not
only improve women employment but also improve the chances for children from disadvantaged
backgrounds to catch up with social and learning skills necessary for their further education.

Promoting social inclusion

Investments should prioritise active inclusion of individuals who for different reasons face arisk
of poverty. Priority should be given to developing targeted and individualised support and
reinforcing measures to help them return to employment.

Enhanced continuous CSF support is needed to further develop the transition from institutional
to community-based care services for children, people with disabilities and mental health
problems and the elderly, including targeted infrastructure investment. To this end, there is a
need to support integrated approaches combining childcare, education, health and parental
support, with a particular focus on the prevention of children's placement in institutional care.

Bulgaria should allocate adequate funds to promote integrated measures eliminating the
segregation of Roma from the labour market, general and vocational education and training,
social services, healthcare and housing.

CSF funds should promote and accelerate implementation of health sector reform by increasing
efficiency in the system, improving quality of services and access to health and social servicesin
order to reduce inequalities among social groups. Investments should promote reorganisation of
the hospital system and developing outpatient and primary care, but also the introduction of the
diagnostic related groups principle with improved medical and costing data collection and
analyses. They should also contribute to removing and preventing accessibility barriers to enable
the integration of people with disabilities in education and the labour market with particular
regard to social economy and social innovation. Fostering local development and improving
relevant small scale infrastructure in rural areas should where relevant also be used proactively
to promote social inclusion and prevent further depopul ation of these areas.
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2.2 Innovation-friendly business environment

The long-term competitiveness of businessesin Bulgaria and their ability to generate sustainable
jobs and thus growth prospects depends on the quality of its innovation system. But creating a
high quality research and innovation system should start with a sound national strategy for
R&I. This funding priority should receive much more support, both in absolute and relative
financia terms in comparison to the programming period 2007-2013, and in particular
significant resources need to be mobilised to achieve the EU2020 target of 1.5% of GDP.

Supporting business development (incl. agro-food, fisheries and aquaculture sectors)

Enhancing competitiveness and sustainability of SMEs, including those operating in rural and
border areas and businesses in the agriculture, food, fisheries and aquaculture sectors, should be
apriority for CFS Funds. To facilitate productivity growth, investments should target actions that
aim to reduce the energy and resource intensity of production and support low-carbon buildings.
Public administrations should become more business-friendly, cutting ‘red tape’ on local and
national level?®, and further streamlining procedures for requesting licences and permits, paying
taxes, etc. At the same time e-governance should be developed with respect to dealings between
SMEs and the business community at large, on the one hand, and state institutions on the other.
Setting up an internationalisation programme will encourage SMEs to expand their business
activities abroad. Competitiveness of the agro-food, fisheries and aquaculture sectors should aso
be strengthened, by providing investments to increase innovation in these sectors, better
integration of primary producers into the food chain and generation renewal. Registration of self-
employed and sole traders, in particular in rural and remote areas, will allow formalising local
€conomies.

Facilitating access to finance and advanced business services for SMEs and start-ups

Given budgetary constraints and credit restrictions due to the substantial slowdown in bank
lending, adequate financial resources should be mobilised targeting SMEs and start-ups, in
economic areas of high potential, innovative products and services, spin-offs and
internationalisation, including in the agro-food, fisheries and maritime sectors. CSF funds should
contribute to further development of financial engineering instruments, complementary to other
EU financia instruments, lending from the EIB and the banking sector, including loans,
guarantees, equity, seed capital, microcredits, etc., banks, venture capital funds, business angels,
etc. In addition to the extensive use of these instruments to support investments in SMEs, they
should also be more widely used for investments in projects that have a demonstrated capacity to
pay back the whole or part of the resources invested, including for promoting integrated urban
development operations and for promoting energy efficiency. Besides financial support to SMEs
and start-ups, it isimportant to develop the business environment in terms of effective and tailor-
made support in particular through advanced business advisory services, such as accessing public
procurement and new markets, devel oping new business models, managing intellectual property,
improving resource and energy efficiency, raising innovation capacity, etc.

Supporting private R&| investment, infrastructures and capacities

In order for the transition into a more innovation-driven, competitive and knowledge-based
economy to succeed, education and science have to be reformed in order to become more
innovation-oriented and market driven. Skills for high-quality jobs in R&| need to be raised to
meet demand. Adequate public resources will have to be mobilised for Bulgaria to qualify as a
'moderate innovator' %, a competitive EU partner. CSF funds will constitute a major source of
financing of R& | support but need to cover the whole innovation cycle from research to market

26 Commission Staff Working Document (COM (2010) 614)
“According to the Innovation Union Scoreboard 2011, Bulgaria is only a "modest innovator":
http://ec.europa.eu/enterprise/policies/innovation/facts-figures-anal ysis/innovation-scoreboard/index_en.htm
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take-up. However, a modern innovation support in Bulgaria needs to be geared towards more
concentrated, competitive, merit-based and transparent funding system.

