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EXECUTIVE SUMMARY

The purpose of this report is to investigate the industrial trade networks of Bulgaria for the
manufacturing of machines, parts, tools and mechanical equipment. It was assigned by the marketing
consultancy KommaNet in order to find out why its main client, the Dutch Centre for Promotion of
Imports (CBI), has been unable to make connection with Bulgarian companies and include them in its
industrial trade network. The research aims to help CBI in deciding whether there is a potential for
cooperation between the participants in its Export Coaching Programme ‘Engineering Products’ and

Bulgarian companies.

It becomes clear that after the collapse of the Soviet market, crucial production networks broke down.
The challenge of the reorganisation of the production process and developing a new industrial trade
network placed Bulgaria in an unequal position when exposed to the fierce competition of the
integrated European market. Even though the European Union had a positive effect on the market
orientation and trade, Bulgaria was unable to fully adjust to the competitive environment of Western
Europe and make connections. After the crisis experienced, the output of machines, tools, spare parts
and equipment has been growing, as the demand for engineering products. There are a great number of
manufacturers of the above-mentioned products which are potential clients of CBI. However, the
Soviet legacy has led to lack of knowledge and experience, which has affected the current situation of
the Bulgarian trade and networks. As a result, Bulgarian companies have missed the opportunity of
purchasing supplies from developing countries and their main export target has become neighbouring

countries of Bulgaria.

The paper concludes that there is a potential for cooperation between Bulgarian companies and
exporting clients participating the CBI programme ‘Engineering Products’. The problem of finding
Bulgarian companies that CBI has had can be attributed not to the lack of such, but to their Soviet past
and the difficult reorientation of their production network and trade to the West. Connecting the
exporters of the CBI programme with Bulgarian companies would certainly be of benefit for them in
order to find European buyers and develop their trade. On the other hand, buying supplies from
developing countries would contribute to the cost efficiency and competitiveness of the Bulgarian

manufactured goods.
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CBI is recommended to contact Bulgarian companies and connect them with its exporting clients of
engineering products from developing countries. It is advisable that the exporters start their export
activities to Bulgaria through intermediaries. After they have gained experience and knowledge of the
Bulgarian market, CBI should provide its clients with contact information of manufacturing
companies. They can be found through a variety of sources, such as associations, online databases and
events. In addition, CBI should prepare its clients for export to Bulgaria through the information

provided on market access requirements and Bulgarian business culture.
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1. INTRODUCTION

Most goods go through several production stages which are normally organised by ‘inter-firm
networks’ (Keren & Ofer, 2001, p.6). Both market and centrally planned economies have such
networks, however, organised and functioning in a different way. Along with the collapse of the Soviet
market, there was a breakdown of the Soviet trade network. Thus, Bulgaria was faced with the

challenge of reorienting its trade to the West and creating new trade connections.

On the other hand, The Dutch Centre for Promotion of Imports (CBI) has a vast network of companies.
One of the programmes that CBI is involved in is called ‘Engineering Products’. Some examples of
engineering products are ‘drives and transmissions, handling equipment and systems, tooling, dies and
moulds, hydraulics, electric motors and pneumatics’ (‘The Engineering Products Market in the EU’,
2009, p.2). They are mainly used for the machine building industry, as well as for manufacturing of
parts, tools and equipment. Even though the above-mentioned industries constitute a great share of the
Bulgarian manufacturing and exports, the network does not include Bulgarian manufacturers or

traders.

The purpose of this research is to investigate the industrial trade networks of Bulgaria for the
manufacturing of machines, parts, tools and equipment. It aims to answer the following research

question: Why has CBI been unable to make connection with Bulgarian companies?

The results of the research should answer several specific sub-questions. CBI wants to know how the
transition into market economy has affected the industrial trade networks of Bulgaria. It is also
important for CBI to find out what the impediments to joining CBI and international trade networks in
general are. Lastly, the existence of potential buyers of engineering products, as well as the effects of

cooperation with CBI on Bulgarian trade should be determined.

The research aims to help CBI in deciding whether there is a potential for cooperation between
participants in the programme ‘Engineering Products’ and Bulgarian manufacturers. It should
determine whether CBI should direct its efforts to reach Bulgarian companies and recommend them to

its exporting clients.
Chapter 2 gives an overview of the essence of industrial trade networks. It also explains the difference

between industrial trade networks in a market and a centrally planned economy. Chapter 2.1 introduces

CBL It is followed by an interview with a Senior Consultant of CBI in chapter 2.2, which gives an
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insight into the activities and the trade network of CBI, as well as information on current trends and

developments in trade networks.

Chapters 3 and 4 investigate the historical trade development of Bulgaria. Chapter 3 in particular looks
at the transition into market economy and its effects on industrial networks in Bulgaria. It is followed
by chapter 4 which focuses on the influence that the European Union had on the integration of

Bulgarian companies in Western industrial trade networks.

The next chapter of the paper explores the current situation of Bulgarian trade and trade networks.
General information about the market of machinery, tools and equipment in Bulgaria is presented. This
information is supported by a survey of 38 Bulgarian manufacturers. Useful information about their
production chain and impediments to their inclusion into a Western industrial network could be

derived. In addition, important connection between the current situation and the Soviet past is made.

On the basis of all findings, important conclusions regarding the difficulties of including Bulgarian
companies in the international industrial trade network of CBI is be made and the potential for

cooperation with Bulgaria is determined.

1.1 RESEARCH METHODOLOGY

Two research methods were used in order to investigate the industrial trade networks of Bulgaria for
the manufacturing of machines, parts, tools and equipment and answer the research question- desk and
field research. For the first research method, a variety of sources were used to collect data, such as
databases of governmental and intergovernmental bodies, educational institutions, a library, as well as

search engines. The second research method included an interview and a survey.

