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Institutional Reform and the 

Informal Sector (IRIS) Project 

Oiarterly Report: January 1 - March 31, 1995 

INTRODUCTION 

The Institutional Reform and the Informal Sector (IRIS) Project was authorized on May 24, 
1990 through a cooperative agreement between the U.S. Agency for International 
Development (USAID) and the IRIS Center at the University of Maryland at College Park. 
An accompanying basic ordering agreement allows for AID Missions to buy into the technical 
assistance activities, to meet objectives specific to the respective country. The goal of the 
IRIS project is to support institutional reforms that enhance competitive markets and 
democratic processes. The purpose of the Core cooperative agreement is three-fold and 
includes the following: 

To promote better institutions (legislative reform, regulatory reform, improved 
organizational structures, and strengthened decision-making processes): 

To build awareness of the role of institutions in economic development; and 

To expand the knowledge base on the relationship between institutions and 
economic growth and examine new approaches to institutional reform. 

The objectives of both the cooperative agreement and the respective basic ordering agreements 
are met with a variety of project inputs, defined by their appropriateness to the specific needs of 
a country or the international development community at large. Organizational development
objectives are addressed through publications, workshops. technical assistance, and training. 
Collaborative research objectives call for designing technical assistance packages. Training needs 
are net with short term in-country and third-country programs. short-term US programs and/or 
internships. Information dissemination and outreach objectives are addressed through the IRIS 
clearing house and the IRIS n,-wsletter. The development of a knowledge base for strategic 
approaches is furthered through working papers, books, monographs, articles, conferences, 
workshops, and seminars. 

The status of project interventions and the resulting impact is reported to USAID on a quarterly 
basis, as defined in the cooperative agreement and nine (9) delivery orders currently in effect. 
The following report provides an overview of project activities and impact for the core project 
(Section One) and the respective field projects (Section Two) for the period January 1 - March 
31, 1995. 



SECTION ONE: CORE REPORT 
I. PROGRESS TOWARD ACHIEVING PROJECT PURPOSES: FIELD PROGRAMS 

A. Promoting better institutions 

1 Legislative reform initiatives 

a. Plans for 	reporting quarter 

Bulgaria: Collateral Law. A long-term advisor would be hired to support this 
project. 

* 	 Lithuania: Collateral Law. IRIS would establish and staff an office in Lithuania 
to support this reform. 

* 	 Macedonia: Collateral Law. A long-term advisor would be hired to support this 
project. 

0 Nepal: Company Law. IRIS/Nepal would support the tabling of the Law, which 
will depend oi action hv tile Ministry of Industry. 

0 	 Nepal: Consumer Protection Act. IRIS/Nepal would support the tabling of the 
Law. which will depend on action by the Ministry of Supplies. 

* 	 Nepal: Contract Law. The completion of tile draft law -- delayed by the 
participation of IRIS's partner in this reform, the Nepal Law Society, in election 
monitoring -- was expected in February 1995. 

0 	 Poland: Collateral Law. At request of Deputy Minister of Justice Zielifiski. IRIS 
would organize a major conference in February to promote the draft law. 

b. Activities during quarter 

0 Bulgaria: Collateral Law. Candidates for the LTA position in Sofia were being 
interviewed 

0 Lithuania: Collateral Law. The IRIS Lithuania Collateral Law Project 
commenced in January 1995. IRIS-Lithuania provided Working Committee 
members with translated materials and conducted periodic "primer" sessions 
designed to familiarize the members with important concepts in secured 
transactions. Starting in March, IRIS-Lithuania began to play a catalyzing role 
with regard to inter-donor and inter-governmental coordination of activities in the 
area of secured transaction law development. 

Macedonia: Collateral Law. Candidates for the LTA position in Skopje were 
being interviewed at the end of the quarter. A letter to the Macedonian Minister 
of Justice has been drafted. 

Nepal: Company Law. The new Government has decided to push ahead with this 
legislation in the next session of Parliament, which begins in June. 

Nepal: Consumer Protection Act. This is a top priority for the new Government 
for the June session. 
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Nepal: Contract Law. The Policy Dialogue Committee is working to identify 
client Ministry. Final draft of legislation to be completed in the next quarter. 

Poland: Collateral Law. An IRIS conference, held on 27 February 1995 and 
organized on behalf of the Polish Minister of Justice. Wlodzimierz Cimoszewicz, 
was attended by 250 persons and received major media coverage. Following the 
conference, the Polish Ministry of' Finance agreed to abandon its "secret tax lien," 
strengthening collateral law reform in Poland. The draft Collateral Law moved to 
the next stage of the parliamentary process. with submission to the Economic 
Committee of the Council of Ministers. IRIS has also assisted Poland in planning 
and implementing a central pledge registry, a key part of collateral reform. On 
April 3. 1995. the Polish Ministry of Justice signed a contract with Norway 
Group. with which IRIS has worked closely since May 1994. to implement Phase 
I of the Polish Central Registries Project. 

Egypt. A curriculum for aone-day seminar on competition policy for 
government officials visiting the United States was being developed, along with 
an annotated list of readings. 

Morocco. Work continued on defining the scope of a proposed assistance 
project on competition and consumer protection laws. 

c. Plans for next quarter 

Bulgaria, Macedonia. The hiring of LTAs and local staff and the opening of 
offices will be completed. 

Lithuania: Collateral Law. IRIS/Lithuania will obtain "nutarimas" from the 
Lithuanian government, making the Work Group officially responsible for 
reforms related to movable property. The Work Group will be expanded to 
include drafters of' current hipotekas law and members of the Lithuanian 
Commercial Bankers' Association. An inventory of conflicting statutory and 
regulatory provisions and legislative initiatives will be produced. 

Nepal: Company Law. IRIS will support the tabling of the Company Law by 
the Ministry of Industry, expected in July 1995. 

Nepal: Consumer Protection Act. IRIS will support the tabling of this Act by 
the Ministry of Supplies, also expected in July 1995. 

Nepal: Contract Law. The Nepal Law Society is expected to complete a draft 
law in June. 

Poland: Collateral Law. IRIS will continue to assist John Olaison of the 
Norway Group in realization of the central registry project. IRIS will work on 
engaging the Council of Ministries as it considers the draft Collateral Law as 
the head of the project. IRIS may organize an inter-ministerial workshop under 
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auspices of the Council of Ministries and the World Bank to discuss various 
aspects of the Central Registry project. 

2. Regulatory reform activities 

a. Plans for reporting quarter 

Mongolia: Anti-monopoly Law Implementation. IRIS/Mongolia would 
provide technical assistance on the further development of procedures for 
implementing the Law on Prohibiting Unfair Competition. 

Nepal: Banking Reform. IRIS/Nepal would continue to support this reform. 

Poland: Intellectual Property Reform. IRIS would work with the Institute for 
the Protection of Intellectual Property at the Jagiellonian Institute to produce 
Polish-language versions of the model technology commercialization contracts. 

b. Activities during quarter 

Mongolia: Anti-monopoly Law Implementation. Work on developing proce­
dures for enforcement of the Law on Prohibiting Unfair Competition awaits 
availability of William Kovacic, a consultant who consulted on drafting of the 
law. 

Nepal: Credit Rating Agency. The new Government is not interested in pursuing 
the establishment of this agency. 

Poland: Intellectual Property Reform. hternet. NASK, the Polish Internet 
system, formally announced a policy initiative to provide more service to 
commercial users in order to reduce the cost of Polish government subsidies of the 
system. Former Minister of Science. Dr. Witold Karczewski, has agreed to become 
an IRIS consultant and work on these issues. IRIS consultant Adam Wasilewski 
was hired by USAID-Warsaw to do a study ol how to connect USAID contractors 
in Poland to the Internet. 

Poland: Intellectual Property Reform. Model Contract Project. IRIS-Central 
Europe signed a contract with the Institute for the Protection of Intellectual 
Property at the Jagiellonian University to complete the Polish half of the Model 
Contracts book. The English half was republished by the Polish State Co-nmittee 
for Scientific Research on March 15. 

c. Plans for next quarter 

Mongolia. IRIS/Mongolia will conduct follow-up technical assistance on 
implementation of the Law on Prohibiting Unfair Competition. 

Nepal: Central Depository System at the Nepal Stock Exchange. The Policy 
Dialogue Committee is to review this commitment after the Annual General 
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Meeting of the Stock Exchange. which is expected to implement IRIS 
recommendations. 

Poland: Intellectual Property Reform. Model Contract Pro/ecL. A manual of 
model contracts for technology commercialization will be completed in the 
beginning of May. A preprint version will be available immediately. Efforts 
will be made to have it printed by KBN during this quarter. 

3. Improved organizational structures 

a. Plans for reporting quarter 

Mongolia: Insurance Law. IRIS/Mongolia would support the drafting of a 
new law on general insurance issues, including the establishment of solvency 
regulation. 

b. Activities during quarter 

Mongolia: Insurance Law. Work on providing assistance to drdfters of a new 
insurance law was delayed by a change in personnel in the Ministry of 
Finance: work will resume in the next quarter. 

c. Plans for next quarter 

Mongolia: Insurance Law. IRIS will assist in developing a general insurance 
law and regulatory framework. 

4. Strengthened decision-making processes 

a. Plans for reporting quarter 

India: Enhanced dialogue on policy reform. The review and revision of the 
policy papers commissioned under the IRIS/India scholars program would be 
completed in March 1995 and published in the IRIS-India Working Paper 
Series. Preparations would be made for launching the Comprehensive
IRIS/India Policy Research Program, a Distinguished Speaker Conference to be 
held in January 1996, and a June 1996 video teleconference. 

Mongolia: Environmental Policy. IRIS/Mongolia would present a workshop 
on environmental policy in Ulaanbaatar during February 1995. IRIS/Mongolia
would also develop a workshop curriculum for selected journalists on the use 
of economics in reporting a~id begin preparations and background research for 
sixth workshop on corporate governance. 

Russia: Collateral Law. EBRD and IRIS would publisih the November 
conference proceedings in February. 

Russia: Civil Code. The Russian translation of the UCC would be edited for 
Spring 1995 publication. 
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b. Activities during quarter 

India: Enhanced dialogue on policy reform. Sponsored policy papers were 
reviewed, and collaboration began with between IRIS and a leading, and highly
influential Indian research institute, the National Institute of Public Finance and 
Policy (NIPFP). including preparation for various program activities as well as 
solicitation of new policy analysis proposals. 

Mongolia: Environmental Policy. A February workshop in Ulaanbaatar 
provided approximately thirty Mongolian decision-makers with exposure to a 
full range of tools available for effective environmental policy making and a 
special focus on the use of market incentives for achieving environmental 
goals. Two Western specialists in environmental policy assisted the IRIS staff 
in presenting sessions. Participants expressed interest in continuing IRIS 
assistance in this area. especially in developing air quality regulations in 
Ulaanbaatar that make extensive use of market incentives. 

Russia: Civil Code. Civil Code drafters from across the CIS gathered in 
Leiden and St. Petersburg this quarter to develop Part II of a Model Code, 
using the Russian. Ukrainian. Belarusian. and Kazakhstani drafts as models. 
Lawyers from IRIS provided advice on Western law. 

Russia: Collateral Law. EBRD and IRIS prepared the conference proceedings 
for publication. 

c. Plans for next quarter 

India: Enhanced dialogue on policy reform. Activities for next quarter 
include publishing policy papers in IRIS-India Working Paper Series, 
solicitation of' policy analysis proposals and commissioning of papers, planning 
of Distinguished Speaker Conferences to be held in November 1995 and 
January 1996, planning of Indo-American scholarly exchange program. and 
preparations for video teleconference on "Democracy and Economic 
Development: Friends or Enemies'?" 

Mongolia. IRIS will conduct a fifth workshop, on economics for the media, 
and begin preparations and background research for sixth workshop on 
corporate governance. 

Russia: Civil Code. IRIS/Russia and the Research Center on Private Law will 
complete the translation and publication of the Uniform Commercial Code. 
May workshops will provide Russian law-makers with assistance on drafting 
Part II of the Civil Code. including banking, sales, and leasing. 

Russia: Civil Code. The Russian translation of the UCC will be published this 
Spring. 
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B. 	 Disseminating information to build awareness of the role of institutions in 
economic development 

1. 	 Forums. conferences, presentations 

a. Papers presented at Scholarly Meetings by IRIS staff and consultants: 

Satu Kakhonen (American Economic Association, Washington, DC, January 6) 
Session chair: "The End of the Middle Way'? The Large Welfare States of 
Europe." 

Mancur Olson (American Economic Association. Washington. DC, January 7) 
"The Devolution of the Nordic and Teutonic Economies" 

Mancur Olson (Harvard University. Russian Research Center. February 6) 

James 	Anderson (English for Special Purposes Institute, UlaanBataar) "The 
"Institutions of a Market Economy." 

Mancur Olson (Warsaw. Conference on Collateral Law, February 27) "Contract 
Law. Capital Accumulation. and Economic Development." 

Professor J. A. Spanogle (Warsaw. Conference on Collateral Law, February 27) 
"Secured transactions -- Western experience." 

Mancur Olson (NBER/CREI conference on Growth and Political Institutions, 
March 	31) "The Economics of Autocracy and Majority Rule." 

Peter Murrell (American Economic Association, Washington, DC,University of 
Wisconsin, University of Delaware. University of Pennsylvania. Yale 
University) " The Effects of History. Ownership, and Pre-Privatization 
Restructuring on Post-Privatization Governance", co-authored with Georges 
Korsun. 

Two TV programs on intellectual property and on bankruptcy, co-produced
with Polish Television, were completed. edited, and approved during the 
quarter. The intellectual property film, SUPEZ, was shown at a premiere to 
seventy-five persons from USAID and the scientific community on March 17, 
1995. Nationwide broadcasting, with an cxpected audience of four million, is 
scheduled for 10:10 pm on April 25. The collateral law film How to Make 
Money 	on Bankruptcy was premiered at the collateral law conference and is 
expected to broadcast in May. Both films are having English subtitles added so 
that they can be shown in other countries. 

The Ministry of Justice and IRIS organized a one-day international conference 
to discuss the Polish Draft Collateral Law, attended by 250 people (February 
27). 
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IRIS sponsored a conference on regional constitutions in the Russian 
Federation in Moscow. March 13-17. Charles Cadwell. David Fagelson, 
Leonid Polishchuk. Peter Ordeshook, and Robert Rafusc among thewere 
participants who shared their expertise in a variety of issues of economics and 
politics of federal state, including intergovernmental fiscal relations, social 
programs, and legal and constitutional foundations. The intricacies of drafting
regional constitutions for the Russian regions were in the center of the 
discussion. The process of the Russian constitutional reform was considered in 
a comparative perspective. using the American experience as a basis for 
comparison. 

A conference in Moscow. titled "Russian Reforms: Established Interests and 
Practical Alternatives" is scheduled to take place on April 12-15, 1995, is 
planned as a broad forum to discuss causes and consequences of the 
fragmentation of the Russian institutional and economic fabrics, and to outline 
policy alternatives reflecting the role of the interest groups in the Russian 
society. 

b.Training Provided to Scholars from LI)Cs and the NIS: 

Thirty Mongolian decision-makers with responsibilities for environmental 
policy-making attended a two-week workshop in Ulaanbaatar in February 1995. 
Workshop faculty also consulted with MPs Ochirkhuu, Urtnasan, 
Norovsambuu. and Gan-Ulzii on the content of Mongolia's draft General 
Environmental Law. 

2. Publications 

a. Working papers: 

Satu Kahkonen. "Should Foreign Aid Finance Private or Public Investment'?," 
IRIS Working Paper No. 146. January 1995. 

Georges Korsun and Peter Murrell, "The Effects of History, Ownership, and 
Pre-Privatization Restructuring on Post-Privatization Governance," IRIS 
Working Paper No. 147, January, 1995. 

Aseem Shrivastava, "Deforestation in Colonial Kumaon: 1815 - 1947," IRIS 
Working Paper No. 148. February 1995. 

Ramon Lopez and Leslie A. Whittington. "Contraception and the Income-
Fertility Relationship," IRIS Working Paper No. 149, February 1995. 

Roger R. Betancourt and Margaret Malanoski. "Prices, Distribution Services 
and Supermarket Competitior." IRIS Working Paper No. 150, February 1995. 

Christopher Clague, Philip Keefer, Stephen Knack, and Mancur Olson, 
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Contract-Intensive Money: Contract Enforcement. Property Rights and 
Economic Performance," IRIS Working Paper No. 151, February 1995. 

Thierry van Bastelaer, "A Collective Action Inquiry into the Political Economy 
of Food Pricing," IRIS Working Paper No. 152. March 1995. 

b. IRIS Reprints: 

Hal R. Varian. "A Solution to the Problem of Externalities When Agents are 
Well-Informed." The American Economic Review, Vol. 84 No. 5, December 
1994. pp. 1278-1293. IRIS Reprint No. 51. 

Alexander S. Birn. Derek C. Jones and Thomas E. Weisskopf, "Privatization in 
the Former Soviet Union and the New Russia." ch. I I in Privatization in 
Central and Eastern Etroime. edited by Saul Estrin, Longman, London. 1994. 
IRIS Reprint No. 52. 

Derek C. Jones and Charles Rock. "Privatization in Bulgaria." ch. 13 in 
Privatization inCentral and Eastern Etrove, edited by Saul Estrin. Longman, 
London, 1994. IRIS Reprint No. 53. 

Christopher Clague and David Greenaway. "Incidence Theory, Specific Factors 
and the Augmented Hecksher-Ohlin Model." The Economic Record. Vol. 70, 
No. 208. March 1994, pp. 36-43. IRIS Reprint No. 54. 

Jack H. Nagel, "How Many Parties Will New Zealand Have Under MMP?" 
Political Science. Vol. 46, No. 2, December 1994, pp. 139-160. IRIS Reprint 
No. 55. 

Barry R. Weingast. "The Political Foundations of Democracy and the Rule of 
Law." MSI. April 1993. pp. 1-49. IRIS Reprint No. 56. 

Christopher Clague. "Bureaucracy and Economic Development." Structurtal 
Change aind Economic Dynamics, Vol. 5. No. 2, December 1994, pp. 273-291. 
IRIS Reprint No. 57. 

Louis Putterman. "Social Capital and Development Capacity: The Example of 
Rural Tanzania," Development Policy Review, Vol. 13 (1995), pp. 5-22. IRIS 
Reprint No. 58 

Louis Putternan. "Economic Reform and Smallholder Agriculture in Tanzania: 
A Discussion of Recent Market Liberalization, Road Rehabilitation, and 
Technology Dissemination Efforts," World Development, Vol. 23, No. 2, pp. 
311-326, 995. IRIS Reprint Nu. 59 

Peter Murrell,"The Transition According to Cambridge, Mass." Journal qf 
Economic Literature, Vol 33, pp. 164-178, March 1995. IRIS Reprint No. 60 
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c. IRIS Country Reports: 

None. 

C. 	 Expanding the knowledge base on the relationship between institutions and
 
economic 2rowth and examining new approaches to institutional reform.
 

The IRIS Index Project: During the first quarter of' 1995 the Index 
Project finished up the work on "Contract-Intensive Money" (IRIS WP #151)
and submitted it for publication. Work was continued on "Property and 
Contract Rights under Democracy and Dictatorship" which was presented at the 
Barcelona Conference March 31-April I. Keefer and Knack finished a draft of 
their paper. "Property Rights. Inequality. and Growth" (IRIS WP #153). During
the second quarter work has continued on the Barcelona paper and a revised 
version 	will be presented at the Berkeley meetings of the American Law and 
Economics Association. May 12-13. With further work it will shortly be ready 
to be submitted to a journal. The group is also working on two chapters for 
the planned IRIS book. Institutions and Economic Development, which should 
be ready to be sent to the publisher in June. Publication is planned before the 
end of the year. The book will contain, in addition to these two chapters based 
on Index work. chapters by Olson. Murrell and Korsun, Cadwell, and Clague. 

Additional areas of on-going research by IRIS staff and fellows include 
an examination of the impact of caste on labor and tenancy markets in rural 
India (Anand Swamy): the relation between income and literacy growth in 
India (Swamy): the existence of scale and technical inefficiency in Indian firms 
and the impact of liberalization on such inefficiencies (Fikkert): the effects of 
regime type and duration on fbreign direct investment (Fikkert): and several 
issues related to China's successful economic reforms, including industrial 
agglomeration and the effects of training and compensation on labor turnover 
(Fikkert). Mancur Olson has completed a study of differences between 
democracies and autocracies inl taxation and expenditure patterns. 

II. 	 PROJECT IMPACT 

A. 	 Achievements )uring Ouarter. 

Mongolia: Environmental Policy. A working group of Mongolian government and 
NGO officials will be developing new. market-based air quality policies with the 
assistance of IRIS faculty. These officials are among those who attended a two-week 
IRIS workshop in Ulaanbaatar on Economics and Environmental Policy, which 
covered topics ini lcga., regulatory, and econoinic instrumlents for sound environmental 
policy-making. On the basis of the workshop, the officials recognized the need for 
market-based policies and requested further IRIS assistance. 
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Mongolia: Insurance. As a result of an IRIS-sponsored October 1994 workshop,
Mongolian policy-makers are working to revise sections of the country's Civil Code 
related to insurance. These revisions will allow the tax deductibility of' premia, so that 
they are treated like other business expenses. and subrogation. by which insurance 
companies can assume the policy-holder's right to collect damages from a third party.
In addition. Basanjav (head of' the Agricultural Insurance Company) is revising the 
company's undifferentiated premia and payouts. which prevent many from buying
insurance and discourage policy-holders from taking adequate precautions. 

Poland: Collateral Law. An IRIS conference, held onl 27 February 1995 and organized 
on behalf of the Polish Minister of Justice. Wlodzimierz Cimoszewicz. was attended by
250 persons and received major media coverage. The conference contributed directly to 
two important developments in the reform process. Following the conference, the Polish 
Ministry of Finance agreed to abandon its "secret tax lien." strengthening collateral law 
reform in Poland. On March 28. 1995. the draft Collateral Law that has been 
IRIS-Poland's focus since 1991 moved to the next stage of the parliamentary process,
with submission to the Economic Committee of the Council of Ministers. The next and 
final stage is submission to the Polish Parliament. Because a central registry is a key part
of collateral reform, IRIS has also assisted Poland in planning and implementing acentral 
pledge registry. On April 3. 1995. the Polish Ministry of Justice signed acontract with 
Norway Group, with which IRIS has worked closely since May 1994. to implement Phase 
I of the Polish Central Registries Project. 