The CSF Funds should focus their investments on improving the infrastructure and support tools
to enable research centres and businesses to work together, improving the quality and market
orientation of public research and facilitating technology and knowledge transfers, public
procurement of innovation. Bulgarian authorities should facilitate the creation of centres of
competence and excellence, establishing science and technology parks and developing their
human resources.

2.3 Modern infrastructurefor growth and jobs

Investments need to focus on completing infrastructure networks within the framework of a
comprehensive transport master plan. The focus of investments should shift towards more
sustainable and environmental friendly modes of transport along TEN-T in order to help
Bulgariato meet its EU2020 targets related to emissions and energy efficiency.

Developing a high quality, interoperable railway system and multi-modal transport
connections

Bulgaria should facilitate a transition from car-based mobility to high-quality urban transport.
Metropolitan transport systems facilitate commuting to work, both in terms of cost and time.
Multi-modal transport connections between the various modes of transport should be further
developed, notably urban, rail, river and maritime transport.

The railway sector should have financial priority to complete the TEN-T Core Railway Network
and to develop a smart, high quality, interoperable railway system. Compared to 2007-2013 the
balance in investment of CSF Funds in various transport modes should change in favour of
railways.

After the failure to improve the navigability of the Danube River in the programming period
2007-2013, redlisation of this maor project has increased in importance, requiring close
cooperation with Romania.

Expanding access to, and use of, high quality | CT-networks

ICT offer huge potentials for growth, competitiveness and innovation, provided networks, skills
and e-services sectors are developed. ICT actions should therefore be mainstreamed across all
priorities for funding with CSF Funds assistance targeting areas where there is no or insufficient
interest from the private sector e.g. in remote, sparsely populated or rural areas. Investments
should stimulate internet and ICT usage by the population, including by disadvantaged people,
and businesses; ICT skills and digital and data reading literacy need to increase, and the shortage
of highly specialised digital specialists dealt with. Investment in ICT research and 1CT-based
innovation should increase.

2.4 Environment-friendly and resour ce-efficient economy

Promoting a low-carbon economy, energy efficiency and renewable energy sources

Reducing the energy intensity of the economy and raising energy efficiency in businesses, is key
to improving Bulgarian competitiveness as wasting energy increases costs. Efficient use of
energy also in public and private housing will not only reduce energy expenditure but raise the
air quality in urban areas as well.

Investment in renewable energy sources (RES)® and energy efficiency improvements in
services, industry, residential renovation sector, agriculture, fisheries and aquaculture should

8 Asfar as renewable energy support is, concerned this should be in line with the national renewable Energy Action
Plan submitted by the National authorities to the European Commission under the renewable energy Directive.
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therefore be supported, increasing the share of RES in final energy consumption®. In order to
achieve the overal headline target of 16 % of renewable energy, a coherent, stable and
predictable national policy should be developed and implemented.

I nvesting substantially in the water and waste processing sectors

Drinking water quality and the resource management of drinking water (including leakages from
water distribution networks amounting to as much as 54 % on average), must be improved with
targeted investments. Regarding municipal waste water, the 80 agglomerations above 10 000
p.e.* that are currently out of compliance with the UWWT Directive must be urgently brought
into conformity with the acquis, while the significant task of bringing agglomerations to within
the 2 000 and 10 000 p.e. limits must be addressed in a strategic and cost-efficient way.

In the waste sector, support should be provided to fulfil obligations in relation to the acquis and
to reach the 2020 recycling target of 50 % and the objectives in the Resource Efficiency
Roadmap.

Protecting the environment, improving management of natural resources, investing in
adaptation to climate change, addressing specific natural and man-made risks

Bulgaria should raise resource-efficiency through promotion of sustainable land and water
management, including flood prevention, water efficiency, preservation of natural resources (air,
water and soil), biodiversity (including Natura 2000), ensuring climate-change resilience, and
sustainable management of the Black Sea coastal zone. Bulgaria's capacity to deal with natural
and man-made disaster risks needs to be reinforced. It is necessary to be able to adapt to the
current and future impacts of climate change i.e. the risk of floods, droughts, extreme seasonal
temperatures, forest fires, landslides, coastal erosion, etc. The risks posed by earthquakes must
also be addressed.

2.5 Strengthening capacity of public administration, gover nance and judiciary

Strengthening the capacity of public administration and the judiciary and promoting good
governance remain core concerns for Bulgaria. This calls for stepping up efforts to concentrate
CSF investments on institutional capacity-building thematic objective in line with the Country
Specific Recommendations.

Developing an efficient and business-friendly (national and municipal) public administration,
including regulatory agencies and competition authorities

Administrative reform in recent years mainly focused on reducing public-sector staff,
eliminating duplication of some functions and initiating a reform of civil servants’ remuneration,
with limited attempts to remove other sources of inefficiency such as inadequate interna
organisation and management practices, insufficient quality of the policy-making process due to
a lack of regu