1.1.1 DESK RESEARCH

Desk research was necessary in order to obtain general information on trade networks and the past
trade development in Bulgaria. A variety of studies and articles were used. Studies undertaken by the
Bulgarian Ministry of Economy, Energy and Tourism, the World Bank proved to be very useful. In
addition, an article from the Economic Policy in Transitional Economies journal and studies carried
out by different academic institutes and universities, such as the Timbergen Institute and the Institute

of Economics of the Bulgarian Academy of Science were used. Information on how to successfully
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import to Bulgaria was also researched. Websites of industry association, such as The Bulgarian Small
and Medium Enterprises Promotion Agency, Bulgarian Branch Chamber of Machine Building and
Bulgarian Chamber of Commerce and Industry were used in order to create the lists of importers and
manufacturers. The online catalogue of the Bulgarian publisher, El Media and other online databases

were also very useful.

1.1.2 INTERVIEW

An interview of the Senior Consultant for the Dutch Centre for Promotion of Imports (CBI), Peter van
der Sman, was conducted. This was in order to obtain information about CBI and its industrial trade
network. The information provided by Mr. van der Sman was extremely useful and valuable in order to
get an insight into the international trends and developments in trade and the role of industrial

networks in order for Western European companies to be competitive.

1.1.3 SURVEY

In order to find more specific information on the nature of the trade networks of Bulgarian
manufacturers and the impediments to joining the one of CBI, a survey was conducted through sending

a questionnaire to Bulgarian manufacturers.

In order to deliver the questionnaire, the online survey website ‘Survey Monkey’ was utilised. This
method has proven to be the fastest and the most efficient in order to reach the greatest number of
respondents. The questionnaire could only contain a limited number of questions- ten. Thus, the
questions were carefully selected, so that the most useful information is derived. It was sent to 453

manufactures.

1.1.4 SAMPLE

The main sources of information for finding Bulgarian manufacturing companies were the websites of
trade and industry association, as well as online databases. Some examples are the Bulgarian Branch
Chamber of Machine Building, The Bulgarian Small and Medium Enterprises Promotion Agency and

the Bulgarian Chamber of Commerce and Industry.
The main target was manufacturers of machinery, parts, tool and equipment. All companies selected

are export companies and the majority of them supply their raw materials, components technology

from out of Bulgaria.

The School of European Studies -8-



Final Project Silviya Beloshinova

1.1.5 LIMITATIONS

The research has the following limitations:

» Previous research: There has not been significant research dealing directly with the industrial
trade networks in Bulgaria specifically for the production of machines, tools, parts and

equipment.
» Available resources: There is a lack of a single complete source of information about

Bulgarian companies. Some of the contact information of Bulgarian companies provided on

the Internet is not correct.
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2. INDUSTRIAL NETWORKS

2.1 INTRODUCTION

The opening up of markets has provided great opportunities to global trade. It has been enhanced by
the technological advance in communication, transportation and access to information. Those factors
have given rise to development of international trade networks. The networks are built on interrelations
between companies throughout the chain of production, such as suppliers, producers, distributors etc.

(Keren & Ofer, 2001, p.3).

Companies from Western Europe have a long history of international trade dictated by demand. They
have highly developed professional networks for industrial products with little governmental
intervention. The opening of markets has created a highly competitive environment in which traders
cannot survive if they do not add value in the chain. Thus, they are in a continuous search for
‘components from the most appropriate suppliers around the world’ due to pressure to reduce costs,
improve efficiency, innovate and increase competitiveness (Johnson & Whittington, 2008, p.302).

Efficient communication and customer care in this process are prerequisites.

The centrally planned market of the former Soviet Union was organised by networks which differ
completely by nature. Under the communist regime most production units in Eastern European
countries were state owned. Bulgarian producers were highly protected and their supplies, production
and distribution secured. The ties among the agents in the chain of production were long-term and rigid
(Keren & Ofer, 2001, p.5). In the thoroughly planned production process, demand was not considered.
The lack of competition was impeding the improvement of quality, resulting in a small assortment that
did not satisfy customer desires (Keren & Ofer, 2001, p.6). In this situation commercial skills were not

much developed.

After the collapse of the Soviet Union, Bulgaria has been going through a transition to a market
economy. A great part of the transition is the breakdown of the traditional planned network of supply

and trade, and building up a new one. Bulgaria, however, has faced difficulties in this respect.
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2.2 INTERVIEW

2.2.1 INTRODUCTION TO CBI

The personal knowledge and experience of experts in the field of international trade is extremely
valuable and useful in order to get an insight into the CBI network and the role of industrial networks
in general. Therefore, a person working for the Dutch Centre for Promotion of Imports (CBI) was

interviewed.

CBI is an agency of the Dutch Ministry of Foreign Affairs. It has a vast knowledge on markets in
various countries, as well as current trends and developments in different markets and industries.
Moreover, it provides guidance in improving products and processes, and competitiveness for the
European market. With its long experience and export marketing knowledge, CBI is able to provide

information and services on market entry (‘Mission, Competences, Organization’, 2010).

Clients of CBI are European companies who would like to purchase from developing countries. Clients
are also companies from developing countries wishing to export to the European market. Thus, CBI
acts as a matchmaker, connecting potential partners. In order for the companies from developing
countries to meet the European market requirements, ‘export marketing and management support’ is
provided by CBI through ‘Export Coaching Programmes’ (‘Mission, Competences, Organization’,

2010).

2.2.2 RESULTS

An interview with the Senior Consultant for the Dutch Centre for Promotion of Imports, Peter van der
Sman, was conducted. One of the programmes he is involved in is the Export Coaching Programme

‘Engineering Products’.

An Export Coaching Programme involves coaching of industrial companies from developing countries
how to successfully import into the European Union. The first step is an audit of the participating
companies in the programmes by consultants of CBI. In this way their eligibility and export potential is
determined. Then advice is given on what needs to be improved on in order to meet the requirements
of the European market, such as certifications, marketing mix etc. Under the couching of the

consultants, the companies create Export Marketing Plan and the attend seminars in the Netherlands.
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Right after the seminar comes one of the most important steps, according to Mr. van der Sman. This is
the participation in an international exhibition in the particular industry. This is in order for them to

make connections with European companies for possible future partnerships.