Since the legal environment in which privatized companies and new companies must 
operate requires amodernized banking sector that makes credit available to entrepreneurs,
the passage of the collateral law and implementation of the registry are important in 
Poland's transition to a market economy. The involvement of the Norwegian Central 
Registries Project will be particularly helpful to Polish reform because Norway has the 
most advanced central registry system in Europe, a legal system similar to Poland's, and 
a system that is self-financed--a big plus for the budget-strained countries of Central and 
Eastern Europe. 

P"Oand: Deposit Insurgence. On February 17, aBank Deposit Insurance Fund law became 
offectve in Poland. Since 1991. several USAID-financed programs, including IRIS, 
played important roles in helping the Poles develop this fundamental institution. A major 
aim of tli, assista',ce was to discourage the guarantee of 100% of all deposits in the hope
of sparing the Polish banking system a debacle like the American Savings & Loan 
collapse. IRIS played a major role in mediating the relationship between the National 
Bank of Poland and the Ministry of Finance. The deposit insurance law represents the 
first -,',cp in the modernizati,,n of the Polish bitnking sector. 

Russia: Civil Code. Part I of' Russia's Civil Code became effective on January I,
marking a decisive break with past Soviet and Russian legislation by effectively
guaranteeing both freedom of contract and protection of private property. IRIS provided 
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continuous advice to President Yeltsin's Research Center for Private Law, circulating 
copies of the draft Code among Russian and Western legal communities and holding fora 
where leading Western scholars could discuss the law with drafters. government officials, 
judges. and busincsspeople. 

Russia: Civil Code. IRIS provided technical guidance on the drafting of the Model Civil 
Code for the CIS which will serve as the fundamental reference point for tie member 
nations as they develop their individual codes. IRIS lawyers advised on the legal
intricacies 0F uniform commerciai legislation among the republics. Compatible law in the 
economic sphere is essential for inter-regional trade and economic development. Civil 
code drafters from across the CIS gathered in St. Petersburg this quarter to develop Part 
II of the Model Code. using the Russian. Ukrainian. Belrusian and Kazakhstani drafts as 
models. The CIS Inter-Parliamentary Assembly adopted Part I of' the Model Code last 
fal 1. 

B. Expanding IRIS's Effectiveness in Achieving Project Ohjectives 

I. Exploration of New Mission Buy-in Activities 

a. Plans for reporting quarter 

Bangladesh. Preparations for exploration visit by the IRIS/India Director, to be 
held during the following quarter. 

Egypt, Morocco. Exploration trip in the field of competition. 

Eritrea, Ethiopia. The AID missions would be contacted to discuss the 
adaptability of the IRIS/Chad lessons to these countries. 

Ghana. Explore funding options for collaboration with the Institute of Economic 
Affairs in Ghana and develop options for cooperation with the Institute. 

India, Nepal. Negotiations in view of' renewal of buy-in contracts with missions. 

Indonesia. IRIS would examine the options for a buy-in in Indonesia, where a 
program to evaluate the rule of law is being considered. 

Kazakhstan. The AID mission would be approached and briefed on the appropriateness
 
of the IRIS/Mongolia experience for the Central Asian Republics of the NIS.
 
Sri Lanka. Further communication with IRIS contacts in Sri Lanka, expected to result in
 
an exploration visit to that country by the IRIS/India director.
 

West Bank. An IRIS team would travel to the West Bank to inaugurate the work on 
commercial law. 

1). Activities during quarter 

Bangladesh. No activity. 
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Egypt. Visit concluded: ongoing discussions with the Mission on the development of a
 
competition policy assistance project.
 

Ethiopia. Explored mission plans to develop a high-level economic policy conference.
 

Ghana. Explored options for collaboration with the Institute of Economic Affairs.
 

India. A new India buy-in was signed March 16.
 

Indonesia. A potential conflict of interest with the firm to be evaluated precluded 
 this 
project. 

Kazakhstan. No activity. 

Nepal. Discussions on the content of IRIS' future activities in Nepal with the Mission 
resulted in the submission of a PIO/T for contract renewal. 

Sri Lanka. No activity. 

West Bank. IRIS organized and sent to the field a team to assess the status and 
programming possibilities in commercial law. IRIS convened several roundtables in 
Washington and in the field, and produced a report arid recommendations for USAID. 

c. Plans for next quarter 

Bangladesh. Preparations for exploration visit by IRIS/India Director and follow-on visit 
by IRIS/India Director and IRIS Director of Field Programs. 

Egypt. IRIS plans to launch a new buy-in activity dealing with consumer protection and 
competition laws. 

Ethiopia. Continue exploring with USAID/Ethiopia its needs for an institutional reform 
effort. 

Ghana. Plan to continue conmunlications with the Institute of Economic Affairs and 
explore funding options. 

Nepal. Negotiations with Nepal Mission to develop a contra:t for renewal and extension 
of IRIS activities along the priority lines defined by AID. 

Kazakhstan. Mission will be contacted and presented with Mongolia project output 
documents. 

Morocco. Georges Korsun and IRIS consultant William Kovacic will travel to Morocco 
in May to co',!uct a study of the legal environment. 

Sri Lanka. Preparations for exploration -visit by IRIS/India director. 

West Bank. Follow-on activities are now under discussion. 
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2. IRIS Seminar Series 

a. Plans for reporting quarter 

IRIS would complete the review of existing programs and develop a more detailed 
promotion plan. IRIS would discuss possible topics with AID and agree upon two or three 
for further development. The possibilities for holding tile pilot seminar in the series in 
Kazakhstan or Cambodia would be explored. 

b. Activities during quarter 

No activities completed during this quarter. 

c. Plans for next quarter
 

All activities projected for this reporting quarter are being deferred to the next quarter.
 

3. Updating Expertise Seminar for AID 

a. Plans for reporting quarter 

Written descriptions of potential topics would be developed as examples of seminars. These 
examples would be used to further target the needs of staff from AID's Economic Growth 
Center and other divisions. 

b. Activities during quarter 

Draft descriptions of potential seminar topics were written during the quarter. Less time 
was spent on this activity than anticipated, however, because the relative importance of this 
specific activity compared to others was downgraded during the course of the quarter. 

c. Plans for next quarter 

The drafts prepared last quarter will be updated as deemed useful by on-going evaluation 
of whether this or other activities best serve the IRIS mission. 

4. Rule of Law/Governance Proiect 

a. Plans for reporting quarter 

The working paper would be completed. 

b. Activities during quarter 

During this quarter David Fagelson and Chas Cadwell took part in a conference on the 
drafting of regional constitutions in the Russian Federation. This conference provided 
important information on issues of federalism, balance of powers. separation of functions 
and other fundamental aspects of constitutional organization. 

c. Plans for next quarter 

In the next quarter David Fagelson will spend time developing proposals and seeking 
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non-AID sources of funding to carry out governance and rule of law research and technical 
assistance activities. 

5. 	 Good Government Conference 

a. Plans for reporting quarter 

IRIS would explore further the prospects for holding the conference in Senegal and 
Uganda. 

b. Activities during quarter 

The Senegal mission expressed its interest for a Good Government Conference, to be held 
in Dakar in November. IRIS contacted potential presenters and set up a team to start work 
on the conference as soon as USAID/Senegal produces a PlOf. 

c. Plans for next quarter 

Development of the content of the conference. identification of potential participants, and 
logistical preparation. 

C. 	 Core Administrative Functions 

1. 	 Research dissemination. 

Final Report. The composition of the IRIS final report will begin in June 1995. 

Requests for IRIS publications. 

Period Number of requests Items requested
 

10/l/94-12/31/94 Total: 38 Total: 228
 

USAID: 6 	 USAID: 80 

!Il/95-3/31/95 Total: 21 	 Total: 60 

USAID: I 	 USAID: I 

To improve research uptake. a publications list will be distributed with the next newsletter
 
mailing.
 

Database maintenance for mailing lists. Congressional lists were updated.
 

WAFERS. No WAFERs were held in this quarter.
 

UPDATE. An Update was completed and will be mailed in early May.
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"Lessons Learned" from Field Programs. Staff began to formulate "lessons learned" as 
part of an overall IRIS effoit to identify progress to date of the project. 

Economic and Political Institutions Book. Revised drafts have been received for 9 of the 
planned 20 chapters, and production editing is complete for four chapters. A sample of 
chapters will be sent to prospective publishers in May. 

Research Review. No further progress was made. 

2. Scholarships/internships 

a. Activities planned for reporting quarter 

The IRIS/lET collaborative project would work to place a few selected young scholars in 
the US for up to one year for graduate level studies and research work at appropriate 
American universities. 

b. Activities during quarter 

The scholars selected for support are completing the research papers commissioned 
previously. 

c. Activities planned for next quarter 

Final selection of young scholars will be made, and placements arranged. 

3. Other Issues: 

None. 

4. Financial Data 

To be supplied. 

5. Attachments 

None. 
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SECTION TWO: QUARTERLY FIELD REPORTS:
 

India, Lithuania, Mongolia,
 

Nepal, Poland. and Russia
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Quarterly Field Report: IRIS-INDIA 

1. 	 ADMINISTRATIVE DATA 

Reporting Period: January I. 1995 - March 31. 1995 
BOA Number: ANE-0015-l019-00 
Delivery order Number: 13 
AID Project Office: G/EG/EIR (R. Mitchell. 522 SA-2) 
AID Office funding delivery order: G/EG/SMIE 
AID Office project: Institutional Reform and the Informal Sector (IRIS) Project 

II. 	 PERFORMANCE INFORMATION 

1. 	 Project purpose summary statement: 

A. Project Purpose: The objective of this program is to increase the 
understanding and awareness of the institutional aspects of economic 
issues in India and to generate a better knowledge base for decisions 
about economic policy. This will be achieved by carrying out (i) a 
policy analysis program. (ii) an l:do-American scholarly exchange 
program. (iii) conferences, and (iv) publications. The policy analysis 
program examines the current institutional framework in India. explores
whether this framework constrains the economic liberalization process 
and determines whether there is a need for reform. IRIS will 
disseminate the results of policy analysis to the research community, to 
politicians and government officials, to the media and the public in 
India through conferences and publications. 

B. 	 Relationship to USAID Program Strategy: The USAID program 
strategy in India is to help India make progress towards sustainable 
development by focusing orn three primary program objectives: 
accelerating broad-based economic growth, stabilizing population 
growth. and protecting the environment. IRIS activities in India--as a 
part of the Mission's Technical Assistance and Support Project (TASP)­
-contribute to Mission objectives, especially to the objective of 
accelerating broad-based economic growth by providing economic 
policy analysis results and advocacy to increase the competitiveness of 
the Indian economy and to improve financial and regulatory 
environment. 

C. 	 Progress toward Pro.ctPu.rps during the Reporting Period: The 
purpose of this project, namely increasing the understanding and 
awareness of the role of institutions in economic development in India 
and generating a better knowledge base for decisions about economic 
policy, has been furthered during the reporting period. First, the first 



drafts of sponsored policy papers were reviewed. The task of revising
the best of these papers into a publishable form continued. The work 
continued also on the book which will include some of the best papers
of the program. Second. IRIS signed the contract with USAID for an 
extension and expansion of the current India program on March 16, 
1995. This new phase of the program will be a collaborative effort 
between IRIS and a leading, and highly influential. Indian research 
institute, the National Institute of Public Finance and Policy (NIPFP).
The planning of and preparation for various program activities as well 
as solicitation of new policy analysis proposals started immediately 
during the quarter. 

2. Progress report 

A. Technical Implementation' 

Activities Planned for Reporting Current Explanations
 
Quarter Status _I
 

Review Draft Policy Papers 
 _ 

Revision of Best Policy Papers for 2 See Attachment I for status of the 
Publication. IRIS sponsored policy papers. 

Copies of revised and completed 
papers sent to USAID/India. IRIS is 
waiting for reamining scholars to 
submit their revised papers. 

Publishing Policy Papers in 2
 
IRIS/India Working Paper Series.
 

Book 2 	 IRIS is editing the best policy
 
papers and publishing them as a
 
book.
 

Launching of Next Phase of Policy 
Analysis Program 

Solicitation of Policy Analysis 2
 
Proposals
 

Current Status Key: 
(I) Action Completed 
(2) Action in process 
(3) Action delayed 
(4) Action canceled 

Status of activities as defined in the delivery order. 



Planned Activities for Next Quarter 

Revision of Policy Papers 

Publishing Policy Papers in 
IRIS-India Working Paper Series. 

Book 

Solicitation of Policy Analysis 
Proposals. 

Commissioning of Policy Papers. 

Advertising Policv Analysis 
Program. 

Planning of Distinguished Speaker 
Conference to be held in November 
1995. 

Planning of Distinguished Speaker 
Conference to he held in January 
1996. 

Planning of Indo-American 
Scholarly Exchange Program. 

Launching of Indo-American 
Scholarly Exchange Program. 

Planning of Tele-Video Conference 
on "Democracy and Economic 
Development: Friends or Enemies'?" 

Estimated
 
Cumpletion 


Date
 

5/94 


6/94 

12/95 

7/95 

9/95 

9/96 

11/95 

1/96 

9/96 

6/95 

9/95 

Entity Responsible for Action 

Scholars 

IRIS 

IRIS. Scholars and the Publisher
 

IRIS
 

IRIS. NIPFP
 

Preparation of advertisements 
for Indian magazines and 
newspapers. and a press release 
on the program. 

IRIS and NIPFP 

IRIS and NIPFP 

IRIS
 

IRIS
 

IRIS and Worldnet TV
 

/
 



B. Project Administration 

Activities Planned for Reporting 
Quarter 

Current 
Status 

Follow-On Work on Proposal for 
Next Phase of IRIS/India Policy 
Analysis Program. 

I 

Signing of Contract with USAID for 
Next Phase of IRIS/India Policy 
Analysis Program. 

I 

Travel of Project Director to New 
Delhi to prepare Work Plan for New 
Phase of' IRIS/India Policy Analysis 
Program. 

I 

Preparation of Program Brochure. 2 

Preparation of Work Plan. 2 

Preparation of Expenditure 
Projection. 

Current Status Key: 
(I) Action Completed 
(2) Action in process 
(3) Action delayed 
(4) Action canceled 

Explanations 

The contract was signed on March 
16. 1995. 

March 17-27, 1995. 

Refinements of the Work Plan 
discussed in considerable detail
with USAID/India. 

4/
 



Planned Activities for Next Quarter 
Estimated 

Completion 
Date 

Entity Responsible for Action 

Finalization of Work Plan. 4/95 IRIS 

Finalization of Expenditure 
Projection. 

4/95 IRIS 

Revision of Program Brochure. 4/95 IRIS 

Sub-contracting with NIPFP. 6/95 IRIS and NIPFP 

Hiring Delhi-based 
Organization/Individual to take care 
of Administrative Tasks in India. 

9/95 IRIS 

Preparation of Marketing Materials 
for Indo-American Scholarly 
Exchange Program. 

6/95 IRIS 

Forming of Proposal Review 
Committee. 

7/95 IRIS 

3. 	 Other problems/issues and intended steps toward resolution: 

Final 	agreement with CDE regarding their participation in the next phase of the 
program broke down over compensation rates. Individual scholars associated 
with CDE will be approached directly and alternative arrangements for 
logistical support in India are being made. 

III. 	 FINANCIAL DATA 

To be supplied. 

IV. AITACHMENTS
 

Attachment I: List of IRIS sponsored policy papers and their status.
 

,
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ATTACHMENT I to the IRIS/India Quarterly Report for January-March 1995
 

List of IRIS/India Sponsored Policy Papers and Their Status 

/
 



IRIS-INDIA Policy Analysis Program
 

Institutions, Incentives and Economic Reforms
 

Papers Revised and Completed: 

Dr. Dilip Mookherjee (Indian Statistical Institute. New Delhi) and Dr. Arindam Das-
Gupta (National Institute of Public Finance and Policy),

* "Reforms in hIdian hIcome Tax Enforcement". 

* "Tax Amnesties in India: A Theoretical and EmpiricalAnalysis. 

* "Recent Trends in Income Tax Administration in the CIA T Countries. 

* "Income Tax Etforcement in Spain." 

* "Refors in hIcome Tax Enforcement in Mexico. 

Dr. Kenneth Kletzer and Dr. Nirvikar Singh (Department of Economics. University of 
California. Santa Cruz), 

"Indian Fiscal Federalism:PoliticalEconomyn and Issues for Reform". 

Dr. Anil Deolalikar (Department of Economics. University of Washington) and Dr. 
Prem Vashishtha (National Council for Applied Economic Research),

"The Health and Medical Sector in Idia: PotentialReforms and Problems". 

Dr. Mrinal Datta Chaudhuri (Delhi School of Economics), 
"Labor41arkets as Social histitution, in India". 

Dr. Brian Fikkert (Department of Economics. University of Maryland),
"Refonning India's Technology Policies: The hnpacts of Liberalizationon Self-
Reliance and Welfare." 



Papers Completed: 

Dr. Ashok Guha (School of International Studies, Jawaharlal Nehru University),
"The Design qf Decision Making: A Stud' i Economic Administration with 
Special Reference to Indian Economic Reform". 

Dr. Anand Gupta (Indian Institute of Management. Ahmedabad). 
"Privatizationand India 's Economic Reformns". 

Dr. D.M. Nachane (Department of Economics. University of Bombay),
"IntellectualPropertY Rigits in the Uruguay Round: An Indian Perspective". 

Dr. Shashi Kolavalli (Indian Institute of Management, Ahmedabad), 
"Options/fr Improving Petormnance of Irrigation Systems ill lIdia". 

Dr. Ramaswamv Aivar (Institute for Financial Management and Research. Madras)
and Dr. Hanumantha Rao Institute for Financial Management and Research. Madras), 

"Indian Energy Scene--Problens and Prospects". 

Dr. Isher Ahluwahlia (Center for Policy Research). 
"Industrialand Trade PolicY Reformns in India". 

Dr. Bibek Debroy (National Law School of India University), 
"ConsumerProtection Legislation in Public Utilities in hitdia". 

Dr. R.J. Mody (Sardar Patel Institute of Economic and Social Research), 
"Reforms in Non-Bank FinancialIntermediaries". 

Papers Under Revision: 

Dr. Govinda Rao (National Institute of Public Finance and Policy) and Dr. M.R. 
Narayana (Institute for Social and Economic Change), 

"FiscalReforms and the Role of Sub-Center Governments". 

Dr. Ashok Gulati (National Council for Applied Economic Research), Dr. Pradeep
Sharma (Planning Commission) and Dr. Satu KThkbnen (IRIS),

"The Food Corporationof India: Successes and Failuresin Indiati Foodgrain 
Marketing". 

Dr. Dilip Mookherjee (Indian Statistical Institute, New Delhi) and Dr. Arindam Das-
Gupta (National Institute of Public Finance and Policy), 

"ManpowerProductivity anid Organization ini Tax Assessment." 



Dr. E. Sridharan (Center for Policy Research). 
"Coalition Theory awd hitdian Politics: InplicationsJbr Public Policy". 

Dr. Pradeep Agrawal (Indira Gandhi Institute of Development Research),
"Regulationand Refonin of the FinancialSector in lndia: An Analysis of the 
Underlying Incentives 

Dr. Kaushik Basu (Cornell University and Delhi School of Economics), 
"Legal and Institutional Prerequisitesof Market Reform in India. 



Quarterly Field Report: Lithuania 

1. 	 ADMINISTRATIVE DATA 

Reporting Period: January 23. 1995 - March 31. 1995 
BOA Number: ANE-0015-B-1019-00 
Delivery order Number: 18 
AID Project Office: G/EG/EIR (R. Mitchell, 522 SA-2) 
AID Office funding delivery order: EUR/RME (Susan Gurley 4733 NS)
AID Office project: Institutional Reform and the Informal Sector (IRIS) Project 

[I. 	 PERFORMANCE INFORMATION 

!. 	 Project purpose summary statement: 

A. 	 Project Purpose: The Purpose of the IRIS-Lithuania 
Project is to create a positive commercial law institutional framework for 
the development of the financial sector in Lithuania. This purpose is being 
accomplished by assisting Lithuania with its collateral law and with related 
areas of law. 

B. 	 Relationship to USAID Piogram Strategy: Despite Lithuania's progress, 
there continues to exist a great need to create employment, foster trade, 
and to expand the private sector, especially the SME sector where most 
new job creation occurs. 

Lithuania suffers from a significant impediment in this regard: 
Medium to long term credit is unavailable on a commercial basis, and 
short term credit is unaffordable. The World Bank, the European Bank for 
Reconstruction and Development. and USAID have identified the absence 
of a modern commercial banking system as one of the primary blocks to 
further development. Without such a system. private capital cannot flow 
into Lithuania for lending to creditworthy firms. In large part, this 
situation exists because Lithuania. and indeed each of the countries of 
C&EE, lacks an effective secured transactions system (a "collateral law")
which would enable banks to lend on the basis of a debtor's assets. 
Presently, the only effective forms of collateral are cash collateral (i.e.
funds on deposit with the lender) and inventoried apartments and 
commercial space. Banks are thus reluctant to lend, because they know 
mat collection is uncertain and enforcernent is difficult. If Lithuania had 
an effective collateral law with a central registry to prevent fraud, 
commercial lending to the private sector would increase dramatically. 

The IRIS-Lithuania Project is in the process of assisting Lithuania 
by forming a locally based drafting group and by working to gain the 



consensus of (and to educate) other important constituent organizations 
such as local bankers, lawyers. and those in the Lithuanian government
who believe that the status quo is sufficient. In so doing, IRIS is 
leveraging upon its own experience in Poland and elsewhere, and upon its 
substantial contacts and interaction with the World Bank, the EBRD, and 
other USAID projects. 

C. Progress toward Project Purpose during the Reporting Period: 

I. Formation of Secured Transactions Work Group. The IRIS Project 
began in Lithuania by identifying primary counterpart contacts and by 
establishing a relationship with them. The Minister of Justice had earlier 
referred IRIS to Ms. Jadvyga Aleksaite. Chief of the Private Law Division, 
and IRIS had itself identified Professor Stasys Velyvis, a civil jurist who 
is senior in-house counsel to the Lithuanian State Savings Bank. and who 
has chaired several other commercial law drafting groups in recent years. 
Ms. Aleksaite. Prof. Velyvis and IRIS identified impediments to 
Lithuania's adaptation and employment of a workable, creditor-palatable, 
and enactable secured transactions system, and we devised the structure of 
the work group. the substantive goals of the group. and the means by 
which IRIS will assist the group. 