The current trends in the trade of industrial products were discussed. He suggests that the role of
companies from developing countries in industrial trade has increased dramatically. Europeans
consume products with high value added. Cost efficiency in the value chain is fundamental in order to
maintain competitiveness. Therefore, Western Europe has made use of imports from countries like
India and China. Cost efficiency is the reason why global outsourcing is increasing due to low labour
costs in those countries. For sophisticated industrial products, labor takes a great part of the value
added. Thus, Europeans are always looking for ways to save money, whether by smart purchasing or

change of operations in order to be competitive on the EU market.

One thing that does not change in industrial purchasing is the personal contact. Due to the importance
of personal contact, an extremely important role of CBI is to connect industrial companies from
developing countries not only with Dutch importers, but also with importers from other European
countries. Many years ago CBI connected industrial companies from developing countries with Dutch
importers only. However, nowadays the situation is different and CBI embraces other countries of the
European Union including some of the new entrants from Eastern Europe. This change is due to
several reasons. Firstly, there is no second governmental agency as CBI in other countries. Also, the
mission of CBI is not that the Netherlands benefit only. Its mission is development cooperation.
Therefore, CBI helps companies from developing countries develop themselves, through trading with

the European Union.

However, this network does not include Bulgaria. Within the CBI export coaching programmes,
business-to-business contacts all over Europe, including Eastern Europe are necessary. CBI would like
to include Bulgarian importers and distributors in their broad network of companies throughout
Europe, however, it lacks information on the situation of industrial trade and networks in Bulgaria.
They are not seen at exhibitions or other international events, which would give them a chance to

create connections, find partners and develop their trade network.
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2.2.2. DISCUSSION

The interview with the Senior Consultant of CBI, Peter van Der Sman, provided very valuable
information regarding CBI and industrial networks in general. On the basis of his insights, several

conclusions can be derived.

The first one is the role of networking, cooperation, partnerships and personal contact for industrial
trade. Due to the long history of trade governed by commercial forces in Western Europe, there is
highly developed professional distribution network for industrial products. This network enables
companies to become cost efficient in the value chain. Thus, Western European companies have been
exploiting the opportunities offered by exporters from developing countries for a long time. They are
able to find suppliers of raw materials and machines with the best price in relation to quality, as well as

customers for their products. This is not the case for Bulgaria and other Eastern countries, however.

The second one is the growing tendency of including developing countries in international trade. The
share of developing countries, such as South Aftrica, China, India, North Africa in EU imports of parts
and components is increasing. This is because they offer high quality, at much lower prices. On the
other hand, their role has increased with the sub-contracting opportunities due to the low labour costs.
Therefore, Bulgaria will have to resort to suppliers from developing countries in the future in order to

maintain competitiveness.

On the basis of the results of the interview, the lack of competitiveness of Bulgarian companies can be
linked to the undeveloped trade network. Machinery producers are pressured nowadays to produce
high quality products which require new technologies. Therefore, Bulgarian producers of machinery,
tools and equipment have to take measures to develop their trade network in order to be able to find the

technology and components from the most appropriate suppliers.

In conclusion, CBI is a governmental agency that has a great knowledge about markets and current
trends. Through its vast network, it makes connection between companies from developing countries
and European ones. This network turns out to be crucial for industrial trade. However, it does not

include Bulgaria, which has contributed to the loss of competitiveness of Bulgarian producers.
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3. TRANSITION INTO MARKET ECONOMY IN BULGARIA

In order to find out the impediments to including Bulgaria in the industrial trade network of CBI,
political and economic changes in the last twenty years are looked at. There is a particular focus on
changes in trade flows and output, which provide useful information in order to make reasonable
conclusions.

Bulgaria is one of the countries from Central and Eastern Europe that experienced a transition from a
central to a market economy during the last two decades. The transition started in 1990-91 for Bulgaria
with opening up of the economy, liberalisation of trade and privatisation of state-owned companies
(Kaminski & Ng, 2006, p.4). The highly protected and secured organisation of production process and
rigid ties among the different agents collapsed. The high dependence on its former market made
Bulgarian producers vulnerable to changes in the environment and a loss of its market (Dobrinsky &
Yaneva, 1997, p.33). Thus, Bulgaria was in a process of a complete reorganisation of its production

while faced with the competition from foreign countries.

The attempts to dismantle the central planning and overcome the deep transformational depression
failed when the central control was restored again (Kaminski & Ng, 2006, p.4). The processes of
application of structural reforms and creation of entrepreneurial conditions faced a lot of impediments
due to weakness of the state. As a result, Bulgaria, together with Romania and Moldova, became the
only former centrally planned countries that went through a second recession since the collapse of the

Soviet Union (Kaminski & Ng, 2006, p.4).

The most fundamental change for Bulgaria was in the geographical orientation of trade, which used to
be mainly directed to the Soviet market. In comparison with other countries, Bulgaria was more
dependent on this market. As it can be seen on Table 1, in 1980s the exports constituted around 80-
85% and the imports- 75% (Dobrinsky & Yaneva, 1997, p.35). Since the collapse of the Soviet market
the trade with this market decreased dramatically- exports made up 20% and imports around 37%
(Dobrinsky & Yaneva, 1997, p. 35). The leading export product of 1980s- machinery lost ground since
the disintegration of the Soviet market. Bulgaria had difficulty reorienting its trade to Western
countries, because of differences in ‘technical and quality standards’ and requirements for products
entering the market (Dobrinsky & Yaneva, 1997, p.36). This factor created a major impediment to
entering the Western market. After the collapse of the Soviet Union, Bulgarian producers lost their

competitiveness, managing to reorient only a small part of their export offer to new markets. Their
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neighbouring Balkan countries became the main target markets for trade cooperation in the new

environment.