After consideration of the political and substantive problems that 
the group may encounter. Ms. Aleksaite, Prof. Velyvis, and IRIS elected 
to form a small core group comprised of individuals who had served on 
groups which had shared some subject matter related to secured 
transactions: who had demonstrated an ability to work quickly: and whose 
intellects and legal work product would be respected by the legal 
community. the banking community, and other important constituencies. 
Presently. the group is comprised of the following individuals: 

1. Stasys Velyvis. Chief Counsel. Lithuanian Savings Bank (Chair); 
2. Jadvyga Aleksaite. Chief of Private Law Division. Ministry of Justice; 
3. Daina Petrauskaite, Assistant Chief, Private Law Division, Ministry of 
Justice: 
4. Jonas Masiokas. Professor of Law, Vilnius University; 
5. Dr. Zhimontas Sveticius. Professor of Economics/Business, Vilnius 
University: 
6. Vytas Nekroicius. Professor of Law, Vilnius University. 

The group will seek io expana its membersihip in the event that conditions 
so warrant. 

2. Development of a Work Plan for the Group. Shortly after the 
group's organization, IRIS assisted in drafting a skeletal workplan and in 
implementing it. Of the plan's seven phases, the two on which IRIS 



concentrated during this quarter were the phases involving basic education 
for the group members (which included Velyvis' and Aleksaite's 
attendance at the Conference on the Draft Polish Collateral Law), and 
identification of conflicting statutory provisions and legislative initiatives. 

3. Coordination with Lithuanian Government Officials and Others. 
The current Lithuanian "Hipoketos" law,. although the result of a laudable 
effort, has proven to be unworkable in practice and is fraught with a 
number of substantive shortcomings. Most significantly, the law attempts 
to simultaneously govern secured transactions in movables and in 
immovables. Given that the two types of collateral require fundamentally
different provisions regarding remedies and registration, among others, no 
country in the world maintains a single law to govern both types of 
collateral. 

Thus. it became apparent early in the process that it would be 
necessary for IRIS and the work group to liaise with the proponents of this 
law as well as with other relevant government officials. 

In March. IRIS met with the Seimas Legal Department. which had 
asked for an opinion as to the propriety of the "single law" notion, as well 
as for commentary regarding apending "Draft Law on Mortgage Offices." 
The Legal Department also asked that IRIS provide an "expert" opinion
regarding the "single law." Shortly thereafter. following discussions with 
Ministry of Justice officials, a similar request was made by the Ministry.
IRIS provided an on-ground response and solicited an opinion from 
Professor John Spanogle, an internationally recognized expert. 

The drafters of the current (utterly unusable) law were somewhat 
less receptive to any contention that the Hipotekos Istatymas and the 
system they contemplate thereby should be subjected to revision, but they
did express a willingness to discuss further the matter of separation.
Further, the "Law on Mortgage Offices" which they submitted to the 
Seimas does exclude from its coverage transactions secured by movable 
property. Throughout the Quarter, IRIS endeavored to maintain open
communication with these people and further attempted to convince other 
relevant constituencies that they should be made a part of the process. 

Finally, IRIS has established fairly close contact with the local 
World Bank mission, the World Bank country director, and the Financial 
and Enterprise Seccor team which is negotiating with the Lithuanian 
government for a large loan to stimulate lending by local banks to SMEs. 
Last summer, the Team was able to effect the passage of a new law on 
commercial banks, as well as the repeal of the then-existing law. The 
team has identified Lithuania's lack of a creditor-palatable secured lending
regime as another major impediment to the finalizing of the loan 



negotiations. and it has expressed an interest in keeping abreast of IRIS's 
progress. IRIS envisions that the World Bank may prove helpful in the 
event of an intra-Lithuanian conflict regarding the propriety and/or 
necessity of creating a system for personal property secured transactions. 

2. Progress report 

A. Technical Implementation 

Activities Planned for Reporting 

Quarter 


Formation of Work Group 

Obtain "Nutarimas" from 
Lithuanian Government making the 
Group officially responsible for 
collateral law reform regarding 
movable property. 

Development of Substantive Work 
Plan. 

Education of Group Members. 

Current 
Status 

Explanations 

I Members selected, biosheets 
enroute 

2 Ministry of Justice already is 
charged with reform of "Hipotek" 
system and has promised to act 
speedily. However. drafters of the 
current law are arguing that their 
law can accommodate both types 
of collateral. 

I Delivered to Group in March. 
Group will use it to guide its 
work. 

2 Ms. Aleksaite and Professor 
Velyvis attended Polish Collateral 

Law Conference (February 
26-March 1): Corrigan holds 
"primer" sessions with group 
members. 



Initial Interdonor Coordination Corrigan holds meetings with 
World Bank personnel responsible 
for financial sector reform: with 
the Swedish Baltic Corps, which is 
providing assistance in the real 
estate finance area; with Swedish 
officials examining continued 
activity in these areas: 
with other USAID contractors, and 
with EU contractors to educate 
them with regard to the IRIS 
project and the status of collateral 
law in Lithuania. 

Public Consensus Building. Corrigan lectures to a Lithuanian 
lawyers* group on February 5. and 
to the AmCham Luncheon on 
March 30. 

Current Status Key: 
(I) Action Completed 
(2) Action in process 
(3) Action delayed 
(4) Action canceled 

Planned Activities for Next Quarter 
_ 

Estimated 
Completion 

- Date 
Entity Responsible for Actiqn 

Extract agreement from drafters of 
current law regarding separation of 
movables from immovables. 

6/95 IRIS/Lithuania 

Deliver Lithuanian language 
translations of Spanogle essay and 
certain law review articles. 

4/95 IRIS/Lithuania 

Expand Work Group to include 
drafters of current hipotekas law 
and members of the Lithuanian 
Commercial Bankers' Association. 

5/95 IRIS/Lithuania 

Produce inventorization of 
conflicting statutory and regulatory 
provisions and legislative 
initiatives. 

6/95 IRIS/Lithuania 



Produce at least one "consensus 6/95 IRIS/Lithuania 
building" article for local 
publication or undertake one public 
speaking engagement. 

Obtain "nutarimas" referenced 6/95 IRIS/Lithuania 
above. 

Produce estimated completion dates 6/95 IRIS/Lithuania 
for component tasks. 

B. Project Administration 

Activities Planned for Reporting Current Explanations 
Quarter Status 

Rental of small office. I Gedimino 24-9. located in Vilnius' 
central business district, close to 
all ministries. IRIS rents space 
from the Commercial Law Center, 
a Lithuanian non-profit 
organization which houses a 
Western law library and provides 
e-mail and telephone answering 
services. 

Hiring of local assistant/translator. I Darius Guze. a graduate of the 
English Language faculty at 
Vilnius University. authored a 

diploma thesis on bankruptcy and 
debtor-creditor terminology. 

Organization of Local Program I IRIS maintains a local project 
Finances. bank account and observes all 

customary internal controls, 
including receipts against all 
withdrawals. 

Current Status Key: 
(1) Action Completed 
(2) Action in process 
(3) Action delayed 
(4) Action canceled 



Planned Activities for Next Quarter 
Estimated 

Completion 
Date 

Entity Responsible for Action 

Delivery of "General Periodic 
Report 2"to AID/Vilnius. 

5/5/95 John T. Corrigan 

Purchase of additional computer 
and printer, as well as dedicated 
telephone line. 

5/31/95 IRIS/Lithuania 

Obtain "laptop" computer to 
facilitate translations. 

4/10/95 IRIS/Central Europe 

Prepare financial report and obtain 
replenishment of operating account. 

4/29/95 
_ 

John T. Corrigan 

Obtain completed "bioshects" from 
Lithuanian consultants. 

5/1/95 IRIS/Lithuania 

III. FINANCIAL DATA: To be supplied. 



Ouarteriv Field Report: INongolia 

1. 	 ADMINISTRATIVE DATA 

Reporting Period: January I - March 31. 1995 
BOA Number: ANE-0015-B-00-1019-00 
Delivery order Number: 10 
AID Project Office: G/EG/EIR (R. Mitchell. 522 SA-2) 
AID Office funding delivery order: G/EG/SMIE 
AID Office project: Institutional Reform and the Informal Sector (IRIS) Project 

II. 	 PERFORMANCE INFORMATION 

1. 	 Project purDose summary statement: 

A. 	 The project endeavors to strengthen the capacity of key Mongolian
decision makers from all spheres of the country's economic life to design 
and implement in:;titutional reforms during the country's transition to a 
market economy. To accomplish this purpose a series of workshops and 
follow-up activities will address topical policy issues and present both 
general background materials and discussions of specific policy options for 
development and implementation. 

B. 	 The USAID Program Strategy in Mongolia emphasizes encouragement and 
strengthening of the process of democratization and the promotion of 
economic growth. The project actively promotes these broad goals in the 
following ways. The workshops target a broad spectrum of Mongolians 
in order both to enable individuals from different sectors to better 
understand and articulate concerns and to enhance policy discussion and 
its results. The topical policy issues and corresponding points of institu­
tional reform involve ingredients crucial to economic growth. 

C. 	 The purpose of the project, namely "strengthening capacity of Mongolian 
decision-makers to design and implement institutional reforms", has been 
furthered during the reporting period by two activities. First, the fourth 
workshop in the series was held in February. This workshop, entitled 
"Environmental Economic Policy" and held in Ulaanbaatar, provided 
approximately thirty Mongolian decision-makers with exposure to a full 
range of tools available for effective environmental policy making and a 
special 	focus oil the use of market incentives for achieving environmental 
goals. 	 Two Western specialists in environmental policy assisted the IRIS 
staff in presenting sessions. Atrip report describing the workshop in more 
detail is attached as Appendix 1. The participants expressed interest in 
continuing IRIS assistance in this area, especially in developing air quality
regulations in Ulaanbaatar that make extensive use of 	market incentives. 

1. 



Second. preparation for the fifth workshop was begun. The topic
will be Economics for the Media. and the workshop will be held in 
Ulaanbaatar. in May. 1995. As part of preparation. Cynthia Clement,
Workshop Coordinator. traveled to Mongolia to assist James Anderson, 
Field Coordinator. in researching the current status of economic knowledge
held by reporters because Mr. Anderson 
preparations for the Fourth Workshop. 
Appendix 2. 

was heavily occupied with the 
A trip report is attached as 

2. Progress report 

A. Technical Implementation' 

Activities Planned for Reporting Current Explanations (Problems, steps to 
Quarter Status resolve, etc.) 

Presentation of fourth workshop. I Thirty Mongolian decision-makers 
College Park. with responsibilities for 

environmental policy-making 
attended a two-week workshop in 
Ulaanbaatar in February, 1995. 
Three instructors, including IRIS 
staff, led the workshop sessions. A 
full list of participants and session 
topics can be found in the trip
report attached as Appendix I. 

Background research on existing I Research includes interviews with 
institutions relevant to the fourth government officials. 
workshop in Mongolia. including representatives of non-
State agencies. non-governmental governmental organizations.
organizations, and other donor political parties, regulatory
projects. Ulaanbaatar. agencies, academics. members of 

parliament, and the foreign assis­
tance community. 

Translation and compilation of laws I Copies of these documents can be 
and documents relevant to the accessed by contacting James 
fourth workshop, Ulaanbaatar. Anderson in Ulaanbaatar or

Georges Korsun in College Park. 

Design of fourth woikshop, I Tasks included selection of lectur-
College Park. ers, curriculum design, and lecture 

preparations. 

Status of activities as defined in the delivery order. 

2* 



Logistical preparations for fourth 
workshop. College Park and 
Ulaanbaatar. 

I Tasks included arranging an 
agreement with a host counterpart 
in Mongolia. the Ministry of 
Nature and Environment. who 
provided classroom facilities and 
travel arrangements for Mongolian 
participants from localities outside 
Ulaanbaatar. In College Park, 
tasks included obtaining country 
clearance and travel approval from 
the IRIS project officer and making 
travel arrangements. 

Roundtable discussion with key 
Members of Parliament involved 
with the General Environmental 
Law. 

At the request of Member of 
Parliament Turtogtokh. the faculty
for the fourth workshop consulted 
with MPs Ochirkhuu. Urtnasan. 
Norovsambuu. and Gan-Ulzii on 
the content of Mongolia's draft 
General Environmental Law. 

Solicit suggestions of Advisory 
Council members on participants for 
fifth workshop. 

2 Advisory Council suggestions will 
be solicited and forwarded to the 
USAID Representative in April of 
1995, along with evaluations 
developed by IRIS staff. 

Workshop development trip to 
Mongolia by IRIS-College Park 
staff responsible for fifth workshop. 

I This trip is more 
Appendix 2. 

fully described in 

Development of follow-up technical 
assistance as requested by workshop 
participants and approved by the 
USAID Representative in Mongolia. 
Ulaanbaatar. 

2 Work on developing procedures for 
enforcement of the Law on 
Prohibiting Unfair Competition 
awaits availability of William 
Kovacic. a consultant who 
consulted on drafting of the law. 
Work on providing assistance to 
drafters of a new insurance law 
was delayed by a change in 
personnel in the Ministry of 
Finance: work will resume in the 
next quarter. 
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Participation in an information 
exchange between foreign advisors 
arranged by UNDP. 

James Anderson participated in this 
quarterly discussion designed to 
facilitate greater coordination and 
information exchanges between 
foreign aid projects. 

Publication of an interview in 
"Government News". a newspaper 
of the Mongolian Government. 

I James Anderson granted an 
interview which was published in 
an important newspaper. The 
article is attached as Appendix 3. 

Talk at the English fur Special 
Purposes Institute on the 
"Institutions of a Market Economy." 

I James Anderson was invited to 
give this talk at the inaugural 
meeting of the "Business Club." 
created by the ESPI to meet 
monthly and discuss issues of 
interest to the students and faculty 
of ESPI. 

Current Status Key: 
(I) Action Completed 
(2) Action in process 
(3) Action delayed 
(4) Action canceled 

Planned Activities for Next Quarter 
Estimated 

Completion 
Date 

Entity Responsible for Action 

Conduct fifth workshop on 
economics for the media. 

6/3/5 IRIS-Mongolia 

Solicit Advisory Council members 
for suggestion about participants for 
fifth workshop. 

4/30/95 Advisory Council: IRIS-Mon­
golia 

Identification of counterpart agency 
in Mongolia to host fifth workshop 
and provide logistical assistance. 

4/30/95 IRIS-Mongolia 

Begin preparations and background 
research for sixth workshop on 
corporate governance. 

6/30/95 IRIS-Mongolia 

4 
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Research/Workshop development 6/30/95 IRIS-College Park 
trip to Mongolia by IRIS-College
 
Park staff responsible for sixth
 
workshop.
 

Conduct follow-up technical 9/30/95 IRIS-Mongolia (develop
assistance on implementation of the agenda for assistance): IRIS-
Law on Prohibiting Unfair College Park (identify and hire 
Competition. appropriate experts in the area 

of antitrust enforcement) 

Conduct follow-up technical 9/30/95 IRIS-Mongolia (develop
assistance on developing a general agenda for assistance): IRIS­
insurance law and regulatory College Park (identify and hire 
framework. appropriate experts in the area

of insurance regulation) 

Forward participant requests for 6/30/95 Workshop 4 Participants:
 
new follow-up technical assistance IRIS-Mongolia
 
arising from the fourth workshop to
 
the USAID Representative in Mon­
golia.
 

B. Project Administration 

Activities Planned for Reporting Current Explanations (Problems, steps to
Quarter Status resolve, etc.) 

Travel to Beijing for the acquisition 3 Trip postponed until next quarter. 
of supplies. 

Initiate new PlOT to release 2 Request to USAID Representative
incremental funding for the made in August 1994. Action 
remainder of project and extend the commenced in October. Still
 
completion date to May 1996. 
 waiting for final response. Project 

Funds from initial tranche were 
exhausted at the end of February. 
Reduced activity continues with 
Core support. as appropriate under 
the core scope of work. 

Current Status Key: 
(I) Action Completed 
(2) Action in process 
(3) Action delayed 
(4) Action canceled 
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Planned Activities for Next Quarter 
Estimated 

Completion 
Date 

Entity Responsible for Action 

Travel to Beijing for the acquisition 
of supplies. 

6/30/95 IRIS-Mongolia 

Submit proposal for additional 
technical assistance after 
completion of they buy-in, at the 
request of the USAID Mission 
Representative. 

6/30/95 IRIS-College Park and 
Mongolia Staff. 

3. Other problems/issues and int,:nded steps toward resolution. As forecast in the previous 
quarterly report. the project exhausted current obligated funds at the end of February.
Since the incremental funds requested in August 1994 have not been obligated at this 
time. the project is continuing at reduced levels with IRIS core funds in accordance with 
the Core scope of work. We understand that pending a congressional notification, funds 
will be made available in April. 1995. and that a no-cost extension of time will be granted 
along with those funds. 

III. FINANCIAL DATA 

To be supplied. 



ATTACHMENT I
 

TRIP REPORT
 
FEBRUARY 8 - 27, 1995
 

On February 8, 1995 an IRIS team led by Mr. Georges Korsun. Project Director,
traveled to Mongolia to conduct a two-week workshop on "Economics and Environmental 
Policy". The team included Professor John Horowitz. Department of Agricultural and
Resource Economics. University of Maryland. and Professor Robert Percival, Director,
Environmental Law Program. University of Malyland Law School. 

Environmental issues are becoming important in Mongolia as the country continues
its move to a market economy. Mongolia suffers from the typical Soviet legacy of persistent
inattention to environmental problems and policy makers are also confronting newenvironmental pressures resulting from privatization of the agricultural sector, from the
debate over the ownership and disposal of natural resources, and from the changing
structure of industry. Moreover. the constitutional stance on public ownership of pasture
land has created perhaps the world's largest commons, raising the possibility that traditional 
Mongolian commons management tools may not be sufficient, given the new pressures. 

To assist policy makers and implementers. this IRIS-Mongolia workshop exposed
participants to the full range of tools available for sound environmental policy making, with 
a focus on the use of market incentives for achieving environmental goals. The workshop
began with a week of sessions on the institutional foundations and concluded with a week
of sessions on environmental and natural resource economics. Air quality issues linked
thematically the different applied exercises used throughout the two weeks to illustrate 
different aspects of policy making and implementation. 

In the first week, particular attention was paid to the variety of institutions available 
to manage environmental risks, including the substantial role that NGOs and local 
government officials may play. Among topics covered were: coping with uncertainty,
regulatory design and criteria for evaluating regulatory alternatives, and the use of standards
(risk-benefit balancing, technology-based, or health-based). Several sessions were devoted 
to the implementation and enforcement of environmental laws, touching on issue..s of
monitoring and detection, the use of civil and criminal penalties, and the role of citizen
suits. A session on comparative environmental law addressed differences in the approaches
taken by various countries and the implications of international trade liberali2ation on
environmental interests. Finally, an illustration of the range of available in:,titutional 
responses was provided in a case study on the development of air pollution controls. 

After some introductory material on market failures relevant to environmental 
economics (e.g. public goods, externalities, common resources use), the second week
proceeded with the economic rationale for environmental regulations, including market­
based schemes such as taxes and transferable permits. Next, the components of cost/benefit
analysis were presented, with emphasis placed on methodologies for the valuation of benefits
(e.g. revealed preferences and contingent valuation surveys) and the concept of discounting.
An exercise in applied cost/benefit analysis using Mongolia-specific data was conducted to 



evaluate various policy options related to the introduction of new. more efficient ger stoves. 
This application was selected because ger stoves are said to contribute about 60% of the air
pollution in Ulaanbaatar: while the government has been considering subsidy schemes to 
encourage production of these stoves, no rigorous analysis of their environmental benefits 
has ever been conducted. The week concluded with several sessions devoted to the 
economics of renewable and nonrenewable natural resources. with emphasis on forestry,
hunting, and coal mining. Basic rules for optimal extraction rates and resource pricing were 
presented. with and without the presence of associated environmental problems. A detailed 
list of sessions and participants is included as Appendix A. 

The concluding session was devoted to a discussion of potential follow-up activities
and to an evaluation of the workshop. The participants identified five potential follow-up
topics for further debate: 1)a comparative study of Mongolian and US Environmental Laws,
2) additional work on incorporating economic incentives in environmental regulations. 3)
assistance in the establishment of laboratory facilities. 4) environmental education for the
population-at-large, and 5) air pollution control issues in Ulaanbaatar. After additional 
debate, a combination of proposals 2 and 5 was deemed most important: a new 
consideration of air quality regulation in Ulaanbaatar that would make extensive use of
market incentives. The participants next identified likely groups or agencies that should 
participate in such a follow-up: these included the Ministries of Nature and Environment. 
Health. Energy, and Infrastructure: the Ulaanbaatar City Administration. the Technical 
University, the Central Environmental Lab, and the Office of Standards and Measurements. 
NGO's identified by the participants as most appropriate for participation included the 
Mongolian Association for the Conservation of Nature and the Environment (MACNE)and
the Mongolian Greens Movement. Mr. Anderson will begin coordination of this follow-up
activity in early April. 

A modified IRIS post-workshop evaluation questionnaire was distributed to all 
participants: this questionnaire was amended to include one multiple response question from 
AID Handbook 10 (the only appropriate question for this type of workshop). The 
participants' responses suggest that. while there is. as always. room for improvement, the 
program was well-conceived and served the needs of the participants fairly well. To
summarize the comments, participants thought more material should be provided, especially
before the beginning of the workshop (this is a recurring difficulty caused by the time and 
expense involved in getting technical translations into Mongolian), include more Mongolia­
specific and Mongolia comparative material, provide more time for formal presentations and 
more informal discussions by participants, and make the workshops somewhat briefer. For 
our part, we learned that it was important to rotate the instructors so that no individual 
taught several sessions in a row in order to maximize their teaching effeetiveness. More
generally, we realized that Mongolia-based workshops. because they involve so many more 
paiticipants (and hence more diversity in background and economic knowledge) need to be 
more focused, less comprehensive, and targeted at a narrower audience. The IRIS team was 
very pleased with the attendance at the seminar over the course of the two weeks, especially
in light of the fact that most participants faced regular pressure to attend to their jobs and 
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related duties.' Twenty three of the participants attended at least 3/4 of the sessions. A 
compendium of the participants' responses to the open-ended evaluation questions and the 
scores from the objective questions are included as Appendix B. 