Table 1. Geographical orientation of Bulgarian trade

Destination/ Origin 1989 1990 1992 1994
Exports

Former CMEA 84.0 80.5 27.5 20.6
EU 5.5 5.0 294 33.5
EFTA 1.5 1.5 3.7 2.6
Others 8.7 13.0 39.4 43.3
Total 100.0 100.0 100.0

Imports

Former CMEA 75.7 70.4 33.9 37.0
EU 10.3 9.6 31.1 34.1
EFTA 3.9 3.2 6.0 6.2
Others 12.1 10.8 29.0 22.7
Total 100.0 100.0 100.0 100.0

Silviya Beloshinova

Source: Impediments to Exports in Small Transition Economies: The Case of Bulgaria

Due to the loss of the Soviet market, Bulgaria has experienced a shortage of raw materials. This was
caused by a ‘breakdown of complex chains of production’ attributed to the transition from a centrally

planned economy (Moraga & Viaene, 2000, p.2). As a result, there was a dramatic decline in output.

As a consequence of the loss of the Soviet market and the shortage of raw materials, there was a
change in the type and the quality of the export products. Generally, the export of ‘highly processed
goods with relative high technological content’, such as machines and tools decreased dramatically
(Dobrinsky & Yaneva, 1997, p.40). As a result, ‘low technology, labor intensive goods, which are less
processed and have relatively low potential and value-added content’ started dominating Bulgarian

exports’ (Dobrinsky & Yaneva, 1997, p.40).

In conclusion, the transition from central planning to a market economy is a very difficult process,
which leads to political instability, collapse of existing trade systems and reorientation of trade flows.
For Bulgaria this process was even more complex due to the second transitional recession caused by
the restoration of central controls. A great part of a transition is the breakdown of crucial chains of
production due to the collapse of the highly protected and secured production process. As a result of
this breakdown, Bulgaria faced a shortage of raw materials which caused collapse in production,
especially in machines and tools. It becomes clear that developing of a new network was vital for
overcoming the transition and building up export potential. In order to be able to reorient itself to the
Western market, however, creation of state capacity, market conditions and general macro stability

were required.
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4. EUROPEAN UNION INFLUENCE

After the second transformational crisis of 1996-97, Bulgaria showed its first signs of stabilisation,
motivated by potential European Union membership (Building on Trade Integration and Investment
Integration, n.d., p.1). With the new government which came into power in 1997, the Bulgarian
political economy started working towards the development of market orientation. As a result,
Bulgaria was invited to start the EU accession process in 1999 (Building on Trade Integration and

Investment Integration, n.d., p.1).

The process of the preparation for accession into the EU, however, overlapped with the one of
transition from a central to a market economy for Bulgaria, as well as for other countries in Central and
Eastern Europe (Angelov, n.d., p.3). Bulgaria was going through dramatic changes in the economy and
the trade system during the transition. All these had to be combined with the implementation of
structural reforms and adoption of the ‘acquis communautaire’ of the European Union. Furthermore,
producers had to meet the ‘technological, ecological, and other standards’, which necessitated a large
increase in costs and led to further loss of competitiveness (Angelov, n.d., p.3). Thus, with much less
resources, in an unfavorable domestic environment, the development of a functioning market economy

took much longer (Angelov, n.d., p.3).

During the period 2000-03, there was a reorientation of the Bulgarian trade to the European Union
(Kaminski & Ng, 2006, p. 13). The economy opened up to the global market and a competitive export
performance was crucial. However, the export offer was still dominated by low value-added products
(Kaminski & Ng, 2006, p. 14). In addition, the managers of former socialist companies were lacking
commercial skills in an environment in which adoption of market orientation is vital. Thus, due to the
transition and the Soviet legacy, Bulgaria faced numerous barriers to adjusting to the Western market

and benefiting from the Pan-European trade.

On the other hand, due to the restructuring that Bulgaria was going through, there was a need of capital
goods and therefore growth in industrial spending. The imports of machinery and raw materials, such
as engineering products from the European market increased dramatically, ‘from 58 percent in 2000 to
77 percent in 2003’ (Building on Trade Integration and Investment Integration, n.d., p.6). The increase
in imports of capital goods from Pan-European countries was a sign of the beginning of the industrial

restructuring in Bulgaria. It has also contributed to development of export potential and the increase of
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‘competitive pressures on producers’ (Building on Trade Integration and Investment Integration, n.d.,

p.6).

In addition, in this period Bulgaria achieved a great progress in the implementation of the structural
reforms and the conversion to the ‘acquis communautaire’. This considerably enhanced the business
climate, which was crucial for attracting investments and improving trade performance. In 2003
Bulgaria was declared as ‘a fully functioning market economy’ (Building on Trade Integration and
Investment Integration, n.d., p.6). Soon after the accession requirements were met and the chapters of
the ‘acquis communautaire’ closed, Bulgaria joined the European Union in 2007 (Building on Trade

Integration and Investment Integration, n.d., p.6).

The growth within the EU in 2003 boosted the expansion of production and exports to the EU.
Bulgaria’s export offer of machinery and parts has been the main driver of this growth. Their value
increased ‘in 2000-03 by 105 percent (machinery) and 85 percent (parts)’ (Kaminski & Ng, 2006, p.

19). However, low technology and added value activities continue dominating Bulgaria’s exports.

In conclusion, the European Union has had a great contribution to the stabilisation and the
development of market orientation in Bulgaria. Increase in the import of capital goods and raw
materials was a sign of a progress in the industrial restructuring and building up a production capacity.
However, the process of preparation for the accession into the European Union took longer in
comparison to other member states due to the difficulties of the transition. Bulgarian producers faced
pressure to become market-oriented in order to overcome the transitional shock and develop capacity
beyond the low-value added exports. Thus, even though Bulgaria experienced growth, it did not
benefit fully from the integration with the European Union market and the European trade networks.