The workshop officially concluded with a reception for participants and Advisory 
Committee members at the Ulaanbaatar Hotel. United States Ambassador to Mongolia
Donald Johnson distributed USAID Certificates of Achievement to all participants. 

While in Mongolia for this workshop, the team, along with Mr. Anderson participated 
in a special afternoon discussion session with members of Parliament responsible for drafting
the General Environmental Law (GEL) and the package of environmental laws (e.g. air, 
water. forestry) to be enacted in the next few months. The team made several 
recommendations about the GEL and answered questions from the parliamentarians on 
their particular concerns. In attendance were Members of Parliament Turtogtokh, 
Ochirkhuu. Urtnasan. Norovsambuu. Gan-Ulzii. and Advisors to Parliament Banzragch and 
Tumenbayar. 

During the two weeks of the workshop, several meetings were held to gather 
background information and prepare lecture material. These included meetings with Mr. 
Batjargal (Minister. Ministry of Nature and the Environment), Mr. Dashpuntseg (Head of 
the Power Engineering Department at the Mongolian Technical University), Mr. Ykhanbai 
(Head of the project Economic Incentives for the Environment at the Ministry of Nature 
and Environment), Mr. Tserendeleg (Executive Officer of the Mongolian Association for the 
Conservation of Nature and the Environment), Ms. Dolgormaa (Officer in the State 
Inspection Department at the Ministry of Nature and the Environment), and Messrs. 
Tserendorj and Altangerel (General Director and Deputy Director of the Mongolian Coal 
Company "Nuurs", respectively). 

In addition. Mr. Korsun began background research for the final workshop on 
Governance by interviewing Mr. Meinhard Gans. head of an ADB Technical Assistance 
project to the Enterprise Restructuring Center. Mr. Damdin. former Central Party Secretary 
for Industry, and Ms. Feige (ADB), Mr. Hahm (World Bank), and Mr. Bailikhuu 
(Government Privatization Commission). Finally, Mr. Korsun also met with Chuck Howell, 
USAID Mission Representative to discuss upcoming AID Technical Assistance to Mongolia 
and IRIS' possible role. 

As always, the conduct of the workshop was greatly facilitated by the superb effort 
of the IRIS Ulaanbaatar Field office in gathering preparatory material, assisting in the 
selection of participants. and organizing the logistics for the workshop. We thank Mr. 
Anderson, Field Coordinator. and Ms. Sodontogos and Uyaanga, Administrative Assistants 
and Interpreters for their tireless contributions. We greatly appreciated thc contribution of 
Mrs. Yanjemaa, who maintained her impeccably high standards for interpretation. Thanks 

1 For example, the Government was discussing the General Environmental Law as our workshop 
was taking place. several of the participants, who were responsille for the draft law, were called to testify. 
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are due also to our local counterpart for this seminar. the Ministry of Nature and 
Environment. for their cooperation in providing facilities and funding tie travel expenses 
of participants from outside Ulaanbaatar. 
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ATTACHMENT II
 

During January. 1995. Cynthia Clement. Workshop Coordinator. travelled to Ulaanbaatar. 
Mongolia. to prepare for a workshop to be held later this year on the subject of "Economics for
the Media". Alfreda Brewer. Interim Mission Representative had chosen this topic in December 
of 1994. The workshop is expected to be presented in Ulaanbaatar in MVv. 

In order to obtain background information about the target audience and to identify the
economic issues of most interest to reporters. Ms. Clement interviewed editors of several 
newspapers. directors of radio and television stations, free-lance journalists, and foreign
journalists who have worked in QuestionsMongolia. addressed how many people covered
economic events, what educational background they possessed. what specific economic topics
were considered to be most interesting to their readers, what specific economic topics were least 
understood by reporters, who chose what topics reporters covered, and information about how 
many people subscribed or had access to broadcasts. 

General conclusions stemming from these interviews support the need for a workshop
which provides reporters with principle economic concepts. Many newspapers ask economists 
to contribute articles on specific economic topics because journalists do not have enough
background to write such analysis: however, editors complained that articles written by
economists tended to be too technical and too abstract for their readership. Specific economics 
issues that interviewees identified as problematic for their reporters to cover include: monetary
policy, fiscal policy, inflation, unemployment. securities market, general business behavior,
industry performance measures, and the role of international donors in setting a country's
policies. When asked about the nature of training, Mongolian interviewees reinforced the
IRISMongolia Project's conviction that acombination of theory and practical examples will be
the most effective format for the curriculum. To this end. the team presenting the workshop is 
expected to include a working reporter as well as economists. 

Another result of the interviews was that categories of potential participants were
identified. Potential counterparts for hosting the workshop were also investigated: a good
prospect was located in the Mongolian Press Institute. which was set up by DANIDA for the 
purpose of providing training to journalists. Larger newspapers and the radio and television
stations have departments that concentrate on topics with economic relevance: smaller 
newspapers have too few reporters to allow exclusive specialization but would like to build 
greater expertise within their staff. Most journalists were trained in the former Soviet Union, and 
the curriculum included a one-semester course on capitalist economics. Reporters supposedly
have wide discretion over what topics are covered and what opinions are presented, although
some dissent from this claim was noted. The largest newspapers are circulated throughout the 
country but not in a timely fashion. Radio broadcasts are more widely received than television, 
which is concentrated in the cities. 

The full schedule of interviews widh key people was iiade possible by the efforts of the
IRIS-Mongolia Project Ulaanbaatar Office, including James Anderson, Field Representative,
Sodontogos and Uyaanga, Administrative Assistants and Interpreters. 

Attached is a list of individuals interviewed by Ms. Clement during her trip. 



INTERVIEWEES, JANUARY, 1995
 

D. Sarantuva. Director and Executive Editor. TV News Department. Mongolian Radio and 
Television, Government of Mongolia 

U. Sarantuya. Deputy Chairperson. General Director of Radio Mongolia. Mongolian Radio 
and Television. Government of Mongolia 

H. Tsevlee. Director General. News of Government newspaper 

Purevsuren. Reporter. News of Government newspaper 

Ts. Baldorj, Editor-in-Chief, Ardyn Erkh newspaper 

E. Sonintogos, Department Head, Industry and Business Information Department. Ardyn Erkh 
newspaper 

Akim. Editor-in-Chief, IITovchoo newspaper 

Lutbayar. Reporter, Mongolian Youth Newspaper 

Dasdzeveg, Editor, Erkh Choloo (Freedom). Mongolian National Democratic Party newspaper 

S. Jambaldorj, Editor-in-chief, Khudulmur newspaper 

Davaadorj. Prime Minister's Press Secretary. Government of Mongolia 

Ts. Dashdondov. President. Mongolian Free Democratic Journalists' Association 

Lutta. Free-Lance Reporter. and Director. Reflection (a private media training and research 
center) 

Hurelbaatar. Editor-in-Chief. Ulaanbaatar newspaper 

Munkhjargal, Free-Lance Reporter 

Nomin, Reporter, Mongol Messenger 

Ts. Enkhbat, Managing Director, The Press Institute of Mongolia 

L. Tudev. Editor-in-Chicf, Unen, Mongolian People's Revolutionary Party newspaper 

Batsuur, entrepreneur attempting to start independent television programming venture 

D. Tsedevsuren, General Director, Ulaanbaatar TV Company 



Iljira Halasz. Reuters Correspondent in Mongolia 

Peter Hannam. China Correspondent. The Journal of Commerce 

Susan Lawrence. Beijing Bureau Chief. U.S. News and World Report 

Sheldon Severinghaus. Field Representative in Mongolia. The Asia Foundation 



ATTACHMENT III
 

January II. 1995 

To: Mr. James Anderson 
IRIS-Mongolia project field coordinator 

From: Journalist P. Purevsuren 
reporter of the newspaper "Government News" 

We'd like to kindly request you to provide answers to the following questions. We need this 
information by January 20th so that we could have the news published by the beginning of 
February. Thank you. 

I. What is IRIS? What are the major activities of IRIS'? 

2. Does this organization have many projects in other countries'? 

3. When did IRIS start its activities in Mon2olia? What activities did it organize in Mongolia? 

4. When is the next workshop and what topic will it cover'? 

5. What is your opinion about the impact of the Mongolian economy on its nature and 
environment'? How does it affect the nature'? 

6. How many people do you have on staff of the office in Mongolia'? Do people arrive to UB 
office to organize workshops'? 

7. The last question: Please, introduce yourself to the readers of the ZGM 

January 20, 1995 

P. Purevsuren 
"Government News" 

Dear Mr. Purevsuren:
 

I am happy to provide answers to the questions of your January I I letter:
 

I. The IRIS project was originally established in 1990 through a cooperative agreement 
between the United States Agency for International Develupment and the University of 
Maryland. IRIS is based on the premise that the quality of a country's institutions (laws, 
regulations, customs, behavioral norms) are important determinants of the country's economic 
growth, stability, and the welfare of its people. The goal of the IRIS project, therefore, is to 
support institutional reforms that enhance competitive markets and democratic processes. 



2. In addition to Mongolia. IRIS has projects in several other countries. Our project in 
Poland works toward institutional reform affecting small businesses, with focused attention on
commercial law reform. primarily reform of the collateral and bankruptcy laws. We have 
several projects in Russia. including training on collateral law and the Russian Civil Code. In
the Ukraine we have advisors assisting in the implementation of the unfair competition law,
in addition to assisting with trade regulation and transportation issues. In Nepal our activities 
are aimed at helping the Government of Nepal formulate and implement market-oriented
 
policies supporting the private sector, including work on the company and consumer
 
protection laws. and banking reform. Our project in Chad encourages private sector
 
development through reform of institutions such as the business and banking laws. Our
 
project in Armenia supports the Armenian Center for Economic Policy Research and
 
Analysis. In India. we support collaborative research by Indian and American scholars into
 
the current institutional framework and economic liberalization. 

3. IRIS has been active in Mongolia since 1991. File goal of the Mongolia project is to 
strengthen the capacity of Mongolian decision-makers to carry out the institutional reforms
 
necessarv for a well-functioning market economy. We do this primarily through 
a series of 
education workshops on specific aspects of economic policy. We have presented eight of
these workshops on topics such as the role of prices in a market economy. small business
 
policy. establishing clear property rights. international trade, the government budget, the

economic relationship between central and local government administrations, business law,

and insurance. We also provide assistance on specific policy reform activities requested by
 
our workshop participants. For example, we assisted the law drafting group that drafted the
 
law on prohibiting unfair competition.
 

4. Our next workshop will run from February 13 through February 24 and it will be on 
the topic of environmental policy. After that. will hold two additional workshops onwe 
economics for the members of the media, and the institutions affecting corporate governiancc.
During the workshop on environmental policy, we will explore the institutions for 
environmental policy, and specifically how to evaluate different policy options. We will 
examine comparative environmental laws. and present some of the economics of resource 
management and the use of cost-benefit analysis in environmental protection. We think it is 
very important to illustrate all of the steps involved in applying these concepts to an 
environmental problem. so we will use the example of air pollution. We will also explain
how the tools can be applied to other issues like protection of water and soil quality, etc. 

5. Many aspects of nature and the environment have the characteristics of shared 
resources. This means that tile actions of one party (for example a business) could have
harmful effects on other parties. and completely unregulated decision making could lead to 
environmental problems and inefficiency. This means there is a role for state involvement in 
matters relating to nature and the environmient. As Mongolia moves toward market economic 
relations, there is a pressing need to design the policies that will protect the environment 
without hindering Mongolia's economic growth. 

6. The staff in Ulaanbaatar consists of myself and two Mongolian assistants. When we 
teach workshops in Mongolia we have 3 or 4 experts come in from America in order to lead 
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the workshop sessions with the Mongolian participants. For example, we had 2 law 
professors and 2 economists come to lead the workshop on development and implementation 
of business law. 

7. [ was born in the industrial city of Baltimore. Maryland but grew up in the 
neighboring town of Columbia. I studied economics and finance at the University of 
Maryland. Baltimore County where I received my Bachelor's degree. I worked briefly as a 
financial analyst at the Unisys Corporation before returning to graduate school at the 
University of Marvland in College Park. where I studied industrial organization and economic 
development. I first came to Mongolia in February 1993. and came back in July 1993 to 
serve as the field coordinator. I enjoy my job because I always get to learn new things and 
meet new people. I spend most of my free time visiting with friends or reading. When it is 
a little warmer. I like to go hiking in Mongolia's beautiful countryside, but I don't do much 
hiking in the winter. 



Quarterly Field Report: NEPAL 

1. 	 ADMINISTRATIVE DATA 

Reporting Period: January I. 1995 - March 31, 1995 
BOA Number: ANE-0015B-00-1019-00 
Delivery Order Number: 09 
AID Project Office: G/EG/EIR 
AID Office funding delivery order: 
AID Office project: Institutional Reform and the Informal Sector (IRIS) Project 

II. 	 PERFORMANCE INFORMATION 

I. 	 Project purpose summary statement: 

A. 	 Proiect Purpose: To help the Government of Nepal formulate and implement
policies that support a pro-market. private sector led economy by providing financial 
and technical assistance. identifying policy changes to be implemented, and 
advocating the need for crucial institutional reforms in the judicial and regulatory 
areas. 

B. 	 Relationship to USAID Program Strategy: The USAID program strategy in Nepal
is to help the economy enter a new era of economic prosperity by promoting market 
reform and addressing the health, education, and other needs of the rural poor. IRIS 
activities in Nepal contribute to Mission objectives by assisting with expertise on 
policy reform initiatives conducive to the growth of the private sector. IRIS's 
assistance on institutional and regulatory reform is especially helpful for small and 
micro-enterprises which are crucial to the success of any poverty-alleviation scheme 

C. 	 Progress toward Proiect Purpose: IRIS-Nepal Project continues to provide
Government with expertise on policy and legal reform initiatives that further 
economic liberalization. Reform initiatives that IRIS was associated with in the last 
quarter included assistance on company law. consumer protection legislation, build­
operate-transfer (BOT) possibilities, commission law, Grameen financial institutions, 
and capital market development. 

However, it was only toward the end of the last quarter that IRIS-Nepal activities got
into full swing. It took considerable time to brief Dr. Dilli Khanal, the new 
Convener of' the Policy Dialogue Committee (PDC), on past IRIS/ELP activities. 
Finally, on March 	 was20. 1995, the first PDC meeting under the new government 
held. At the meeting, most of the decisions favored continued involvement with past
activities. Only programs related to the Credit Rating Service and assistance to 
privatization through Price Waterhouse/INTRADOS were shelved. New activities 
that the current Government would like to initiate are study of the possibility of a 
Commission Law, review and assessment of the current Industrial Enterprise Act, 
helping Grameen Banks attain sustainability, and developing a comprehensive 



program for capital market development. The minutes of tile meeting are attached 
as Annex 1. 

The last Quarter saw additional work bestowed on the IRIS-Nepal project by
USAID/Kathmandu. On February 7. 1995, USAID's contract with Abraham David 
to run the Economic Liberalization Project Secretariat (ELPS) ended. The primary
task of the contractor was to provide logistic support to the Policy Dialogue
Committee (PDC) and the Business Development Committee (BDC). the two steering
committees that oversee the Economic Liberalization Project. Logistic support
included staff assistance, information sharing, drafting terms of reference, overseeing
implementation. and other associated activities. 
To ensure continuity in program execution. USAID/Kathmandu requested the IRIS-
Nepal office to temporarily take up activities previously assigned to ELPS. To
facilitate this expanded work. the IRIS-Nepal project, starting from February 8, 1995,
expanded both its staff and office space. The staff has now increased to ten, with
Anita Tuladhar as Director for Policy Dialogue Activity. Samjhana Thapa as Director
for Business Development Activity. and Narendra Basnyat as Advisor. The IRIS-
Nepal project also gave up its old space and moved into the bigger ELPS office 
complex. 

As part of this new arrangement. the IRIS-Nepal project has had to take on business
development activities as well. In this context, the project staff spent considerable
time helping prepare a Terms of Reference for supporting the Janakpur Women's 
Development Center that was to be signed in the presence of First Lady Hillary
Clinton. A last minute change in the First Lady's scheduling necessitated the
cancellation of the signing ceremony. Support to the project. however, is to
continue. Support to other business activities, including business literacy, business 
consultancy, and management training, are also being followed through by the IRIS-
Nepal office during this time of transition. Annex II gives details on the business 
development activities that have been or are being channeled through the project. 
This arrangement with USAID is temporary. Negotiations are currently underway
between USAID and IRIS to conclude a new 20 month contract-to be known as
IRIS/Nepal V-which includes support for policy dialogue, business development,
and PDC/BDC committee support activities. The PIO/T for new contract isawaiting
signature by the USAID/Nepal Director. 
IRIS representative Praveen Dixit continues to spend afternoons at the Ministry of
Finance helping co-ordinate ELP activities and assisting the Government with policy
work as requested. However, he has reduced his hours at the Ministry considerably 
so as to devote more time to the running of the expanded IRIS-Nepal office. The
Government has recently, designated him as perm anen, invitee to the Tariff 
Commission which is to provide recommendations for the forthcoming budget.
During this quarter. the IRIS representative delivered a paper titled "Economic 
Reform in Nepal: A Cursory Assessment" at the Center for Economic Development 
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and Administration. Tribhuvan Universit. A copy of the paper is attached with this 
report. 

2. Progress Report 

A. Technical Implementation 
Activities Planned for 


Reporting Quarter 


Tabling of Company Law 

Tabling of Consumer 
Protection Act 

Assistance in establishing a 
Central Depository System at 
the Nepal Stock Exchange 

Banking Reform-
Commercial 

Banking Reform - Grameen 

Policy Analysis Wing 
(PAW) assessment studies 

Credit Rating Agency 

Liaison with Government 
officials 

Current 

Status
 

2 

2 

2 

3 

2 

4 

4 

2 

Explanations 

The new Government has decided 
to push ahead with this legislation 
in the next session of Parliament. 
which begins in June. 

This is a top priority for the new 
Government for the June session. 

PDC is to review this commitment 
after the Annual General Meeting 
of the Stock Exchange which is 
expected to implement IRIS 
recommendations. 

The PDC deferred assistance 
decision on the two state-owned 
commercial banks. 

Assistance being considered for 
two Government owned and two 
NGO owned rural banks. 

Final reports presented. Unlikely 
to extend this provision in the near 
future. 

The new Government is not 
interested in pursuing the 
establishment of this agency. 
IRIS representative helping 
communications between USAID 
and Government agencies as and 
when needed. However, he has 
had to cut down on time spent at 
the Ministry of Finance because of 
expansion in IRIS-Nepal activities 
since February 7, 1995. 
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Activities Planned for Current Explanations
Reporting Quarter Status 

Completion of Contract Law PDC to identify client Ministry. 
Final draft of legislation to be 

__________Women'scompleted in the next quarter. 
Janakpur Women's 2Business development activity
Development Project TOR initiated by IRIS after expanding
preparation office and staff. Not a scheduled 

activity for this quarter. 

Business Consultancv 2 TOR being readied in preparation
Program TOR preparation for Nepal V signing. Not a 
for micro-enterprises scheduled activity for this quarter. 
Nepal V Contract A new contract. Nepal V,is being
Negotiations negotiated with USAID/ 

Kathmandu which expands IRIS's 
role to include business 
development activity for micro 
enterprises and ELP steering 
committees support. 

Current Status Key: 
(1) Action completed 
(2) Action in process 
(3) Action delayed 
(4) Action canceled 

Planned Activities for 
Next Quarter 

Estimated 
Completion Date 

Entity Responsible for 
Action 

Tabling of Company Law July 1995 Ministry of Industry 

Tabling of Consumer Protection July 1995 Ministry of Supplies 
Act 

Completion of Contract Law June 1995 Nepal Law Society 
Assistance on Central Depository 
Service at Nepal Stock Exchange 

on-going Stock Exchange / Securities 
Exchange Board / Andrew 
Haber (IRIS consultant) 

Ranking Reform-Gramneen on-going Nepal Rastra Bank 
Review Foreign Investment 
Provisions in Industrial Enterprise 

July 1995 National Planning 
Commission 

Ac t 

4
 



Review problems on policies and 
procedure for exports of small 
businesses 

Review need for Commission Law 

Pursue Build-Operate-Transfer 
(BOT) legislation 

TOR preparation and contract 
finalization for assistance to 
Janakpur Women's Development 
Project 

Project Newsletter 

B. Project Administration 

Activities Planned for 

Reporting Quarter 


ELP Secretariat Support 

E-mail Address change 

Activities Planned for 

Next Quarter 


Negotiations on Nepal V 

Install new phone line and system 

Install E-mail for new staff 

Make provisions to acquire two 

additional Personal Computers
 

Current Status Key: 
() Action Conpleted 
(2) Action in process 
(3) Action delayed 
(4) Action canceled 

July 1995 

June 1995 

not definite 

May 1995 

May 1995 

Current 
Status 

2 

I 

Estimated 
Completion Date
 

May 1995 


June 1995 


June 1995 


May 1995 


Ministry of Commerce 

MOF/IRIS 

National Planning 
Commission/IRIS 

IRIS/Nepal 

IRIS/Nepal 

Explanation 

USAID requested IRIS to take 
over Secretariat support. IRIS-
Nepal office expanded to 10 
staff from February 8, 1995. 
Interim measure until Nepal V 
is finalized. 

New address: 
IRIS@ IRIS PC.MOS.COM.NP 

Entity Responsible for Action 

USAID/IRIS 

IRIS/Nepal 

IRIS/Nepal 

IRIS/Nepal 
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3. Outstanding problems and issues and intended steps toward resolution: 

Currently no outstanding problems. 

II. FINANCIAL DATA: To be supplied. 

IV. ATTACHMENTS: I 16th PDC meeting minutes 
2 List of ELP business-related programs 
3 "Economic Reform in Nepal: A Cursory 

Assessment" 
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16th PDC Meeting .\Iinutes Annex I 

.ate ?,loncav. \Ircii 2()1. 19g,
Time ..00 p.m.
Venue Lonomic l.ilbrahanon Proicclifs Ccnlre 

Kotes%%or. 

lPresent: 

Hon. Khanal. I.R., 
Mr. Tiwari. .. 
Dr. Thapa. (uVind 
l)r. Ralkarnikar. 1 R. 
Mr. Dovkoia. 3.K. 
Mr. Ciaudlhar. B K. 
Dr.C'lhen. . P 

Ms. 13ans o ij. ,.
 
.\lr. iunya..K. 