Successful adjustment to the highly competitive international markets was vital.
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5. CURRENT SITUATION OF THE INDUSTRIAL TRADE AND NETWORKS IN
BULGARIA

5.1 INTRODUCTION

The preparation and the accession into the European Union have resulted in a steady growth of trade.
When it comes to Bulgarian exports, they are dominated by manufacturing products whose share has
been around 90% during the last years (Ministry of Economy, Energy and Tourism, 2010, p.107).
Bulgarian manufacturers have had some success in the exports of spare parts, machinery and
equipment (Ministry of Economy, Energy and Tourism, 2010, p.111). The export products, however,
are low value added, which are very vulnerable to changes in the environment. Some manufacturing
products of medium to high technology emerged after 2002-03 (Kaminski & Ng, 2006, p. 19).
However, the manufacturing does not focus on innovation, rather on obtaining of know-how, new to
the Bulgarian but not to the foreign markets (Ministry of Economy, Energy and Tourism, 2010, p.107).

All those factors have made it very difficult for the Bulgarian companies to be competitive abroad.

Technological upgrading and modernisation are crucial for enhancing the export potential and
competitiveness (Ministry of Economy, Energy and Tourism, 2010, p.109). In this way companies can
develop a sustainable competitive advantage, rely on quality rather than price, and step on the
international stage. Steps are being taken to modernise old processes, products, machines and improve
management, however, the industry is still in ‘a developing stage with a lot of old machines’ (‘The
Engineering Products Market in Bulgaria’, 2009, p.2). The experienced progress in the last few years is
attributed to the increased foreign direct investment in Bulgaria, especially in production facilities in
the machine building. It has been increasing annually by 19% during the last 5 years. A lot of foreign
companies have transferred their production activities to Bulgaria, which presents an opportunity for
developing countries since Bulgaria will have to resort to supplies from developing countries in order

to remain competitive (The Engineering Products Market in the EU, 2009 p.14).

As mentioned above in most cases the products are dependent on imports of raw materials and
components from abroad (Ministry of Economy, Energy and Tourism, 2010, p.107). Thus, the demand
for engineering products has been growing by 40% per year since 2003 (The Engineering Products
Market in Bulgaria, 2009, p.1). Therefore, there are opportunities for imports from the developing

counties in the CBI programme.
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5.2 BULGARIAN MANUFACTURERS

There are a great number of manufacturers of machines, equipment, tools and parts in Bulgaria. Most
of the raw materials and components that companies in these sectors need are the ones in the category
‘engineering products’ under the programme of CBI. The number of companies that the databases of

the following association contain can be seen below.

- Bulgarian Branch Chamber of Machine Building- it has 180 member companies from all
branches of machine-building (‘About BBCMB’, 2010)

- The Bulgarian Small and Medium Enterprises Promotion Agency- it has 300 members in the
subdivision ‘machines, mechanical appliances and equipment’ (‘Company Search’, 2007)

- The Bulgarian Chamber of Commerce and Industry- it contains 92 companies with machine-
building and metal-working activities. 36 of those companies import their raw materials and
components

- Equipment, Machines, Tools- Catalogue of the Companies in Bulgaria- it contains 418

manufacturers and traders

In order to be able to make reasonable conclusions about the factors impeding Bulgarian companies
nowadays to join Western industrial networks, such as CBI, a deeper research on Bulgarian companies
is necessary. Therefore, a questionnaire was sent to Bulgarian trading manufacturers in order to find
out information on their production chain, their choices and attitudes as well as the difficulties to

internationalisation that they face.

The questionnaire was sent to 453 manufactures of machinery, mechanical parts, tools and equipment
selected from the above-mentioned databases. However, 126 of the questionnaires were returned as
undelivered due to non-existing or wrong e-mail addresses. The number of companies that filled in the

questionnaire was 38.
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5.2.1 SURVEY RESULTS

The questionnaire was filled in by companies having a variety of machinery, tools and equipment as
main export products. According to the results, more than around 80% of those companies export to
neighbouring countries and half of them to other European Union countries. Most of the respondents
that export out of the European Union have specified the former Soviet Union countries as their export
market.

When it comes to the supply of raw materials, components, machinery and equipment, most of the
respondents have answered Western European countries. The majority of the respondents point out
Germany. Other examples of countries from which manufacturers buy raw materials, components,
machinery and equipment are Austria, France, Italy and UK. Raw materials and components are also

bought from Bulgaria by nearly 30%.

The companies were also asked about their export strategy. The results show that around 85% of the

companies rely on low prices in relation to perceived quality.

The ways Bulgarian manufacturers learn about export opportunities was also of interest for the
questionnaire. It turns out that the majority of the companies do not make use of databases available
from European networks and portals, as well as information from industry associations. Most of them
do their own research using other sources. In addition, around 60% of the respondents feel somewhat

informed about export opportunities and one fourth- uninformed.

The knowledge of foreign languages is of extreme importance for trading companies. Therefore, the
questionnaire asks about the number of people who speak English in the company. The majority

respond that a few people speak English and the ‘Nobody’ was not chosen by anyone as an answer.

Next, the companies were asked about the concrete factors constraining internationalisation that they
face. As it can be seen from the chart below, all the factors listed seem to be constraining for them,
because the majority of the companies have chosen most of the factors. Conclusions can be made
taking into consideration the number of people that have chosen the particular options and the number
given to the different factors constraining internationalisation. Problem finding reliable foreign
partners, lack of knowledge on foreign markets and marketing educated staff for export planning seem
to be the greatest barriers. Even though in all the companies there is at least one person speaking

English, language differences turn out to be of a great importance. This factor was chosen by 35 of the
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respondents. The great competition in the foreign markets and poor infrastructure also play a great
role. Chosen by a great number of respondents, however, with a lower degree of constraint are the lack
of export assistance (guarantees, insurance etc.), lack of international safety and quality standard

certifications, and a lack of capital.