Mr.Thapa. N.
.Ms. liapa. S.."v.s. Tuiadhiar. .\.K.., 

Ahsent: 

Mr. Koirala. B.P. 
Mr. l)evkoa I.. 
Rprsca y 

Agenda 

cenkurnc. KaldlianIu 

Chairmian 

Memb,.r 

%Memher 
:emer 

.lemekr 


lem.r 

\ temer 


1lnlkr-,.SLrclarN. 


Menher 
Membe.r 
.\Iemlr 

.leniher. National Plan ing )iission

Secrelary. National Planning Conission 
Advisor..Ministry ,iFinance
Depuly (itwernor. Nepal Rasira Bank 
.t. Secretary.. linisqrv u Ljaw

Chairman. 131)(
 
P'roiect (Il 
 ISI.\I)/N 

I)irechor - IRIS 
Advisor. IRIS
BI)C C rooiiiarh
r
iPlC .(,orolnlalo 

loin( Secrelarv..jlisi.- r () Industry
Joint Secrelary..\inisry Iuom re

I)epal ent FIcml miles. F.U. 

I. Ratiicalion oI New Menlhersmnip
2. Status oI i.xisling Proposals 
.
 New Prop )as1 
S. Miscellaneous 
The new members were welconled hy tile
commitnee memhers ahou tile 

Project Officer. Dr.Neal Cohen who also hrielied the
project and its various acuviies. The Clhairman welcomed all
members present and since tlhe quorum was established. started tile
meelnlil
with the circulated agenda. tlhe at 15 p.m. hl linefollowing discussions and decistnois wer.e IIpade. 
I. Ratification of New Membership 
A list of new menibers represenung the differcn government Insitulions wasthe lit of new PDC iliembership was raulied as iollo 

tabled. Accordingly.
Hon. Khanal. I).-, :Chairindl Member. NatotalMr. Tiwarj. N.R. Mentxer lanning Cominission

Secretary. National Planning CommissionDr. Thapa. (Govind Member 
Advisor. Ministry or Finance 



)r. Raikarn xar. PR. '.len, fvr 
.\lr. I-)ovkola. I)eMuyt ,vernor. Nepal Iasira Bank3,K \lellher Ioint Secretary,Mr. Koirai,a. lin try (Il .aw.P \lellhcl
ir. De' knla. hini Secrelar%..\Iinltiry (lf IndustryN..\lenir,. 

Represetative Joint ecreiary..\ liaslrv t,I(oterce\lemher )ept. ot t.'c0monii.IIc.,. FL.'..MIr. Chauuliarv.3. K. .entxiD~r. Cohlen.. NT. l'rIroject Chairman. 31)("P\e t iflic..r. -I..-\ /N 

2. Status of n()noin, Proij .ts 

Tle 
 lemhers wcre hrich.d alNil tnvgoift2 projects and leded gIvCrnIlllell
projects. I)iscussin action on each oI Ieand ieded 10holhw-up action was decidedi teII¢ hllhowine proiects: 

i. Ieal ReILirm 

a) Company I.aw P1 ,, ,, firtrecd ahout tile completion of1 fileneed for tanlinlg Iti lra llln oI c pany law and theilic upc n n ,.,parliamtent ;ession theissue 0! %%as an a el uttinll 
these Ismics %1iIlh 

dd l liitl I , 'hairifan slall discuss 

cni tit, "\LI %.ai raised. II was illcn (idc 
illler it table the legislation 

I)r Ili,.l L. 'rIary I . inisr%, indt lr 
hi ContIract Ia,: 1ihe c(iiillItte '.'.as informed that tle draltIIlSince tills leg1islatin d.ocs 

Of lfh (-'iiiract I.aw is in process.not have aclient ninistry Is Vel. it was (fecilcl lhat fte Chairman shalldiscuss %% fle Secretar, i \linisiry of Industry on this ISSUe. 
tl 

c) Consumer P rotection Act: The colillmittee w"as Inforned lhalKhanal s otlice %Vll a iliedi n'!, was h'ingl held a Dr.Ilie Nec cartes of Ministr% )I Law and ,linirdraft of tie Act. 
i Suppli., i discuss file 

d) Comnissioin la%: Ili Chairnian expresSed Is interest InIdtallill,fhe IRIS ollice could not h ill , comn ssion law.lcate aconlparanle act Sinceanionu otiler countlriesstudy sliall he undertaken to better understand ihe concept ot a c 
it was decided that lirst a 

problems laced in llmss.'io law, t) exanune tlhethis reard and io look into ile leeal fralework tor addresslillShanhhu Klanal oI .\linisirv of Finance these issues. .\t.las heen (desIgnatedas file contact person in developingtlhe Terms ot Retrence tor tile stIuov. 

e) Foreten Exclhanue Recgulanors Act: ,\lr. Chaudhary reiterated tile need hir tie .overnnlent
review tile Fureien Exchange Reculations Act. to
Mr. Chaudhary was orwas not in line with the liberal Lconomic px)licy being adopted hy tIle ( 
file opinion that current act 

fbreign trade. vernment and is impedingIPr. Raikarnikar informed tile committee tIlat all alendment is in process and alsorequested FNCCI ito prepare a statement
private sector with regard to this. 

noting problems and any olier issues heine faced hy the 

iv Pr'\"iiaorBOTM×iaIti ies rnlrsruc Jr'Procts 

a) Privatization: The comtmittee was apprised oft'he project's assistance tothe Ministry o [lie Privatization cell atFirenco, hy way or recilpical issislance and training support. It was tllen decidedshat sire wlwc rtlle privatizionte mves n any major coilpanies soon and since the Nepalistaffrare capable ofl undertaking Ie privatization prxcess hv thenselves. there will nolt be an 
immediate need for a Long Term Advisor Li-TA). I.TA services is one major component of"ELP 



support tIotIle privanl/alon ceil. li-ncc. 1 wasa 
privaizaion ccIl shall kx. crnminacd. 

agrced thai U-IP support Ihrouill inirados to ileIl)wevcr. and wh norispecific nriva/.zal oni 
len ne.ed lr aeflort shall hc broulht in ihrouuh IRI;s. 

hi BOT .\odali.tis hor Infrastncture Iproiccis: hic ctlllllllllcBOT Nlodalitics nLnucr Il, 
d cd(IcI t revive he conlmlitee onClharallanip Of file

Which had hcn ih'rild I tIIc 
-Sccrctary0l lhc \aitnul llanning Cklmslllllllsitinlast IPi)C Iltccine. Flic collnhiile siall Itxk Ini Ilc Iceal andeconomlc is.sucs for inrixucion f BC)T i.pC of InIfrastruci tirc PI'OcLIS. 

3. New Proposals: 

i) TrainingStpnor lt( iraillell fjin r Proiects 
The coniflntiicc '..a hrc,.d ahout ile proposals Ior irainung IronBank. I-ar filtEastern Rural l1.evelopneniWest.rn Rurai Il)cvciopnicnll Bank.USAII) noicaii thal 

,niure hor Susiamnall, I)kvelopncnl and Nirdhan.II,, I,an area of hich pr rily hr Ihcil i1sstSm IVCn filewonen anol inicrt-cnerprii,,c C1ulTenl l'ocusieLhplIICIlf. i)was Ihen (lecidcd ilhithe i(lca of 'lnporillW t l.miccn %ttl ilifile llmlee approvesc ls rroin llprnci'ic. a ,diailctl it11ilm.br tlhe .( i(), ,d 11 ,uiIm 
assistance progran. Is)ihv liik. . ',nall he discussed ithl I)r.Khainal al IDr. Raikarnikar. 

Proposals iron Brokers V,,,.octauion. Sccurities ExchangeStock Exchange Board. I)IS Puhlicaions. and Nepalon inlormatiotn (isseninaion and investor cducattiowas suhsequentl\ lccidcd thai a suncomnnee comprising oi Dr. 
were discussed hrieltv. It

LI.shpa Raikarnikar" Dr. GovindThapa. Shuhha Banskola and Anita Tuladliar will rcecw Tcrins i0lproposals,. It was [lie Rclcrence and finalize Ihealso dccided that alter tilAnnual (icncral \lcctian 0lheld and needed amcndmncthlls ile Sitok Exchange isarc niade t)the hve-las ol lhe Excangcitlollow-up (n tlhc Ravi lPcirisrcconimen(alions litade earlier and itinitiatc preparalorv 
vill he invited 

w\rk lir flhc CentralDepository, S stcmn. 

4. Miiscellaneous 

,it~rifll~atton " .Tjr: P.;. cmlltnlcllc was tnll'cd ,;hout
to conduct a scneinar on 
tlc r )psal Iront Awareness Nepal
privati/alon, It was then dccidcd lhat a Ferms of Relrcncedeveloped and propoisals shall hie will Ivsqil on a comp titive hasis lhold this sicnilllar.
 

ii) Polers n xor
o 

the handicrauts 

Procedure: (Given tlhe prohlens being faced hv husinessmen, cspeciallv in
sector. %lile exportmng their products. it wasundertaken dccided that a studv willto review [lie problems bein export procedures.contacted wiih regard io this study and Mr. 
Trade Promotlon Centre shall heLava Devkota shall he tlhe main contact personundertaking this study. 

in 

")Rviw (i ForinInvemen Win: 
 Dr. Khanal expressed his interest in
reviewing the industrial policy including the impact o"removinaotn s. () ilionfor' erfRs. a lnp20 nmillion lor "r,2icn 
 :nvesiimr. a comparative review ot 
inluni lixed capital investmentliven to torelgn investors and problens associated wilh tile incentives and facilities ",in_Refierence shall he developed to hk into these issues. 

Oie Window system. A Terms ol 
)r. Neal Ct)hen shall also ask lir literatureon toreign investnment Incentives from AID nissions tn neightx'luring countries. 



i,, baInNha n r , Ian ' roirIin : \("IlModel. hl .\ tllnlarvan urban InICrilenhrprise )I lhe ACCIONllldine prouram. llich ll%America is cstiitkcslkn Imiplemltentedwas disirihte i Latinu at thi ltecinL. Etc co-IIIIIIIee))..l,; slnalI l k 11111) I il*ite 01 furiherwork in Ihis area in the next icetine. 

W'In=n0c o il ail IIraha/I.\ *Proposal front )r. Roop Khadka htr puhlishing a hrxok on economiucissues and [lie impact of lixranzatiorion different sectors was discussed. an elflon is needed ana 
It was agreed that suchthat u llireni writers. each with a special sccloral expertise should writetechnical papers on ihe rcsreclve ,eclors which could [hen be presentedi at a national seminar aidcompiled into a nook hiri. flis could he O l, 01 the pro.eci s ellorts ii the 1o11g term. 

vii Plic'y ,-\nah' \ eic: P, wcoiintlilec \' aInhnnled that thepreviously housed ai 
plticy analysis wi n (PAW).tie ,!Naionalan ' ine Comi.- . had L'mtiLt'h studies it)quick analysis and rcci)tnlendaut)ns *d11te provideon CCItr specific 1olicy isues. l owever. the PAW ispresently nn-exisiett mo it I .tm litee is IiteresiedNpecific policy ISNueS it a ,Iiilar iltrl.s', utId necu i Ix. identiied lirst. 

itien some sector 

Al lhe n IN1(li ItLi.J. ( jrtan tmiatiKed 'll iitltnrs nPresct IIm flctudcd [lie mecunet- ai5:3() p.m. 

Suhmiled By. 

Ms. Anita K. Tuladhar 
Memher Secretary 

April 4. 1995 



Annex If 

ELP's Business Related Programs
 
Undertaken /Underway
 

a. Past Programs 

1. Management Traininu for Business Executives 

T\ pevo/ , r, On-thejob.conIijlntilt, education trattini, 

Tt/rc' 'r ,q \lid lh\ci mIanacers 1 small scalc private 1lly owned) business 
.MiLelrlses 

T~itlI p(Ir~ictr/ ait -.2. Ctverino three districts : Kim. Pokliara. Hclauda
Traitn., as held at: Pokhara- 1. Kalhmandu-2. and Hiclauda- I as an 

cxperimcnial cl on) 
Ptlr HiLtfetll.\ t )rk ,:t u/n,/ rl tu ,: 

Small to medium sizted private business.,,Representation fromn service sector Holek. Travel. Airline. news nedia):
Inanulactunnu (consUmer durahle/mll durable et)tds 

Ill ll'u lll/I'ni,.' ­c '.,'nueitt'\. 

Trihhuvan LniversitV- School of ItnaaLIlli c'((lucietd 2 traininge
\ ASC CLk)nductCd wo irainin s 

Proqrnt, Otcom." -4 percent participants directly applied the training inputs to their 
vork 
Eachnartcipants' inputiniiialionasa result of the 

-properly allocated funds leading to better financial perlormance
-control of stock and inventory:
-achieved higler sales thro' appropriate marketign strategies
-tapped new customers by realizing the importance ot an aggressive sales
promotion and elTective PR 

-Better perroroance. less absenteeism of employees as aresult of
imnroved .,crlc.1 collnlunicati)n arid dleation o1 authority 

lt,: 



Presell St,LA, 
 hridi in mrai \'. ;i--1 Iciiel 'be t 'l.jI anc iM-Tto)develop
,UIcu u1aSCLI 11 , MIexrvriencs. an~i N(CUS tn a long terln proLralt. 

2. Business Literacy Program 

Type oi service: Provided trainingbased on their need lar e.x.: on basic lunctdonal areasot husiness. cuidance as how to .create new husinesses 'or to improve 
your existif business 

Focus: Business literacy. EHntrepreneurship deelopnc enl trainint for micro­
culterprise. anI small scalc uslsill'ssc
,.llhe district levels 

Tark'et 1'r1't):lttennai cmirepreneurs. Cl\isinin cutrcnlreitur.s 

Tw mir ,,, 
 r'aiiiciDani irn ii tsl.ricrs 

[11lple'111 filll II)isirici L inliners of Cti llilerce & Indusris
 
-1,'eIcv:
 

Parttcpyut arIxr .
 IPalpa. Dmiaiak. .lakwanpur. Siddarangavar. I.alitpur. Kailali. Pokhara. 
Moran. Narayvarar i. [Biruuni 

Pror'lnl O)IwIuo'. Opened iilcro businesses. 
Inproved efficiency ot business (i.e. started keeping inetlhodological 

accountingl records)
Developeu enrepreneunal traits. C.\plorine new ides ad husiessventures 

d 
Stail." The evaluation o tihe prograli conductcd illI(J districts found thetrainine it),useful. hui emiplhaszctl file need to develop a total packagein niicro enterprise suprx)rt which includes several areas such asconsulianc. in skill dv t..2cchno( g. know-how. iarketing and po)ssibly

access to credit. A lull package will cater io their overall need, rather 
than one service at a unie. 

A( present. we are working with Small Business Promotion Project(SBPP) to pursue this idea. find nodalities as how we could develop aprogram which is benelicial for micro entrepreneurs. 

3.Support for Pre-MBA. .IBA program 
Type ofserice. Financially supooried th, University h proviling sclarship to 17students for the Pre-MBA progra . Following the completion of te I 
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,.oar I re-N\IBA. 1!1 IL(11,eni s .'I ranictl cil,ih I p h 'L)iInuL their 
\IBA p'rouram 

Focus: Frtcoura ing Business Cducijlo and slpporlinuci lirst private sector
-'niversity in Nepal proviItn a Busilless dJeree 

Tarlel roi. Students iepresenting various districts oi Nepal 

hulplememi,,-'l k .4k'(u'\" Schooi of Manaceieni. KaithantL L'II \ ersi v 
PrOrI ir )lcon'." I'roless onalhIrained husiniess .iUdeIS capanle wrkjnu for the 

private sector 

4. Strenztthenint tile I)istrict leel business activities 
"Tipe , ,t ' .hLd IfI.1pCl11mil lice e to 2por-


Focts: Fots. IatIiners k)ittommerce JIM iil1ltsiites
 

I L. pt ieni, h -4 I)isrllctl 

Business siren2t1,entOtIflU'." it lile disii'ci Ic .!irhe k cll equipped I)('CI' htVe nen anit i provi e hiler service to the 
lCal business comlnnUnil V 

STye of vervice: ('nducied Industrial i'.rhibitijo,, mula.tog iialhr products ol 
Focs.: the res rvcIvc lisiricts-ssisi participants InI uildineL! tlUitul buinsC, c nklOlts WIi1 tIle 

huversTarqet g ro"p: I.ocal Business people wilh represental Ini1n1 lhe districts 
Vellne:Proqrani utco.'m: Ialpa. KalhntancuParticipant business firmis et loVed ' 'od sale and production orders for 

their et "s 
T e of .ucrvlu: 'aster,, and II teril re'qimnul collujere'nesFociis: Te rote ot privatc sector in the liberal ecnollolnTarget groop. ILocal husinesspeople 

Tvpe of ve-rvwe.. Published MonthlFocus: ,v ewsletter. HighlightsHighlights ot pertinent econlic and polhcy issuesTarget grotp: Circulated to all BDC memb,,crs. irade/commtoit association andI)islrict Chamhrs of Commerce 

4. Others/miscellaneouis: 

* Tv e q/ .ervce Fnancial supponi for FNCCI delecation's visit to India and 
Bangladeslh 
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Form. 
 'ncourate priv\ie sector parlICapalit liat )ilerences.workshops anltstudy tours in hui'ess dvelopment areas. 

Or ,'nul.",,,2.;4c'iIIv. FNCCI n1einers I 3 usinossnellen 

Tpe ol rt w.. Supponed %%,rkshoplailretl it), aiinpj*okjre Milro 

Entrepreneurs business otperalIt)n 

Focus: Sern-rural wo lmen nicro-enrrepreneurs 

hplm'en,. aI'cst/L" W'omen Entrepreneurs Associaltti Nepal WVEAN) 

...... xxx 

h. Pr IntWVork Areas: 

1.Business Education Program 

Type oi (l c. On-the job, continuing cducation training 

Focus: 
 Prolessinal \anagemnent I)evelopne itn Nepal 

Tlreet IrmqP: 
 Mid Ik.cl mana-crs illnall scale: privale I lanllt(.ned) business 
enterprises 

Present Stato: Central Departnent ir .\lanatcm,.,n [.'.' iih [lie support ol a technicalw.nlllnlnlee curnprisin_ ot rrivaic sccior represelaliic,, .ueworkingl ondeveloping a package for the lone term prouraln. Th curriculum islodified as a result ol [he evalualon !tlIhe program. lie package isaanaine to he more as a hands-on-tvpe oi a program hor praclicing 
manacers. rather than tle tradilional iype ol irainin's 

2. Business Development Consultancy Services 

Typ7e oj vervicc: One-on.-me consulting/support werv'ces
 

Focu.w: 
 -Local Business Consultancv aexpen assistance in various areas 
o:' bustims operations Bu.;iness pvop!e lelping husiness 

-Technical skill developmen 
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Tuireet ;.rr,: Stlnall BIuiness Enterprses. producer -roups 

Work airc'uiv doni: 
-Women producer groups oI three dircis. Fhraclhun. l)ihanikua and 

13irana,-ar in prnxuci developilnen arto bufldinge markelng links
-Paper products- proviled consulianc%to aNepali paper nianufacturer indeveloping a .\arketing plan' foi their products 

lp(It: 
hProducer roups received orders Irom buyers in Kathmandu" In-house consulrancv enhanced the eilicic. o1heir operation: beuer 

accountin. pncing. quality improveemenOne group Irom -Telrrailiunm received a c mlract for producion for a 
ear 

IProductd veh l n le11/narKelin rOI It ktien producer. 1p , roups o.Makw.annur and 1Palpa disirlCls 
-. arketng suppor to eroup members ,ol the Rural (irameen Banks-Revelop Uniform accounting svsein hr small hotels & lodges- Hotel 
Assoc. Nepal 

3. Skill and Product )evelopment for Export .\larket 

Type of wry/cc: Provide technical assistance tin products. markel iceds, designs andestablishing contacts iii oter couniries ihr three export orientedproducts: Nepali woolen carpets. handmade paper and silver.lewelrv 
Iniplemt, Itm, Ceniral Carpe itustries .-\, ctal1on Nepal ('CI,\ Ni. HandicraftA ,,ellc, Assoc. Nepal (HAN) 

ReeltfLarw... Members tintrepreneursi of the Iwo assoctatois CCI.-\N. HAN 

Stallts: Work is underway. lnternational Marketing and Commumcation Corp.(IMCC). a consulting lirm based in the US. is the foreign counterpart ofthe implementing agencies. A leam of product development andMarketing specialists work in each product line with the respective
associations 
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4. Business Information .\ledia Program 

Tpe o; Service: Radio Program: Advice on how Io set up your own husiness at thedistrict level, higihlight about opportunities in various small scale & 
Inlcro-en-erprises. and business related InIoriiatiln. 

TVprogran: Hfihlighis present ecoonic policies and issues.huslness/indusr., related sector specilic coverage. %,omlenowned andImicro business enterprises examples. business news/events o1 the pastone week. and review of the weekh' stock imarket. 

Articles on print media :lPolicv issues. %.eeklv iarket news. succes.,,,Iorles oi enterprising entrepreneurs. LSltss/irade related inrorniauont 
profile 

. ,'u, ,, ,-eraitin o Nepal Channer (t t 'terclll.l and Industries tFNCCfl 
Ilenewltutrtc'.. F-~rrato mr;1- niral people who need access to information relating

to various field of business i.e. atro. ctlage & stlallscale 

For TV and Print nedia- Urban people 

Status: The media program continues or thiree more nionts. This type of 
program is needed as there is no relevant inlorniation about the business 
scenario t)f Nepal. 

5. Business Advisors Program 

Focus: Various .Manageinent areas such as I-i nance. \ccounln-u.Markctin .
IARD. .1anagcmeni. Traininu 

re . 

Target ,ronp: Small/niediun sized business enterprises 

Type of sw.tv: One-on-one consultine service tir a perixd ol ten niontlis provided hy 
US MBA studentsPast assignments Year 1993-94 

-Surya Silk Pvt. Ltd.
-National Finance and Savings Co. Ltd. 
-Mahaguthi (Handicrali retailer/exporter)

Year 1994-95 
-Himalayan Ifealth Food P't. Ltd. 
- Nepal Finance and Savines 
- Association ol Craft Producers 
- FNCCI 
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Economic Itel'orII in Nepal: , ( ursorv Assessnient 1 

hy
 

I'ravccn IM.I)ixit 2
 

W~ ~wTr r RT~'I m 

Tf WrTIT1 UT? IT 1U 

Abstract
 
The paper provides a synopsis and 
 assessment of the economic reformpursued by the Government of Nepal during the last four years. 

programs 
has been substantial It indicates that thereliberalization in external tradeBut, policy andproblems in implementation the financial sector.have hamperedand the effectiveness of reformsindustrial policies. in taxThe paper proposesattention to that the Government givefiscal austerity immediateas well as to monitoringmarket. and supervisionIt concludes by suggesting of the financialthat future emphasispolicies that are developed transparently and 

I)e on sound economic 
are consistent with the €global economiclivrilrIllllllalll 

1 Pape presented at he 'Sp.mioar '2.r Fiscal and Monetary Fulhiy in Nppal". March 8, 1995, Center forEconomic Development and Administration, Tribhuvan University, Kathmandu.2 The author is Director, IRIS-Nepal Project, University of Maryland, USA.the Economic Ile is currently on leave fromResearch Service. U.S. Departmentexpressed in this paper are 
of Agricuiture. Washinqton. DC. The viewsthose of the author and do nnt necessarily represent those of the variousinstitutions he is affiliated with. 



EXECUTIVE SUMMARY 

Introduction 

0. The primary objective of this paper is to provide a cursory assessment of theeconomic reform programs pursued by the Government of Nepal during the lastfour years. In doing so, the paper briefly reviews the policies and programs thatwere implemented during the period under analysis and proposes a guideline forfuture course of action. 

Economic Policy Changes in the 1990s 
a. Much of the economic reform program that took place in the 1990's was undertie joint atispices of the Eight Plan ircj)ared byCommission arid the lip National Plani ngExtended Structural AdjUStirIerarrangemont of the International Monetary Fund. 

Pt Facility (ESAF)
Clanges in thp global politicaland ecornioic clinate ma(Je it easier for the Nel)ali Congress Government topursue reforms at a pace faster tthan previously; 

a. A wide array of external and trade policy reform was uri(irtakeii. The dualexchange rate was abolished, quantitative rostrictions anid ieliminated, peak port licenses wereai iff rates were lowered by moreand export procedures than halt to 110 percent,were simplified with facilities for duty Iraw back andsimpler doctr nen atioo• 
a. Tile disarray that existed in the tax system was one of ththe previous Government. primary concerns ofThe Eight Amendhnerit to the lncome Tax Act whichintroduced the self-assessnipnt scheme was the centeragenda. piece of the reformSome other reform initiatives oncorporate income direct taxes included lowering thetax rate toincome tax rate to 10 percent. 

35 percent arid reducing tlhe nullirlini personalOil indirect taxes, the number of excisable items 
were reduced to 

fell to 6 and the sales tax slabs 2;
0. Reforms in the financial sector wasliberalization. Four new 

Nepal's most visible foray into economicbanks 
operation 

and 13 finance companies have come intoin the last four years. The capital marketestablishment of the Securities Exchange Board 
got a boost with the 

and the opening of a tradingfloor at the Nepal Stock Exchange in January 1994; 
a. The introduction of the Industrial Enterprise Act,
of the industrial policy reform 

1992 was the cinter pieces
agenda. The act and the associated policychanges simplified considerably the registration qnd licensing piocedures. Thesubscquent Fureirn Investmnpt arid Teuhnllogy rr;,nsfer Act opened up toreignindustrial investments, specified terms and conditions for repatriation of profits,and engineered the one-window policy; 
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0 	 Privatization proceedings were completed on(PEs) 	 in two phases. 
10 of the 62 public enterprisesFor those PES remainingGovernment allowec 	 in the public sector,greater nanagerial the 

policies. Fertilizer and petroletm 
atlonomy and more flexible pricingproduct prices. electricity tariffs, and watercharges were consequently raised: 

o. 	 Reforms il the 	 agrictltural sector has heeninitiative was in 	
slow Ill coning. The boldest1992 	 when the Government allowe!d imports of selectedfertilizers by the private sector; 

Assessing the Economic Impacts of Reform 
o. Very little statistical analysis has been done to-date toeconomic reform. isolate the effects ofAs such, one should be cautious in attributing the changesin economic indicators to the process of econonic reform. Moreover, recentempirical evidence suggests that it has taken Asian cotntries four to five \,earsto show the frijis of economic reform; 

o. 	 Non-agricultural Gross Donestic: Product (GDP) during the last three years (FY1991/92 to FY 1993/94) grew by 7.6 percent compared to 5.5 	percent in thesecond half of the last decade. The share of industry in) GDPpercent in FY rose from 11.31981/82 to 15.9 percent in FY 1992/93.of the 	 liberalization efforts To the extent that mosthave been focused ill the 	 industry andsectors, these statistics suggest that some 
services 

of the effects of oconomic reformmay be starting to come 	through; 
O. 	 Internal revenue mnobilization it

annual 	 the last two fiscal years increased at anraveragerate of more than 25 percent. The ratio of tax rovenue In GDP rosefrom 9.2 percent in FY 1991/92 to 10.3 percent in FY 1993/94.is expected to reach 	 The tax effort11.2 percent in FY 1994/95. Governmentofficials attribute 	 and businessthese 	 increases in revenue to the tax reform effortsundertaken; 

o. 	 The average annual 	growth in exports moreduring 	 than tripled fromFYs 1986-90 	 14.4 percentto 42.3 percent during FYsmanufacturing exports rose 	
1991-94. The share of 

four years. 
from 82.7 percent to 88.7 percent durinq the lastThese statistics, along with the estimates of a greater than tunitaryexport elasticity with respect to the exchange rate, inidicate thatexchange rate system had a 	

the dual
considerable anti-export tlias; 

o. 	 The structure of imports has not, however, changed despite reductionscustom duties for industrial raw material and capital goods. 
in 

liberalization in This suggests thatthe trade regime has promoted .riports of productsnecessariy 'lspd 	 notfor 'udustrial grovth; 
o. The impacts of reform 
are very visible in the financial sector. 
 Nearly 	20 newbanks 	and finance companies have entered the market since 1992, and tle 
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nominal inrerest rate dropped frnm 21 to 15 percent during the last two years.,The growth in the capital market has also been substantial: the vohlme of publicissues in the primary market quadrupled in one year, and the total turnover atthe Nepal Stock Exchange durinq the last 12 months was more than triple thecombined value in the last 13 years; 
o. Over 3,000 industrial units were registered between July 1991 and May 1994.The total in FY 1991/92 and FY 1992/93 was more than double that in the twoprevious years. 153 joint venture units--62 percent of the total since 1975-­have been registered since March 1992; 
o. The growth in domestic airline traffic during the last three years has been one of the more discernible elements of industrial Policy reform. In two years sincethe introduction of private airlines, domestic passenger volume doubled whilecargo shipment quadrupled. RNAC's domestic market share has fallen to 36percent; 

Public enterprises0. that have been privatized are makinqincreasiuii new Ivestnelts andthir rint worth. Investments in Bihrikutl paper and FHarisiddhlui Brickalone in FY 1993/94 were almost 50 percent higher than curmlative investmentby Government in all the privatized firms through FY 1992/93. The net worthof the privatized firms is 45 percent higher than prior to privatization; 
o. Nearly 800 new job opportunities have been generated by the privatized firmsso far. Bhrikuti Paper and Harisiddhi Brick together expect to, create 1 000 new direct employment pcsitions by the end of 1996. However, workers in mostof the privatized companies are not yet better off financially although more thanhalf expect to be eventually. 

What Next on Economic Reform? 
o. The first and foiemost task for the Governmentfiscal austerity. is to continueIt should concentrate on a path of 

expenditures on curtailing the growthand bringing the in regularsize of the budgetavailabilities and implementing capacities. 
in line with resource

This is especially true for thegovernment which is committed to populist programs such as 
new 

food subsidies,land reform, and employment banks; 
o. It does not take a genius to figure out that reforms in Nepal's tax system shouldconcentrate on simplicity, both in concept and implementation.the value added tax Introduction ofshould be pursued vigorously and accompanying thisshould be measures to simplify the income tax act and reduce the marginal taxrates. Replacemnent of the octroi and changes in the wealth tax should also beconsidcred. From a global competition perspective, how sooncan be implemented is as important 

these changes 
as what needs to be done;o. Capital account convertibility and floating the Nepali currency vi-a.vis the Indian 

iv
 



Rupee have been 1otly debated locally. '.Vhilewithin the 	 both of these are inevitablenext few years, additional homework is neededtrade structure, especially with respect to 	
to understand thIndia. Fiscal stability and financialsector strengthrenig are the keys to either move; 

o. 	 Improvemenls in customs valuation anid rationalization of (tie tariff structureshould also cnntinue. Tariff changes, however,economy-wide goals 	
should he based on long-runthat are conceptually consistent rather than knee-jerkreactions to business and industry interests.Trading Organization (WTO) 	

Possible accession to the Worldshould be kept iin mind while designing policy
changes;
 

o. Banks and financial institutions have mushroomedwithout due consideration to deposit insurance. 
in the last three years

both investors and the 
Tie fulture could hp costly forexchequer tleiss the Nepal Rastra Bankproper monitoring and snpcrvision. can provide 

central bank to review its polic, 
In this context, it might be judicious for theof continuing to invest in business ventures likeinsurance comnanis, financiail intermediaries, stock exchanges,

organizations, and thp like.	 
research 

o. Investor protection is an issue of primeInstitution 	 concern for the capital marketand capacity building 	 as well.should be cunsidered for tile SecuritiesExchange Board and the Nepal Stock Exchange. Besides, the mandate of the
various regulatory institutions, including the Nepal Rastra Bank, the SecuritiesExchange Board, and the Company Registrar'sdemarcated. 	 Office. shouldThe Nepal be clearlyStock Exchange also should f1orv, carefully monitoractivities of brokers and market makers, especially larger players like the NIDCCapital Market. 

o. Three issues need to be quickly looked into regarding industrial policy: i) furtherimprove registration arid licensing procedures for both domestic andinvestments, ii review the tax exemptions given in the Industrial Enterprise Act, 
foreign 

and iii) eliminate lhe Rs. 20 million mlnimum capital requirement on foreigninvestments except for a pre-determn ed negative list; 
o. A properly functioning legal system is essential for sustaining the process olieconomic reform. Two legislation that have a large bearing on economicdecision-inaking--Company Law arid Contract Law--have to be amended soon 

if the process of economic liberalization isreforms 	 to be sustained.that impinge 	 Other legislativeon business promotion, such as anti-trust,labor laws, and consumer exit policy,protection, should also be given due consideration. 

Lessons
 

o. While the recent reform efforts have been impressive, theyproblems. Effective execution of policy decisions is a 
are not devoid of

implementation continuing concern andseems to be laced with many little irritants that adversely affect 
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business confidence. Transparency has been another key stumbling block tQthe sustenance of the reform process. The Eighth Amendment to the IncomeTax Act and Phase I of the privatization program are two vivid examples of this. 
o. One oilier problel

inability of the 
that has hounded Nepal's econiomic reform initiatives is tileGovernment to communicate the reasonsreform. Very little was for arid merits ofdone to educate p)oliCymakers and the public in thisregard. A few technocrats residing in Government institLitiris cannot sustainthe reform process on their own. Economic reform has to be broad based andpublicly communicated for it to attain sustainability; 

o. Often in Nepal we hear references to the economic policies of aparticular partyor a regime. Thinking of policy in this perspective is beirg narrowPolicyrnakers should enlarqe their horizon and talk about sound national policies 
minded. 

to achieve market-driven growth. Policyrnaking is about having avision arid thecommitmet to carry it through. The present Governmeut has laid out onlpaperits vision for Nepal. The challenge noweconomic policies that 
is to attain that vision by pursuingare fundanientally sound, have been developed intransparentmanner, aind are consstent with the ylobal ecouioniic environment. 
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ECONOMIC REFORM IN NEPAL: A CURSORY ASSESSMENT' 

I. Introduction 
Two years ago I had the privilege of standing on this very rostrum to review and thenpropose an economic reform program that we as donors believed might be in the bestinterest of Nepal. A full 24 months later you have asked me againsame gathering and to address thisassess the economic impact of the marketundertaken by the Government of Nepal during the last few years. 

reform programs 

All of us are aware that a lot has happened both politically and economir:ally since thelast time we met. For one, the political leadership in the country switched hands fromthe Nepali Congress to a popularly elected minority Communist Government.unlike the Communists of the cold war But,era, the CommunistMarxist-Leninist) Party of Nepal (Unitedhas committed itself to pursue market friendly policies (CPN-UML,
1994)2. 

The other set of notable change that took place during the intervening period was ineconomic policies. Wide ranging structural reforms were carriedCongress Government that encompassed, out by the Nepali 
and industrial sectors. 

among others, the financial, trade, legal,From privatization of public enterprises to tax reform, fromelimination of the Statutory Liquidity Ratio to current account convertibility, fromintroduction of a new Finance Company Act to the establishn ,.nt 
the 

of a trading floor atthe Nepal Stock Exchange, the changes were sweeping. 
The mandate given to me today is to talk about the structural reform programs thatwere instituted in the recent past and to provide animpacts. economic assessment of theirTo some extent, the latter is a tall order given the short period of time: manyof the economic benefits from structural reform programs do not manifest themselvesfor at least four to five years (McMillan, Rauser, Johnson, 1991). Moreover, very littlequantitative assessment of the programs has been done to-date in Nepal,
rather than hard facts has been the order of the day. 

and heresy
 

Be that as it may, my attempt here is to provide an objective assessment of theeconomic reform programs pursued during tile last few years and propose a guidelinefor future course of action. The period of analysis covers four years, from July 1991to December 1994. My intent is to cut across political lines and examine reformsundertaken by both the Governments withinhowever, information availability limits 
the time frame chosen. Realistically,

most of our focus to reforms that wereinstituted by the Nepali Congress Government. 

1 The author wou!rj like to thank Govind Thai~a, Ministry of Finance, as well as Anita ruladhar andNarendra 8 asnyat, both from the IRIS-Nepal Project, for their comments on an earlier version of thepaper. 

2 Complete citation is listed in References. 



The paper is organized into four parts. It begins with a brief synopsis of the policiesand programs that were instituted during the last four years. This is followed by an'economic assessment of the reform programs, focusing on a few select sectors wheredata are available. The policy choices to pursue are discussed next.concludes The paperwith a discussion of the lessons learnt from the past and providessuggestions on the approach for the future. 

II. Economic Policy Changes in the 19 9 0's 
Much of the economic reform program thattinder the joint auspices of 

took place in Nepal in the 1990's wasthe Eight Plan prepared by the National PlanningCommission and the Extended Structural Adjustment Facility (ESAF)the International Monetary Fund (IMF, 
arrangement of1992b). The Eight Plan wasNepali Congress Government approved by theIII July 1992, a full year after coming into(National Planning Commission, 1992). ESAF, 

power 
in October 1992 and covers a period of three 

on the other hand, was commissioned 
years. The achipvenenis of targetsunder ESAF implies releases of two tranche of funds from the IMF to the Nepal RastraBank. 

While the focus of this paper is on reform efforts Ptrsted during the 19 90's, it isworth mentioning that the process of economic liberalization did not start in 1992 perse. The Panchayat regime had also initiated a three-year economic reform agendaunder the lMF's Sti uctural Adjustment Program (SAP) in FY 1986/87.
of that effort, however, The outcome
was largely negatedimpasse in 1989 (Thapa, 
by the Indo-Nepal trade1995). arid transit 

changes 
But, with the dawning of democracy and followingin the global economic/political climateCongress Government in the early 1990's, the Nepaliwas better placed pursue reformnisto at a pace faster thanpreviously. 

The reforms undertaken during the last four years have beenextending well beyond economic policies. 
very wide-ranqing,
 

economic policy changes, 
Our focus, however, is to concentrate
analyzing others only to the 

on 
extent thateconomic decision-making. they effectAnd, even with economic policies, the emphasis will beon the end reform rather than describe the path that was tread to get there. 

Fiscal Manaeent 

The most important element of Nepal's ESAF arrangement with the IMFtargets. Based on was fiscalthe concept that budgetary deficitsmacroeconomic mismanagement, are symptomatic ofthe Government of Nepal acceptedof fiscal targets: reduction in a stringent setthe Government deficit from 8.75 percent of GrossDomestic Product (GDP) in FY 1991/92 to 7.75 percent of GDP by FY 1994/95, anda corresponding decline in internal borrowing from 2.0 percent ot GDP to 0.5 percentof GDP during the same period. The other ioacroeconomicinclude average annual rate of growth of GDP 
targets to be achieved 

percent by FY 
of 4.5 percent, inflation rate1994/95, and increases in of 5 revenue mobilization from new measuresequivalent to 0.5 percent of GDP each year. 
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Accompanying these targets were a series of reform initiatives that touched all sectorsot tile econoiny, from macroeconomic policy to administrative reforms.Iritiatwue, fur tli nIost part. These reformvvere within the framework
enunciated in the Eighth Plan. 

of the policy proposals 

9@nrm of External and Trade Pnlicies 

The Government of Nepal undertook a wide array of exchange rate and trade policyreform programs during the period under analysis. On February 13, 1993, theGovernment abolished the dual exchange rate system and announced full convertibilityof the Nepali Hupee for current account transactions. This announcement followedalmost a year ot partial convertibility under which exporters surrendered 25 percentof their convertible currency at the
determined exchainge rate 

official exchange rate and received a marketfor the rest (World Bank,measures 1994). Subsequent reformin the external sector included, among others, arrangements that allowedexporters to retain all their hard currency earnings in convertible accounts, facilitiestor opening convertible currency accounts tor all foreign exchange earners, provisionsfor imports trom India through dollar payments.to extend cretir and sanctions to commercial bankson convertible currencies. One other provision--supplier's creditwhere Nepali businesses could borrow in convertible currency from foreign associatesof local hanks--was introduced but later withdrawn. 
Elimination iut quantitative restrictions and import licenses has been the other majorachievement on the trade policy front. Effective July 1993, the Government abolishedthe system of foreign exchange auction for imports of industrial raw material and puteverything Linder the Open General Licensing (OGL) system.licenses, however, was gradual. 

The elimination of importIt started with reduction to a list of 31 in February1992, to 12 in July 1992, to 6 in March
1993. The move itself was 

1993, and to complete elimination in Julybold for two reasons: first, it meant a loss of substantialauction revenue to the Government, and secondly, with current account convertibility,imports of consumer items were also freed ip from quantitative restrictions. 
Rationalization in the tariff structure has been gradual but substantive. Peak tariffrates fell from 255 percent in FY 1991/92 to 110 percent in July 1994. Besides, thetariff rate structure was considerably simplified: the number of slabs (categories) fellfrom more 
than 100 in the 1980's to 6 in FY 1994/95 (Ministry of Finance, 19 94c).
And, even though the highest slab is 110 percent, there are less than five items in the
group; the largest number of import items come within the custompercent. Another simplification in the tariff regime 

duty of 10-20 
duties on third country imports in FY 

was the elimination of additional
1993/94; preferential treatment 
 to SAARCexporters are currently being given through concessions on the basic rates applicable
for all countries.
 

Export procedures too were simplified, with facilities for duty drawback, bondedwarehouse, and simpler export documentation.
designed These direct export incentives wereto overcome any anli-export bias that import tariffs, especially thoseindustrial inputs, might have. onHowever, the Government did take a regressive step inJuly 1993 in introducing a 2 percent export surcharge. The surcharge was reduced 
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to 1.5 percent in December 1994. 
The CPN-UML government. in its policy pronouncements, has dedicated itselfprotecting "national industries' (His Majesty the King, 1994). 

to 
perhaps, !t Was in this context,that their first budget in December 1994 raised import tariffs on a numberof items, including textiles (Ministry of Finance, 19 9 4a). A clearer picture of theirpolicies will most likely emerge in the next budget in July 1995. 

Reform of Tax Ss 

The problems with Nepal's tax system have been well documented (IMF,1993; Baagchi, 1994). 1992a; Dixit,They range from ambiguity in purpose, to narrow tax base,to low elasticity, to arbitrariness in implementation.
tax efforts--at 10.3 percent of GDP in FY 

Little wonder then that Nepal's1 9 9 3 /94--is one of the lowest in the world(Cohen, 1995). 
The disarray that existed in tile tax system was one ofprevious Government. lhe primary concerns of theMany measures were pursued to remedy the malady. Thefocus was on simlicity, both in concept and in structure. 
The Eighth Amendment to the Income Tax Act wasreform agenda. one of the center pieces of theThe primary feature of the amendment was the introduction of theself-assessment scheme. Unfortunately, problems with implementation and excessivediscretionary authorities accorded to tax officials made the reform very unpopular withbusinesses. Subsequently, the Government undertook a series of steps to remedy theproblem, including re-writing the laws so that the burden of proof lies with the taxauthorities. 

Some of the other measures on direct taxes that were introduced illrough the budgetspeeches proved more popular: the marginal income tax rate for corporations waslowered to 35 percent and the individual tax brackets were confined to 3 rates (10,25, and 35 percent). 
 The Government 
 also lowered ratesallocated 75 percent of the revenue 
on property taxes, and 

to local municipalities.
 