Figure 1. Main factors constraining internationalisation

Factors Constraining Internationalisation

| Lack of knowledge on foreign markets

] Lack of capital

O Lack of marketing educated staff

O Problem finding reliable foreign partner

[} Great competition in the foreign markets

| Lack of export assistance

] Lack of international safety/quality standard certifications
O Corruption

[ ] Poor infrastructure

= Confusing foreign import regulations

I Language differences

|:| Bureaucratic hindrances

Even though Bulgarian manufacturing companies seem to have a great number of barriers to trade,
their attitudes are positive. More that half of the respondents actively look for export market
information. Around 30% of them attend export market seminars and trade fairs. Around 60% would

like to expand our export activities, but have little experience and knowledge about foreign markets.

5.2.2 DISCUSSION

As mentioned above, the questionnaire was sent to 453 companies. However, around one fourth of
them were returned as undelivered due to non-existing username. Displaying wrong contact
information on professional websites such as trade associations represents a great burden to initiating
contact. The purpose of such databases is to enhance cooperation and search for potential trade

partners. This, however, would be impossible and therefore hinders cooperation and trade.

The markets of neighbouring countries are especially attractive to Bulgarian exporters. This can be

explained with the proximity from the point of view of transportation costs. Apparently, after the
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collapse of the Soviet production and distribution network, Bulgarian producers have had difficulties
finding Western clients for their products. This can be attributed to the fact that they have less

knowledge on the market, consumer demand, as well as lack of contacts.

The results regarding supply of raw materials, components, machinery and equipment show that
Bulgarian companies purchase mainly from Western Europe. The countries mentioned are Germany,
Austria, France, Italy and UK. The fact that most of the Bulgarian companies have answered Western
European countries means that they have not chosen the most cost efficient way. This contributes to
the loss of competitiveness of the Bulgarian manufacturers, since machinery and raw materials can be
purchased from developing countries at much cheaper prices with the quality. This has probably led to
the inability of the Bulgarian companies to develop capacity beyond production of low-value products,
sensitive to changes of the international environment and focus on innovation. Not surprisingly, around

85% of the companies rely on low prices in relation to perceived quality.

The fact that all the factors constraining export listed are chosen by most of the Bulgarian
manufacturers means that there is still a long way to go until they become competitive and are
integrated in international trade. According to the results, the biggest problems they face are finding
reliable foreign partners, lack of knowledge on foreign markets and marketing educated staff for export
planning. This shows that there is a lack of marketing knowledge and research on foreign markets. It
also shows the need to develop industrial network in order to find the best foreign suppliers. In order
for this network to be created and developed, the number of English speaking employees has to

increase.

Furthermore, the respondents admit that they are not well-informed about markets, market
opportunities and trends. Strikingly, around one fourth have no information in respect. Not
surprisingly, companies do not make use of databases available from European networks and portals

and information from industry associations which are very useful and reliable sources of information.
On the basis of the results, it can be concluded that the state has not been able to create conditions for
the development of trade. The poor infrastructure, the lack of export assistance, capital, and the

bureaucratic hindrances play a great role.

In conclusion, the collapse of the Soviet market has affected considerably the current situation of the

Bulgarian trade. The challenge of the reorganisation of its production process and developing a new
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industrial trade network has placed Bulgaria in an unequal position when exposed to the fierce
competition of the integrated European market. The accession into the European Union has had
positive effects on Bulgaria and the creation of a favourable trade and investment environment.
However, the past development has left a legacy which is difficult to overcome. It creates impediment
to its market orientation which is crucial for the inclusion of Bulgarian companies into the industrial

trade network of CBI.

The School of European Studies -23 -



Final Project Silviya Beloshinova

6. CONCLUSION

European companies have professional international industrial trade networks which they have been
developing for decades. Through these networks they have been able to find the most appropriate
suppliers, distributors and clients from around the world. The role of developing countries in particular
as suppliers of raw materials and components has been of extreme importance and has experienced
considerable growth. Those factors have enabled Western European companies to improve cost

efficiency, maintain high quality and develop sustainable competitive advantage.

Attempts to find Bulgarian companies and include them in the industrial trade network of CBI have
not been successful. This can be attributed to the influence of the former regime in Bulgaria. Within
the centrally planned economy the supply, production and distribution of products were organised by
the state. The market of what was produced was almost guaranteed in that centralised system. After the
collapse of the Soviet market there was a collapse of the whole production chain. Unlike before, when
everything was planned for manufacturers, in market economy they had to arrange their activities
themselves. The lack of experience and skills, and the great competition have prevented a great part of

them from reorienting to the Western European market and industrial trade networks.

It becomes clear that the Soviet legacy has left a deep mark on Bulgarian companies and trade. The
biggest problems they face are lack of information on foreign markets, marketing educated staff and
difficulty finding reliable foreign partners. They lack marketing and commercial skills which are of
extreme importance for industrial trade. The results show that Bulgarian companies fail to make use of
industry and European community sources of information available, as well as other networks and
portals. These factors have forced companies to direct its export activities to neighbouring countries,

due to similarities with the Bulgarian market.

Even though, there are a lot of factor that have created barriers between Bulgarian manufacturers and
CBI, it can be concluded that there is a potential for cooperation. There are a lot of manufacturers of
machines, equipment, tools and parts in Bulgaria. After the crisis in output, there has been growth in
production in those sectors during the last ten years and consequently growth in the demand for
engineering products. Bulgarian manufacturers would like to expand their activities and find foreign
partners, however, they lack information. In addition, the results show that in every company there is
at least one person able to communicate in English. Thus, CBI is recommended to connect Bulgaria

companies and recommend them to their exporting clients.
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Taking into consideration the importance of industrial networks nowadays and the collapse of the
Bulgarian one, inclusion in the industrial trade network of CBI would surely be beneficial for Bulgaria.
It would contribute to the reorganisation of the production process of Bulgarian manufacturers, as well

as to their competitiveness in the foreign markets.

Through CBI and its ‘Engineering Products’ programme, Bulgarian manufacturers can find suppliers
and technology from developing countries at better prices. This would surely have positive effects on
the competitiveness of the products and the general industrial trade development of Bulgaria. This
would contribute to meeting the increased demand for engineering products which are needed for the
production of machines, tools and equipment. In addition, purchasing good quality raw materials at
better prices from developing countries would enable Bulgarian manufacturers to invest in innovation
and improve their competitiveness in foreign markets. Making a connection with exporters of
engineering products from the CBI programme would certainly be beneficial for the Bulgarian foreign

trade development.

Developing industrial trade network is also of extreme importance for upgrading and modernisation of
the production technology. It would enable companies to develop capacity beyond the production of
low added value products, sensitive to changes of the international environment, which dominate
Bulgarian exports. Bulgarian manufacturers have relied on a relatively low price in relation to quality.
However, in the competitive environment nowadays, low prices cannot present a sustainable
competitive advantage. Upgrading and modernisation would enhance the export potential and improve

the quality of the products, as well as their competitiveness in foreign markets.

On the whole, in order to overcome the transitional shock and develop capacity beyond the low-value
added exports, Bulgaria was faced with reorganisation of its network and reorientation to the West.
The resulting lack of information and commercial skills has created nowadays barriers between
Bulgarian manufacturers and CBI. However, there is a great potential for cooperation taking into
consideration the progress during the last ten years, as well as the growth in production and demand

for engineering products.
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7. RECOMMENDATIONS

Global competitiveness has made international cooperation crucial in order to create and maintain
a competitive advantage. CBI enables the connection between European companies and exporters
from developing countries with the aim of trade development and cooperation. Bulgaria has a great
number of companies producing machines, tools, spare parts and equipment that need supplies of
engineering products. They are potential clients of the companies from developing countries
participating in the ‘Engineering Products’ programme of CBI. CBI is recommended to connect with

Bulgarian companies and recommend those contacts to their exporting clients.

In order to facilitate the export of engineering products to Bulgaria, recommendations on how to
successfully export to Bulgaria is provided below. It will help CBI to find the most appropriate
business partner for its clients. CBI should also prepare the companies of the ‘Engineering
Programme’ for export to Bulgaria by teaching them about the market access requirements and the

Bulgarian business culture.

7.1 MARKET ENTRY STRATEGIES

7.1.1 INTERMEDIARIES

As the exporters from the CBI programme have no experience and knowledge about the Bulgarian
market, they are advised to use intermediaries in order to minimise trade risks. This includes importers
that supply manufacturing companies in Bulgaria. Thus, they can make the connection between
exporters from developing countries from the CBI programme and Bulgarian manufacturers. Bulgarian
importers know local markets thoroughly and have a very good network. Their activities are
increasingly focused on additional services around the product itself, e.g. quality assurance, stock
keeping and fast delivery. They are well informed about their customers and the market, making
maximum use of information sources and the available infrastructures. This enables them to supply
customers fast, making sure that the production process can continue. Refer to appendix 1 for a
generated list of Bulgarian importers and distributers of products offered by the exporters included in

the CBI programme ‘Engineering Products’.
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7.1.2 DIRECT APPROACH

This approach is recommended after the exporters have gained some experience and knowledge about
the Bulgarian market. It is because through direct approach, the exporter should personally handle
every aspect of the exporting process- from market research and planning to foreign distribution.
Consequently, a significant commitment of management time and attention is required to achieve good
results. However, this approach may also be the best way to achieve maximum profits and long-term

growth. Several sources of information for finding Bulgarian companies are suggested below:

> ASSOCIATIONS

Industry associations and other trade organisations and agencies such as CBI are important agents for
enabling the development of foreign trade cooperation. Bulgaria has a number of associations which
collect and provide information about markets and industry sectors in Bulgaria. In addition, those
associations contain databases and catalogues of companies through which potential clients can be
found by choosing the sector or the particular product of interest. Some examples of useful sources to

find clients are listed below:

- The Bulgarian Small and Medium Enterprises Promotion Agency (BSMEPA)
www.sme.government.bg
BSMEPA is an agency of the Ministry of Economy. It contains a database of Bulgarian manufacturers

divided into 21 categories of different branches (‘About BSMEPA’, 2007).

- Bulgarian Branch Chamber of Machine Building (BBCMB) - www.bbcmb.dir.bg
The association protects the interest of its members, as well as assists them in different matters. It
contains a database of 180 companies from all branches of the machine-building industry (‘About

BBCMB?’, 2010).

- Bulgarian Chamber of Commerce and Industry (BCCI) - www.bcci.bg
The mission of the chamber is ‘to promote, represent and protect the business of its members’
(“Articles of the Association’, 2010). It contains 5914 companies, divided into different categories.

Ninety-two of them are in the area of machine building and metal working.

- Bulgarian Industrial Association (BIA) - www.bia-bg.com/?lang=en
Members of BIA are more than one hundred Bulgarian branch association. It contains a database with

the contact information of different association divided into industries (‘Branch Associations’, 2008).
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> ONLINE DATABASES

There are a number of online databases collecting information about Bulgarian companies. Their aim
is to promote cooperation and enable the search for business partners in Bulgaria. Those databases
contain search engines through which companies in a particular industry, sector or a product area can

be found. The most complete and reliable databases are listed below:

- El Media- http://industria.elmedia.net/?hmenu=4
El Media is a Bulgaria company which publishes catalogues, one of which focuses on machines,
equipment and tools. The web page of El Media contains a ‘specialised directory focused on
manufactures, trade and service companies for industrial equipment and installations, machines, tools,

mechanical parts, electrical installations and control system’ (‘About us’, 2010).

- Catalog - http://catalog.bg/?1g=2
Catalog is an online database of around 140 000 Bulgarian companies divided into different categories,
including machinery and equipment. It contains information about their products, services, history, as

well as contact information (‘About us’, 2006).

- Golden Pages - www.goldenpages.bg
Golden Pages is a search engine for Bulgarian companies (‘About Golden Pages’, 2008). Very specific

types of companies can be easily found by submitting the product or service needed.

- Focus- www.fokus.bg
Through a search engine, companies can be found by their specific product or activity. In addition, a
database of all the companies can be found, divided into industries, sectors, as well as very specific

areas, products or activities searched.