Simplification of the tax system was extended to both the excise and sales taxes as
well. 
 The number of excisable items fell from 38 in FY 1991/92 to 6 in FY 1994/95,and the sales tax rates were dropped from 5 to 2 (10 and 20 percent) in July 1993.Preparatory work had also begun on the Value Added Tax (VAT) which was to formthe mantle of future revenue reform efforts. 
The present Government is also committed to improving the tax system and rootingout administrative inefficiencies. Their emphasis, however, is to be on direct ratherthan indirect taxes because the latter is considered regressive (CPN-UML, 1994). InJanuary 1995, the Government established a Tax Review Task Force to provide themwith guidelines on the path to pursue. The task force is expected to bring out itsreport by May 1995. 
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firr/i ),,rri ( )%t',r rnrt~ if t 1 (Io, Itra vIrnis ir fF;'l l~ 2 ['Ferulj,,ps it ,' alioil hepalth altid 'dlictatitn t.ninhiiid vvhiilp lint lrarislors \/VOIP 
 titu than11 t'itl foriril
qrarlts to the comitry. Alnd, alhriitII 10pIercrilt ()f t11011etlarrlatimm vvorl<f"lorn vveinlctyed Ii PEs, sfltose rosourcrrn vipldeu.j (fividollIsl vvorilf(r.002 rt'eofI'iss equivainfi MR( 'Jaidill 1.F) 11!noit o)f ti iitt.- f rin~tIli F')' J~ 

Ihip jtitrimi (](IVI III I Ir-i eIr(tIf flen rIit,)Il,7,11(11i ri''nI, h ii I , d(nijj ftrr,I I". Il1IIll IwoV( plRscs. Ili flip firstl piasn, lthres P~s *f3firikimr NMrtr~I, I I og';tnii l -Ps& lileFactory, aici Batirslari Leather & Shoes Factury-wvPrp ;(Il tlnrourtii fip' sale (if asetanid busis10S. Thte remnasining 7 privatizaltiri wepre iirtakmn Ii l~haqr, 1IIRalaii IToxtih I irir U~s­li(IdI It ~r Iv Norial LIb th Liriftne 11oia;i R(I,Ilirn *1101%11r nI lollhIIgsVrv arnd 
I iro othrers, hittn I )nvr'Irilirprit & i I(I lmehii ''rfi :Ili,, :11111 ICoiyipaury-werp hli I i,:1 (lndIMP(J. Of thliel UrPF~Ir nv1i 17PC!. P~a, is! al I f'Illfmrrold to a forpigrner; all others 1%SI ins MIS wepre li rrehraserj liv Hier-,ais limrspnctw,vGovprnrnen r re(qired that 25 Iprcenlt of thp sI iirms himd ti 

fipr 
- rte it~ ilp Npahji pilthlirsi i r(twithin a yoar if prrhas3, wlell 5 peircent hidIf toh i 'elti riltyusa 25 
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ilercetit (ifs(;uLj,,C %virl a deforrvil pilyffl1ff (tfl lf 

;111(1 jIrices adiisfpct. ill tlis U.Mfltpxf, fli N'ufunuuau('lectricity tariff!- by i ;iveracle of 6O pr!tr:rj 
lIImiji:jf /NfII,lnun (11FAI iaisr-Pd

ill I ()9j . ., Prulcoiby :13 pemi inl Fvarrc 19t9 4 : 
Ill Malch 1993, andIfin Noiil W'atr Sjpi11Y Q'irpruriiin rmiusrld friff100 percent In PIacl flyrif 1991 '11)( 11193; Ilir' Nrlpoi ( liI CriInal~Irir~~anIf'ricpsc ffrljfby 13 licnill in AlIillisr 1192 mid by2' mr'rfII"iIiIvflAfflict lilt ire Ilitifs (.mnniriatfio 'if 

i ltI PlilI nd q11 lcidir- mr1 ;11lI Im (it If(IIfilir'sfq~ntatirea. Filiallyv, to)P'lcohfracip (Irnarr financial diitilin mirl rritiilil(3overf~iit terninimiled ill( 
m)iniufnhiifl funpiacfj(;e of tJIlauuNfIPM cu(ilil Iuf rli~il f-rodff if) Us. 

Privatiz7ation prf-)rijli)( oil VON/il1 5 mtfurqs fichulul flit' f.rlluif )(vIkwflIn ill1 11ufNMIPI 1 ifflfiIll. 1110 I~f lit' I )airvhip 141111;il m fj"iatt ii'/0rlissriuitimnu (If Pnr,iij m 
hIitj ~fulrillrv~ flipf iii iv 110 i im i r I irHi ;'''f'urinuii'i1 Ii; '11"(111) pjiIVaat~il -fiuil uu1iffrIrl'fi, i11rPIit('nuIj~p'." 11iuf linfriri (11iwrne flIu11)revipvv past f, ;iii ' 1111 IIII', it ''viuult like'~iir~Thp pfpron~t Iv( niiIruif Ii1l i tl"'fv'v , al if I IlwnI!I;a if PE-3 caii I), 'iitt'i rolifably ill Ilm~ liicr 'vrtrfr, it './nuuld hoi ifII(Aiil mi kl'Ae 

fipfutniofAgricuPii F lucy 

Reform fin life a.Jriuttimnal sector Ilas bpen ,I()VV inl cnuuiulm* . f'Il (1 1111ilarqrl dependeuiie nIf filay leleof flif.file vast niajonify of flin filal P11)subsides under (Ini thus ;(vtn~r: F1luu'niiafjnrunuch ;irrimilstaiices cou~uld bn politir;ahhy ros).lyv 
of 

miaim~alFIVs Sillisidwis fill '>cnnnly, fmumi qf111hIfic(iiltnrp. ;Illd flip (1polrI bordorihiffictihr to purmn~1)nlii -1vufhi fill'- Iif'i~ulivir ih-sw,- ffr frauleablo pf'iiirc fi;,f 'f iNryt ih11ifilflf iliailinr 
The Irhcest ihlufiatvihaiffif th (-' vernmiuif took fin ;oliiiffur;i ff rbiiifi 1992 in!lit' fifru\'ilfthat allowed imiports of senuIn eri fr'rfldizrprivate sector Iiports 

luiv flinp riivin zocrij: but. Ilitook lplacp muuild .Jimuu
fruenIll 1993 Ifir a ''arinfy of( roascmi.t'xchianip ;ufhii ain( fir 0 flipwIcl 11fdnr
piafclnases, and ii) 

()I foyiiiI.o 'wl'm 11i1(fdf jlIiI m ikull,flip (.wiivinuiii f1u1d Iinf utlaulv F-t;Iffhi1ffpi; t11;11 nltline fprtili.7ers at lillifirli r'II( -(IhlHip retail lpevel. By flip lttlei t'.%'( usuw.~eiC flud 'flip Nepali Ruipee had linen muade i l 11 1Iful~ly unnver fible, II irsystem eliiniated, and fortilizer Iprfcvs 
firr'ipn ('Y i(huuinuqr ;lfhfuuafuunf

vvern. raiseul mnnuilliiut' ,lini I fr vrfor urea. 

Ofuirt fIla~n thpnr', fiirro hnaw, linen vrr f''iv miifliuulnhldrurerakni. Smiiun rohiariff ffflur', tofi'fr'nu iluli;ifjivnk,u vvn'wre fiinujilmofc't I 111M. ;nit lit(NFG) was r'lm~ i f~F'If(I ffIvf~f~ 1(livern rprafer autononmy fin eftifuq Ifricrs. Rift, ImcIrt' ttfur(dl on miflii isstill a c'onstrain t for agricuiltuoral Pr 0(1 uncrs - -I itrr: base,;s b'y flip, I FC atep at beilovp~rices. usI anket 

To Cfliffter flip ifnahlenfacy of formnal rural credit, flip INt'Ijl ;ifnrupfu IilFY 1992/93, establislied flip Eastern atrd Far Wesqtn, 
'uiq (;rhr'-m fil 

inlstitutionlal credit irarirmfiPh~lfiul'# III Ilinlr'to womven involved inl mticroefnfe,;1 1 s s Litt5 ilift (iovnrnuffun 11 
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'fllllrii .,I ;t
1i)sljtlnS(Jle ) "rcfil i'i I Fll I1;
t mrF'l r'!;r iot!,
'y Fl r',onsi1sIent =II f. ' II I. lol~tIlin collcrpl't nf onterli! 'lieslaiialility ;i fi.1rcolInakes the )()IiV viwml Vi tal. ' i that W hiai balks I II1 I111(hv oiIF'
Nirdhan and the Ciinter fir 
f' iJi ni 5''(:lr..rtlf.-Hlrl 8iY% Lv ,iniu , (CSD) ,"n IllMtMI "icc slIlMY

Without rsorlM o(In lihilc: ;, sirjies. 

FIh CPN-UIV1L (.J ver ll oni'S fIcus oil a ric:iltlre .ijip)ears 1(iiiiplement a coI1)rellmunsivp laId rel( 
htr,Ivv Iirl: i)1oi prcrarii tlit oulr iv l;nid lo liia 1lihr, andii)pirovdu.l Stls by r()sotinllq.M PS..Mil l (mO O fIiair Utince s lhois. tIll villk liruihf;iIIls01lb1ul1 these LFFvF rli yr.;[
l o b llelenS l (llt. 

1e(lal Rfrfolri i 

Sustained o 11()1111(:
(lrninlll (;ai11c Ica
n tlike!plac withoutl a lijuliiciary systeml ilry liiiicifiii (IIm(iil aliIn facilitate llnarket tli TIm1sam:tir)u.r 
 "Irrr
, lllesr' l;u . tHimrisks of husinfrs' ;1i lr'; ;icld i"iFwronses mtie F;osrs n) a:jial. 

W r edy ti e; . it Hi;111 1,?F1, 1 Ir Vl()Ills (j v irIIl FiIulF I l11t , uli' i F , lalr'mi' feIOrll lct iVtll es. r11ini al ,1nlOn( these I.tS tihe reviSli tt LU Filll yl Law. rilepiresent Cwonpalv La, iNwnb, nwus in many reslpenl,'"
find interests of slare F it i)s1(11 I(.t1 1i11 AI(11tSilders. r1akes rio diSIuctlOrln) 
 e rvii liuilil; ;FIFIo I F'Inale Inlildi;ompaiies, aId ass,:n1
s exlenSive l)owers to 
the Compan. sIrilr' !Ii!(il ()ffic(l. TIIerevised .
versor1, wiich ermphasizes iternal (overnalcere.ulatlltirs, ind been app)roveJ by Mhe C(JIIlCnil of 

rather IFan (.((ovlrli-'it
 
,/nMiiters airli 
,ai:o,''ady fIor aliliiih jillParliament belore the LuyvNr h-hluse ,wv;rs (dis!solv(d ill Jully 1994. 

Draftini1 of a new Cunrracr Law has thern alho liitflrwiv.
does not have nany 

Thi, rr ~roonll ( milll;'l I lWvital provwions rlatedi In tie (Irawiniccontract. il)l id r\Pculirinilof a
Unless Nehmal's Contract Law is ilrnuq(fli I) Iiieruialtin;il stmi;iirdarrs, itwill
be difficult to altra(.t fIreiqn investors. Investors, reed aIsmiseni l s":1rly thatcontracts are valid and thal arbitration anid co;lltlluelsa 
I i)r 


risk venltUrilg ito( FMsin'oS.
 
l l ovIil)llg exit lurn tihey 

The prevoJs Guvern re nt 
also wis in tihe process of rla(;tlil;ICnul
uinr i['lirol
Legislation that was desined to ensure that niark-.l failures "il a libmral, i 
ilo 

would not adversely Fli :lnurlillyaffect consumers. Th1e leslislaticn thfiatParliamentary approval focused on price dis 
Ilad Imen rvahien for
 

losure, lulhellin(I reqiirni, lllts, 
i d
uiltIr illweights, quality control, and the redrnssal nechanism (IDMA, J
made to use the lerjislatinn for price cntIrols. 

1994). ri atteinpt was 

The present Gover1imie Ias nint made aniy i)ro(l(llouiniceinits (in '"nflullirreform initiatives li hrqalpursued by the previous Government will he enacr-cd. However,Consumer aCouncil has been recently established to look into prnhlems facedconsumers. byInadditioni, Stat-nen have been "aWe about the nm(lI Nr a (€n ni,,:.ssion
Law that reguldtes agent-'s rnarins and penalizes governiental co rrion.ifln. 
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Ill. Assessing tile Lc(.)IIOrll IriIf)at tfllh lfornl Iitiativns 
Tile ot)ifctlive (tJvernlilr 
to raise fhe 

t Go of N pflnl's -triiciiiral aIljtisIlotil IrhiIrarli Ihnsh'niIstandl ardi of livJ!cj ()f the PoPlilatiii 1(tlrilir (irf;llor rvli;lIlrcns . Bt luI1.:; !; ;1 I(Hil I rni 
:on li arket

(oal, ;r I Ilit ror y , f IiIII;ly 1( llit:ig(:ll ro r irrrqsfulll.mt br sulfu c:loill to i 11oW tIhesf! PUMA. It lake:; Iillm I,hjackward r'ltw,,:illln :llnnd forward lIiika(les frotr flip1))liy:v (arll(Ins.
empirica:jl studies indical 

As wapas rini r n imlinr,
that Asian cof fi.s liavp. i eri tap;11 Ieasl furrir If) li, yearsto start showin i the fruits of ecorn)ic, reforn (M ;Millai, flai,-or. Jolnro , 1)91).This, howevrr, does n(ot necessarily suggest Ilnt it is toi()
of reform efforts; merely that getting 

arly pi look at Ill: iipact

a handle of tiri end objecilvo iriay be difficult. 

Agjainst Hits )ersp rlnvo. ()or appror:lm t ;I.. sss i(lreform tIi fu liIIl;iivf- i iplicr sis: )I)to 1xamin somp macro hnvl 
I:arii)

crn:omirmdll icatuurs that imilmtlif llrlciestgrowth ald illcreascc.(j competition, ii) to (latugIn str(:Itiral cln(uis Ill flip. tra(ip anld(industrial regnues.ind III) 
.h 

to studv somn s ocorapproach, specific: ;liiivits. IyVen llwe art IhIsslllhft with the diffictult task of altril)mtn(i !;m h c l res '.lelv I)the e.confnlunur infor rrOcranms tJInd rnl.. i (duril ili' ll,stu:;tatstucal ;iiaulVy 
or'',oa . Ricmirorr-

I!; necessarv to) isolatr tie ntlfr:s of rnformi 

The growth in 1)er capita GDP is often (:it d asI nr astire of (i i(irmi rDuring h( :, llirmrallr;e.three years under colisderaton (FY 1991/92 to FY 1093/91), tie. gIrnwthinreal GDP avnra(InI ,4.7 p rcernt,
1985/86 and FY 

iot1i1i0 i iqller thaln Ilmr I.C prro:eIrl I itwvrl FY1989/90 (Mlinrsry f)f Fil:irce,
well as lhe 

19941) Fills mlr(lin;l (il fllee ,i asfact that over 55 percent of tim real GDP eant;les r,is dependent largoly fromi aririllml imwhihIon the weather and has bnpn mostfly iieconomic fipIi, piurrvir:wreform inItatives, stJgges;sI (if
that tihe tnse t(ii( P grwtim railte as ailnindicator of economic performance is not very nrbarignuftil" 

What may be more appropriate in this c(onttxi If,i rl(:ciis (I ilo i ailnlliimimialsector, hli the last threie years, rin-aulri('tiliiraml 1Iercent. This is lIrlcjrer than in tlie second half ot 
(3[P grewV' y aIi ;''eraur fitIj;

irell revmthis (I en, ,l 1iiwh Iiichgrowth averaged 5.5 percent. Particularly Immpressive is thservices sectors. iwilll ill lir indhistry anITile share of in(ustry In GDP rose fromto I 1.3 percirt iii Y 1981/8215.9 percent Ii FY 1992/93. To lh extelt tha most of fue lilrrilirf,'atri elfrlshave been focused iln these two sectors, thesest;ll ls sig~r'ct 111,1 'mllin of lIm1effects of econnmic reform may he starling to corrip flrr
increase is tli to Imw iml o thifills
rstlt of policy cha 
ih. 

sini nhe last llone yar- i,; y i Io lip clti,;fi.;lly

tested.
 

Inflation is of ten considered 
reform 

one of the strong barorninetrs of tihe performance of anryproaram. High rates of inflatio-. can he ance iri' tyli(aulv, it I(owerincome and savings, realfuels interesi rates m reases, Iiro lpn si .s.t0rs ll ioIi J f orconfidence, and leads to time deterioration of trade balancen. Tile conorny ,pnis tohave done well on inflation during [lie reform pernod. TIhe average armiialinflation fell from rate of21 .0 percent in FY 1991/92 to singrle diglits iii each of tire two 

2 
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lreviotls Years. Tie ra p of iifllti)fi i.,.1994/95. rly .ier.j It ihit: r;lI ','r'ii tilrrih ' iThis cih,:ck iti the inftlatioin r:1, FY 
iS on1e iiliCaiti(n 1I 1 11(1 I Itj 

(J','Stite I;rjelJ f'htiHIIIIuIi; iI 1Iit:p Cltt;'ilie..
m( f(rI h)Ii:;Il()f0,iS( ,liiti(: f r ifl im 

l i (if m m t III ' I,hmacf
 
ini the right diirection.
 

Let uS 
 now I )tk ,1tso-iiln If!liH Cw l r liar:! ri'il; trli11iat
ii rSe.(J ';!,nAli ':; lrca piv;illw 
. ar
i)1icilani iii ow i y. ( I C1iss Ii".+'i Ir;mliloI; l leiii the private .ci(:t()r (Irew htV InIavr e (f 1 7 pIr :nii rIhi(Ii ,a':11,1r two lisc;al y ar;s:conversely, thr, Fliarr of ptublic to total fi.r caliltal fiir iini li ,IIFY frwill /17 p rc'rrlt ill1991/92 to 35 p)roe:C.iit itiFY 1992/93'. 'ptwprn rind Jilv 1)91 aid riiid-.Jilly1994, the vi)ltuii fInloan alvail(:es to tle privalp sector inarly hlriirilml frim Rs. I 5.0billion to Rs. 3 1.8 billion; advances t()Govenllriienl andv(nvrrrrimin 1 mleiri,.s,oither hand, romaiireil routilily onl thetlhe. same it Rs. I .5 billion. Loan iftsbuimserieri bycornmercial banks for iiiiustry noarlv tripled (liirinj( the 
;mi lorioI. Flies 
irp(li,'irrs
u,LI.
gSt that pri,;ite sector activities hav nxpa.de \(lis a vis public: sr:tor activities,aIdesirable feature of Ith"process of e2cOni()liC ieliii. 

hIjILL1ac[ oi)1loe IIi 1,( 11 flo'veliti 
U-nln.o f11l1p+111)w j fr+;im (j;If1,)p l
.c 
 )[1,;o f ll(1 , w,ifr oll ,'1[-h 11ll11!411,-, Ill 11w ('1,rl ' 1,4t;
leeni the effec t (III t_ 

,, r, lI
 

enr't revenip . R"v
irr vp.iiig ,i llili ,;iiiiiiiIlI Ii,, li'si:,ilIw.ovw
years Increased atl an average annual r;ite of moiere iliati 25"Il
nearly (Joubled i IIhre oll ;nIill lllivr,vears (Milistrv of Finance, 1994o). As a to,;ill. Ill,railo oftax revenue to 
GDP ro.,e 
from 9.2 percent in FY 1')91/!)2 to IM0.3 petr.t in FY
1993/94. Tie iix (ftort isexpected to rer:acl 
 11.2 percent II I 'rI99'I/95 IC'rlie'i,
1995). 

I.lany overnmeiitmt ndntsimies officials attribute iii re;f,.. iii
rrve nl t,t Iltlaxrefor m efforts unldlertaclrik : lowering cUStoms Itarilf r;it., ,jIrII)lIfviII(i iii;Illfr,pIrocediures, l)(roaieiiiii t;ax
tie tax, 
base, and str er in(l111vherInvro''rtlll, iinl'.rltlion(Tiwari, :ii Irli19951. Tihe tnilvrrs lIrt h ori tax rlr ivi ;)pe air p)i),! 1app;;uhi1e' to i pulas well: towering tax rates ilicrases tax revlnus.s 

Imlpactoil Exter-i; .Trade 

TIhi retorms in extorrnal trade policy (Iirini; lltrlast irm ,er!ars.earlier, have been ;a w s inclicatedr;ither sweeping. What icilit tihe sn)ifj, rf IIp rilf fe'tgfeforms? Conisuldiir tilt o(f tllesfollowinig obset-rvations haserl oildata( ir tie; f'Jrlll Rastraa study prepared for tie IRIS Center (Pnlic(v Anualysis VViii(i, 1 )4a): 
Ban k and 

o. 
 the average alnnual jrowlh in !xl)orts irorn than IIripled( (iml thelirt)id
tinder o(nosidJeratir)n: from 14.4 ierc(;o. (ItdringF 1986 9() to 42.3 
percent during FYs 1991 -94;
 

ie share (rif ,xp)rts. IO~p
0. 
hieeI freiri 5.l I),(iy i III I95861(1 

Data on capital firnaton is only available with a one-yiar Ia1.(. 
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10.3 percent in FY 1,993/94: 

0. tie Sirtllctin of exports also C:jIarI(jprl: til s aro t ifilllilry I)exports totl,toll fromi 17 percent IlnFY 1989/90 I, 1(1.1 wtrnni iii FY1993/94: (::rnvrrsely, Whe "aillid l .filt,;flat(!rose' liin 82.7 p.rcell
to 88.7 Ice(Oiii 

0. the shareni ii11)oirs in GDP rose ,in, I 8.lper:rcet inlFY 1989/90 to27.5 percnt in FY 1993/94; however In srictijr ot ifl irS has notchanged nlilc~il; 

O. the imiport ratini. llort 
 (sharr of i111rls Iinianced hiy ru I.)r oe iroll
28.1 per(:nri i FY 1989/9) Io 31.4 ir(,ii Ii I '' 1.993/94: th i1tio
I)eaked at 44.0 percent IliFY 1992/93. 

A "lance at these statist rS, alonq with the findinioj5 of iilt stlhV lii lastliityV ofxport Supply vik ;i thin ('xc 1(l ratr, I';
alh' (.sIIiini1rI'Io I, Ianalysis, i l : fr i liri' ivinohoq I d olihnrlc trm I lrip, roxIrill w rit"r !ii', 
, II 

In ;'r l IIt I;i:i11i1;ilrvxjorrs. T"l innI:p1 I imiw (u;i,'; ;IIi, II/".I" o IIn I; IS ate I1I 1liursIued yl111 0i ut , I lI - I nI; ;IIn I,ni iin iiionr it ' li. I 980' , i1 I 
hi;ll I on sidor; ll,liii vo.' rilI t;ls, ;111N W=iliirallof tli5;ystnhiil--,Ir.rl fIoiiiili (Iradl 

1 

Rupee ly..I l If' Ilho (hI.v;iiI/or if olilt,vis-a-vis Ciiv'rtilfhl currenrrc:is and expa!vls; 
Norm ali

IIii . f r'riir,,r,' llexports have I.',i lrger ,, ,,I P. ifor iianlfaeuil;rot ptnd (;oiiilarro,l IiiiniilliulV irorhll.q. 
While the picturn appears promisinq ()i the eXport sidl!. thefimports. Despite ti lr, ' f ,linilt I qrlid (ifreltctionrs In cIstin (Intties for ii'h:sir,;il icapitl, gooids, ;i, r1iltprial aiil(the s rlcture of iipors rei.lafliedl iIIChi;IcloIIIj i'ln rIf eelimports. Ili, inereTis siutj(sis that lileraIzalio ilithe nipl rt rr'pinof CgolsuoIler/ illro(ji ,.o. )ods rll 

Ii,ilp ineilrlllh isrilor ,.. 
nrioet tfir),5e.! iEqually (isturb I thiInrldulial uloris tns fact ie lastii hi.t of ilipori dernioaneI Wvilh r',.i"eM I i (WP.)P frthe Period under analysis is estimated t) he qrearr than ilIly It )).., sil(l(esling Ilatthe trade delici , lkely to (jt taraer vuilh uiie:roiileln ow lii.
 