> POTENTIAL TRADE PARTNERS

Online databases and association can be very useful sources for finding Bulgarian companies. As
mentioned above not all of the emails provided there are correct. In addition, there are a number of
databases, however, Bulgaria lacks a complete database containing all companies. Therefore, a list of
two hundred potential clients of CBI was created to enhance the cooperation between developing
countries and Bulgaria. It includes manufacturers of machines, tools, equipment and parts, whose main

supplies are in the category of products under the ‘Engineering Products’ programme. The companies
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were carefully selected, making sure that they have a functioning email and they can be reached easily.

Refer to Appendix 2 for the list of potential clients.

» EVENTS

A good way to find suitable trade partners and promote the exporting company and products is to
participate in exhibitions or trade fairs. As already mentioned, Bulgarian manufacturers are rarely seen
at international events in Western Europe. Thus, a great opportunity for exporters would be to attend

such events in Bulgaria. Some examples of international trade events are presented below:

- The International Technical Fair
It is the most prestigious Bulgarian forum of investment goods and technologies which attracts the
greatest numbers of exhibiting companies from this sector. It presents the latest developments of the
world's leading companies in ‘machine building, automobiles, transport, information technologies,
software, electronics, electrical engineering, construction, chemistry, power engineering, ecology,
water management, etc.” (International Fair- Plovdiv, 2010). It is held in Plovdiv and this year it will

take place from September 27 until October 2.

- MachTech Expo
It is an annual international event, organised by the Bulgarian Branch Chamber - Machine Building
and Bulgarreklama Agency. Participants of the exhibition are producers, suppliers and importers of
‘machine-tools, metal-working machines and tools, hydraulic and other equipment items for machine
building, welding equipment and laser systems, steel and cast-iron castings, castings of non-ferrous

alloys’ (Inter Expo Centre- Sofia, 2010).

- Others
An overview of all events throughout the year can be found in the ‘Calendar of the Fairs and
Exhibitions in Bulgaria’ published by the Bulgarian Chamber of Commerce and Industry (‘Fair and
Exhibitions Department’, 2010)
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7.2 MARKET ACCESS REQUIREMENTS

Having established the market entry strategy, the next step is to make sure that the exporting

companies meet the requirements of the Bulgarian market.

As a European Union member-state, Bulgaria was obliged to adopt the standards of the European
Union. The State Agency for Standardisation and Metrology (BDS) is the organisation in charge of the
standardisation and ratification of laws in Bulgaria (Alibaba, 2004). Its purpose is to harmonise these
standards with the European ones. The engineering products imported to Bulgaria should meet the

European Union technical standards. Examples of legislation relevant for engineering products:

» Product safety
Product safety requirements are established in the New Approach Directives with various scopes.
Products that fall within the scope of one or more of these directives must meet the requirements as
established in these directives and as further defined in standards. Within the New Approach
Directives is the legal requirement for CE-marking. Having CE-marking means that the product
complies with these minimum product safety requirements (European Commission, 2010). A product

that is marked with CE may enter all countries of the EU.

» Environmental requirements
They are expressed as substances that are restricted in products marketed in the EU. For the
engineering sector, relevant substances are cadmium or ozone-depleting substances, depending on the

exact product (United Nations, 2009, p.3).

» REACH
REACH is the new EU chemicals legislation. Importers of articles, such as construction materials or
electronic components which contain substances included in a list of ‘substances of very high concern’

or which are released during their use are not allowed to enter the European Union (European

Chemical Agency, 2007).
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7.3 DOING BUSINESS IN BULGARIA

After choosing the most appropriate market entry strategy and looking at the market requirements,
exporters should take into consideration the business culture of Bulgaria. Understanding culture has
become a prerequisite for success in the global business environment nowadays. Failing to do so can
cause misunderstandings and affect the relationship with business partners. Several characteristic of

the Bulgarian business culture are discussed below:

»  Meetings
Bulgarians prefer doing business face-to-face. Therefore, visiting regularly the country to meet the
local partners and customers is vital. Appointments can take some time to arrange, depending on the
seniority of the person you wish to meet. It is recommended to seek appointments in advance of a
visit. Punctuality is valued in Bulgaria and visitors are expected to arrive on time for an appointment.
Meetings tend to be formal and follow a strict routine of introductions, handshakes and an exchange
of business cards (Articlesbase, 2009). Often they go past the allocated time. The formality of
Bulgarian business culture is also reflected in the importance placed on using the correct titles, even

with Bulgarian colleagues of equal status.

» Working Relationships in Bulgaria
As a collectivist society which places the group in front of individuals, relationships are a vital part of
the Bulgarian business culture. Often a meal will follow a business meeting or negotiations. This is an
ideal way to get to know Bulgarian business counterparts and cultivate relationships. Bulgarian people
have a great sense of humor and they do not hesitate to use it. They openly criticise which could be
shocking for foreign partners. Relationships are often based on a sense of reciprocity (Articlesbase,
2009). If somebody has been made a favor by a Bulgarian, the person might be expected to return the

favor.

» Corruption

Corruption is still one of the gravest problems in Bulgaria’s business and investment climate, despite
the Bulgarian government’s numerous advances in laws and legal instruments. Transparency
International rated Bulgaria the most corrupt EU nation in 2008 (Reuters, 2009). Thus, expensive gifts

could be taken in a wrong way.
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7.4 CONCLUSION

In conclusion, CBI should recommend Bulgaria as an export market for engineering products to its
clients. At the beginning stage, CBI is recommended to make a connection between its clients and
Bulgarian importers to minimise the risk. After the exporting companies have gained some experience
and knowledge of the market, CBI can provide their clients with contacts of manufacturers which can
be found through associations, online databases, events or the list of companies generated for the CBI
clients in Appendix 2. After finding the most appropriate Bulgarian business partner, exporters should
make sure that the market entry requirement for engineering products are met. Furthermore, the
characteristics of the Bulgarian business culture should be taken into consideration to ensure successful

business relations.
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