What mirth r I ,hon
Irm fip most IeIgical I~rnlchilsioh If!esarr inr qnl Itf
)olicy reonm? 'll ;ec W 11%.lrtlllalExternal reforuns had hIn effncts ofgrowth in exports Ias not been 
expiallri oinxr-iont, hut tiat theiable to cnpe tI

Ihis 
with inlrasps Iliillpoirtq %lmiluonrcan ha, currecte(d solely through(llnmestie; and Irad. polie:v tofririnz!, fial _ .w.ithout taking into consideration the econioi)1)erf()ru11,:1 r Ira(dil"n la" trir isn
yet to he seen.
 

Impact onFiRancial Sel r 

The reform in the financial sector has heil Nepal's 111)s !liberalization. As was vlrihh' ;1r1n Iiyl() ( l'illllitpointed oult earlier, a cnrni nriototal oif ilI',nlv 411 nolI anks inrriildnd finvance crmp')ates entered Ihe inarketnumber of dirpct 
;,ilira I 90',. i11iqshiaI airl aeffecls: custorner service at hankiinc iitiblticonsiclerably; the sIr has irmij'rndshare Wf private to total deposirts had riser1993/94; and, competition I 30 tir ne it y FYamong financial i stittitions lownrn'I illtnregi ((osts t( 

jry
 

http:5;ystnhiil--,Ir.rl


Ibnrrowers. The av reie rronlrinal 0l1l(iiri rllI n 111 ;rinq 1 two virlars loll (11iii 21Ieorcernt in FY 1992/93 t I 15 percent in FY 1994/95. I fwim,,,r. Iherefactorm n ay he (Iierbesides ircrrased( c(;mletiticirl tial Ihas l0d If) Ihe decline, arid statistical
analysis to examine this 115 vet t,: ho1 carriedm(lt.
 

IlIe inipacts ()I frd ll 
 ;urr vferV Ie innl tIrel ;1)1;) l Irr krllnl (I trrianhi-,I 99 ). Ilieprirary marker qlrew substantially iiiFY 19 93/94 1orrrllnIwrmrl Ito \'ar: tirei)nltlrliO of tI)IIhic issues lira yolnplHlirire tlail q a(dirrllilm l fulln ti1 . 5 1iiillinir IIIf) .q. )/I :i Ilillinr1,and the performance itn this one year alone was e(liivalent () Ille total aintfissues over tihe 13 year period (jovnrlliJ by tire Sm'crities arid Excr:irarcin C'rtmr (Ms.246 million). -irila;rly, the ritinuber oIf new sharerollner5 In lire Ipast or ypar(132.666) was mrorn tian d(hmbln tp tlotal sliltM o lrhrF; III IepastFlrere I I v nr, (53..582).inve tbeen 2.8 inlei: isstles since FY 1992/13 ,;m irdIii mirlv I.,e;e I,,1 m, Ili1':shares wert m)/Oriscrihrrj The averamjn OlP(HSihscilpt rliihii%vie'tw Ir9111 andi rtinJanuary 1995 ,,yas more than fivfe-folds, I-.ith li. fi(Irti as Iilli as IWelly filds ill
 
SOITle CaSeS.
 

')ill:r! () l illrni r ill's ir;rillll(i ijr t ;J1,1i;iiliii'Iln (1r " t1n11 1 . '''iiirl;i yVim:)lekii,ictivitis have ,;11;() ir :r,;is. , ,herap u,; iii rl l(Vt1f i 'ii~ fl ri 'a;Ili lsl i,si ll ft IIreSecurities an( ExclaI l(i e Lneiter till Ir, ,(nrlirniq (,f!91 ,,,,,] r, .18turinover djuring i lIli, one-vear period was Os. 7m0 illinuil f'irililv, ir1 av'oradeitllmiber of trairsacli(rm, has qorie frnim 5 lper div t) ibonm1 T) rir tjiy.capitalization has alme;t doubled, while nlirket 
Pai(I tip

(:al)itali/atiOii Ii;i litarly Illiufle .
 

Who are tire nsturs fi 
 tire ,stocknarket , A rprt -rtparl fim iie IRI: tmil;r,hased on a saintl ri of 53 i v'stors, P(oitl out lrat 60.,1-t nrreniii r itn 'slo.s IarlIiinntlhly irnc ns ()IfP. Issthan Rs. 10,000, 15.0 plr ow irWllml (illn lIioll,;r , f,11.0Ipercent lid o11(11own a rcar, 80.0 perc t owind nir mrro.scooler, and 47.0 percent owned less than ole r( 
tl rr rlrp ir(irtorcych or
 

otarn o)fliniii jliirluaurlaui f,4).
Tire report thern SurIqes[t tllat ifwe (lefine individmal, ii Ilriihle-girl:ri r1 '.I;.slq thlse
who hlave irrutIlily ii Irr:lllf Iretfwell 
o . .I 000 andii111W.000. ('.vi r iiirolr., fislmVllh l(i.aridl es air o)it riii ) land,t Ir Ill f i'ho Id;i;r'; '.ir'll ;III,'. rl '"!1conclude! thal frlir)s I m/F s tor s I m rqi( I ii lir! r lr ll , lii ir ew.nncltiSIon, i(wev(, , ;liroild he viw 
it) i if 0Ij r '1'1s11 I(itsl citc(tilnlr('l, irv;ni';e of IImr, ;rfr;1i/0 CO SIderl ll l'arrrras!iwell ;l's Ill (erIr fro)s (I fill ol()ifIll l dfifht Iur:l Irl'il ;I coirnI v wlmre 

per capita ircom I,; tess than Rs. 10,000 ;1nr rlly. 

Iu. t11ta(:_ It1 1_(1dustI y 

Data available from tir Ministry of Industry indicatrs tlat tlie tiif!rt (Ililmrl mlanltpolicies has hl to a lrhanrcling patternrifW m erelinr( ird1994c). lrestrms (Pflii:v Analy,.is Wirr(,Three new sub-sectors emerged it i us n(anrrd Idirhirq In l, fev ynars:construction, finance, andr comrun inty servi;es. A t(ital ti 3.030 riirli wr n rr'uiiqtere(lbetween July 1991 arnd May 1991. he total m'tlstra;lmrlN I0(11/9,) 11.91)iIn FY InrdFY 1992/93 1i ,253) was nore than double tlie total retlistermn i1 I-Y, 1989/90 (951)
and 1990/91 (867). 

Since the initiation and iml)lemontation of a ihore lilmeralizerd policy, ;i Ital of' 4 73 uits 
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t')1IIIV Pv m I fI I IIf r rn I i I I, Iis'c (1 fi:,ir f1''I'''Ifti'$: I'F~~nVIF',75, 148 t'oir Iivi',p 11riiIl r'fr 13 2l91n 7 1uiilfjir 1 Fr aC"qn IrInt'il (4173) miwv ;n-'I If tlipfi rmrmcr 83.5 f''qrrnmi mo10.2 I)Qer'rr 
P153 mml aimr' Irlitilill 1 1 1 llIllfI5(118 imipt ;lip -rrn rnilind IFFI';rr'ii~~Io'Imirfislll lP~lr ''utol;lrin r ifFt~~ry. iii I I lfle'i Fi (5lIII' Ifi1111ii IItI~'~r 

Howovvrirp hecl-('iir, 'f flin j'.lll fyFItfirn Fi(f.relimic
r: i fo q pir di i i 'F fun 1ln FFFiFhiC'F ,I IFI~ fi FPq1i m prt inr iri rj rr i ahis tje i I Fl f i r ct ! )If i l ' l i l n l ~ i ~ l ~ l l i f i i - . I l l lIIR Ijidged a(clliratRIv. ThtIt thl fuip eirarnqp rnarlrIIf,I(lr'rlr11 rIlrirIX ii pfA/ fryinIilrincj Ilir J 7 riworiflanst ti,,v ypar.s i:fipaijnn ''il stmllflmilfliffivi1lit innrdill'rfirthillr 

fri i, lilt, 1,11p, I cjn(l,- it 
n~ ' imi'~'rflFlriq 

i 
iliif'Inrttgrtatec n(irhv miloi faictors. 

I hipr eeertIf li n IfFt;I qj~~InI lotion rni;)11 1e :IFFI'(1t' ''FF~rF~firr'Irlscale otiwatioi Ili flip I~, f-',v, vr'ars. ()f
; 

fur If~'v, l f Fllf( 1i:fit Ii 1v coperatioii, ')Imrlip~ditiir s(:,i i m ili frra tio, ~1t(lffI'm '1 7 RIinrcritrt, ;II ( Im mir -,caiIo 
;Fii'nt i .9oFrrlf1 2 potri :n ,I -)f ~ItIf cml1:riii-ir'flhi 1 , r ; ;I I( ;I:r1rrirIt~r1 Ifr Imrid Ii rimli fil H Jc,(l~) i 11'u'fit fil I q1Rfl/f 7 1(lf lF lf llip ctirrmlv r (Itiorfir-if m11mi'rhrir FiFFil- (r c-1 OnlC fu nifi t(itl1 nilf~Jill( ''''i ~, (If K irrirJf
I26. 3 po't rPh. ;itf sal sepat29ie'rej
 

ilVp._I r')3 mmls (,) tIr~mill nf tflip 1,1,11i~a 1fir3n15hr.ltnr hrii Fe(wz'~prrirflip tiritl lwiiu lln fit in lflpi r l lF'Iflr l1l;1l . ,Aii'If ill [ )-if,fIarf af;pp im/mr'l f (n'irI ii F/e''qlF llfl 1 2)9 11111" F 
I 1 M IFifflip 

;fin ': ,'r( ~)( lfilri mri ) 
;ii III \/ i nrl 'l ':ll nihi'ir' risre (I(1\'Vli Iii FI~lF~,riirlr .:iI.(ptenlt ;f 'nil lfutof totali fnler(Il Vi Ii Ives (lip.I.,;, fofho~vr'(J by Imll 15F)i I8ttt.fht ''''rr'(perce it), ando eFForgy 11a5;od(f5 ruercrti). 

I llp (frclvvtli iFl rhfFlmn&ffr. aiitljin triffir: thuiirii~il ' Fioi '~st , hf't ll'ijim, ;r 11:1,1 h llFF( iv' FI'l,,
f it -Ji i5 lifIrf i ii1, hI\ fI F F 'r 

ip n''F illli fi 11 

i't''1;'Ir~fr l1 1fmiifor flip IRIS (r'fliir\' /Allylv ij \dVill~l. I q 'lII~ 
' ~I. 

iln i' I .fpilpn sky pl ~f III''.,IiiFury Ili fip (FIl-i t( 5 rPctr, I I ir roltmfl IfIm lIflqPcondl year, trf al lf 11;11''hIf, InI( ('FF'II if Ierdrtrlnstic' parsspfulprs ripiarhy4115,878 in 1993. 
tri ihli (trll I For;1 7 ill 1'1( 1111ill(th Pi(Ilitlrrs whenp flip Roval (tlopalAiiliiFpq mwiniriFFkras flI ip ). (Itllinsf Fr: varrinr WfIAr')ti lrla ririrl'1F(ei~ it, Fl:;'~~'i. ,i 2
 

5,.nmpr ;rrrind. lIt tip f(m 
 vof',; fir Ii f 19 1 Ifiu iFc-lif,. ;1I11falipti at I'I i Cf11Ffllairi w'nrm~fleiFFIlI~ F fealillil ImpoI Cl) tlr'.h'F P'ns,fft''(JImmtije traficr, thF-,re have hIepi 
Jime ''~FFr lniftier 1,711iltf (tsif 111Flnteorimirs ,;Prvi(:(, Andu 

n)lfu'F -,, fmlfic- PIAlq5tiPillfujl have fillpreiid. id linthe' l~rl flfir., IIqfehii ill prio:il~l III tivtf) ynars, 
';in ime'l 'eflle'Rt'/('; iili1Pm~ljr Fil;I 'IFFFC 'IFfi;FFI~ ill ,36 

Many Jair s di Flin rrF mllna mirnfv Iniint wlo tthicirml 'I1 FF iFO F n to Flip I l"ror Iunless there is a tined for coficessiotial tariffs ofl 
e'pif i f tFF'iFF iryraw rFafteFmat. 

q Both these riata .nre hasrir nn infrrniatinri providirdr by fir im diii I0 re~qmsraliori witl nree~x-post by thp liepvirtirit of Iidtistry. ift vr'rifiomd 

1A
 



I'fircrit ilIIjIp tIrISP I'm ('Nol'ri (.i(,) 1wr~ft rnIM,Everest Air (let pfrit rf i'\r'.;v; v'cril;iiop i roirr(ir'i1(rpacmciiPfjfryffn 'r'ar ilii,IIIria lc lornnlltrodain CInI(Illr (flf tiwaflt1;1 ''ll'l'yfr'j (i('iit 
I 99F3sri ii; ,i i'p n i i fi i a P S 1111 i,7fr I v 1 ( i f fl ri i f l ~i ' 1

#fl i i tni piri ,l1 1 1 ,1 0 1i i vr i (1v l aVl u r( ev 
f u' ' f i n f i ' ~Id ni ' r f ~ '~i 1 1"f irinruinr a lr~ 

'liipiIlrt uay liav(, cns.It liOrtera~jo joihn. 

,I)lpi.cCt-O 1-I-I( il flIlot Ir 

A\ Irit 1l1c hinnPI , :Il 111mrat 'rai (I r'ri',v anifill pff''IrarIj It jr hy tiirci('r"Iftrovpr;Y, ai'~l is Imerlias fuifrr1ittIe leASr liiirlprstrilr ;asrbpr. iniruiu 1 .lirnj;tihNPpal. Biut vvIf' it(' fl riip rpahitipr r-mirnrmini, ii r'lpr-ir~~u.ii~lt i f) it~ajprocIrani? A Si;cIiicv 1lfP~mi1rpc frinr rhn. F(emmrIniieo iitniuufi,,1r 1110~'OfiNG16,i 

(Swnrarisomri 1094) 1livn qiuriulav rut tIfn firlihiics arr, Itim1IiiiIjm jhi lllfmj 

1 im~rri at P Ifffim',m1rfo rmns1 i c m i rmrit mI i ftIor (-lpcl Iinq 1ifIhirth qpinfaiv.p ;umid qiammtivp tnimq. 
Imifl1-n1 im i rrrit rnr it!IAt til mitu'mrri,~ in%.Ir)thait most of fl" Ifin rn1l(I 1, jri'lt filtiiv fi1rctfmrq niadcinrhiaminc; Inl trip InInI ifarrrmrvulirrit(If nirp(-tr minllilltimirq.~ Thlis 'rias nrpprP('I IV fmii' fol Riiripuuti l:ilu r, I il loriifWrrial R~iiii Rmuirlini; :mdP, flnmtoI '-ifijlarlv. o mfiarr - ill If;fP!'f;11 1 '.wIr i'u ~,tmist firrm-;. '-rrn;mil;uj'fe'e liSi~vr~ral pmiipjic,-2, ate Pxrpaniiriir iltn f''Inull liiil'ot''..'f;"ipi~rduct huep, 1 ;Ii;R~s rP(:altliri Iicj riarkr i-

and ill som i sp 
Irimlost duifn 9 ;I skii ii 

m :ij uiiue''.j cn'migipritscill !)rmitictim it m hplimn (it' irivatinntilIidrhnrvay III f Ilamit,uirimit, torhiminnlijy, ;iir' ;ikqo
mmi trmilirIu innr ',iimIVAr Rlimikmii Pipie. all (if III(% tfi';itiinui fiir,.[wui iniallfrn a rIlassj'%p 0"Iliijlirum inaricufinli pirinlifil Ii/:iilwfeal-Offma FIMN' r1'11)01 Iiiiit fl'- MC1Is ll, (r-a

flipu ritirr hand, hurmv, 
Fr111 ii1 ('pp,)(i Ititluin': ifiI '.II(,~ fillli-ini l'imijtpi FMlrilmi I';ilinrr IInn ihiiud i Pik 1,Blaij fI Ij;mil Fim,Textile are mdiutiiq only firmc; that liim/p trrvidir-cl muh rupjmnumlufllililz 

Then rivati~pcl onitnrrmlspc; am Iliakili) If-- ilinilimmii,Blirikuht ml iiirc:m:uuu t , imi v-iPaimer aini I larmIrilhi 'Amituli.Frinck iii l'uari(iilar ann llilort-ihjimt l;lllp' -ruInhimo(Iraniic hivin-lltfts, liv tllnsp two 
flvrp.mlwn

himt; alnni,' ill Flhiihler than1 I 9(1'4,t1, ilu nl i r''' im lt
urlillikcv( iinvotrtmcilt 
liv (i.,n-immiiiioh FY 1992/93. ill ll ill lur tll"nr7f\/ipwenl ;imlrrnativplyv -I ollr'rirgplimr-leimml iw tni'r1, fi iscnltivaient to almost 5 percnlt of flip toutal pstlmiaitpfr itll:rpasn- ill llmn*,irmi, dinnrpiast year. Thpmtint worth flipof privatiwer firmsic is 45 niercllrhrivativitjnon. liiiunr thianAnid, the wpiqIitp(l irnmciimctiomi lii to
itidex (frui firms litieclphiase Shows af11 iilrnrasp ruf about 28 poerunii 

in 1110, first 
alter FY, 199 1/92. 

At tlip macro level also, tliere are Pricontralitml csirws. rtnvinm Sl~ miiimhave been transferred in to private hatnds anid tiir (5 verfir innit Is,filil im(I 
(ntrprisrps 

for Oic.r liabilioies. responsihIpMoreover, the (3'werii mtit rpeceivedi pr ocnecjs fronm flie sale worth 

.iL4. 



1'a111R fiPI (Am/itriiiiptit Ilc;(, ~ nlfii;Iti 
la rn'If'iflvi(Iiileli ".th of flip lirfiicq arpn~lqii fllrtrte l.1,( #"irllfiPhrikiifiPaip 1ri,,it iIir'I~fm~t;ri Plr'i~ 

"Mumn crh firiiiarp.:IaIrr:~n It~ I1z NIinnoti avaeilaleF vti hitr flit' miit 1,1i\/af1irl litni', i 11,i lfIIiIi, 1 ):)I IrrNiph~ 

IS!i there is fpcs thiiplt t'iittiitiky Iii, nful Iiu""I nit'll je'hI'qilfl (if Prillaui7afohi -tlio~Innlinfij flip' 1111is aI In t'nilffnq thailt' I~liiif (NI IO~,iin' t%/Il11,1VIt'hifII iin lNi.,,nrniv iijn "Indl R(1 f~i~ *(M0~iin'\infi i t.n oiifiil,r-f1'I,Iinftprialc.; 1 lrl tn1irf 
Wfn i l:11l Il c1ff'ipIlI\' IllIuuoIa I. i rnw;ri ofiw Iim i Fr -i, ar1 lif )it ;11Iir. 11r"liit hill oi'iI rcraip lint 0vlr IOfII l1'ritlIier'r )Iluiftiliiin c ; ,vt''II lfliirk tuiether exppci to cipre 

'1j1i 11:1in-1 andh I loi-irldhiI J00 iltiV thiifit t'hInif1q96. hils writ1froifen viiii fwiini liv flit' oid ofarpnn58 fiempniviot:p in ii jttl (1iiiihin,n ni ()I livIaii7pflifii5 as C0d11111,1100 I I tlip Illrn'-fiI hIJ,17alir i l"frmililnitjns trwarnd Im ''imiplivis 
Ii m~i I Iin' 11if lp f ifi pt 1lIniri f(il ray, litifnntml frflnit, ifri (r.Irt.ij [(I ti'n htnII1,500 io 30,00() 

that if\nkt'rs Ili tnicit rif thin I'ri'.afi7t' ( ~ Mitiiialit'r Ni(I tm ill ~:i1f il i 1 111mnr, 1' nIm frr i1ff liiri-uilN/Iiii 11 I;ilf n"Iirfl if lit' ~n il t l rI%, 11,~ijf~I j'* '' *rn t­mnieilietir elim" Iitij ridtra -ris ztto hiv prinnucz~auth rinflhir itv'Iriji-ov, tticznr
()If li(ilI iniflationi 
 taftpq Ii rt'tPpnt yt'ars \!//rp iciforl aq flit' lnifI)Ha ra sh owv ernt ifitqnn lt 1 A\1:aIlaIlt'rva wils i snvern firrms bin f vvn 19~90 91it Iotipfivo-th~eisof rivafivahii t11t[IQI 

( innoflth tjllijt'tii5 iaii 1 lt Iii\ati7nai(IrItui ltnii-n iii"W iir;r hw"mo ift IhrhillitS Otif lq"itftiat flip'cimsiipCMS j11trirWn PANe~S IPS11iljiciimdmij as 111111i runi\/;117;IlIIIIinlone "l ;uiu l I't'fun ftirilerl i IiCqAmio nit' hi a mium;lgp (ifiarirs gi n I rniiivo frt /\nliiiiIt ;iw fliwnjynvttirtirint i, Niuii mifnimiili. I tmiprofiilitAid, evei ,':liif1mIltummlithnre it,,hiini lrwars sr"iim iilrnrt'- fIt,Ih l nh!,pP of a Naiiiil lifindItll 
al "M W",qri'i I "Aigq'lIIO Hi rituio inn Vpar Itnf tl~v qlmidmqnri(il hlliniic i11:af flit'p~l (!()-,t(IisfIl(itiil ruly tip lownr. 

IV. What Next or) Ercogmoir11c Reformi ? 
Wt'ial's Rcoiliinrfrim arleiira has ilrIo~ihinssn ncoimsidohr~ly, ill Ilm'Iltvevpr, a lot rr'omaiis lamsi ttir vt'ar. 
l.Q f-s 

tolihe doino lir flit' t'eflimmy fri Inllyinivnow go hriefly flrmiiql ;ilan spcr ie,I~Ildv,somip (il flit' inirn iimpfiiiamipresent Governmietnt lmighit consdei prirsniiirj 
unltirm Iloilnasor flint flip

'Nvlti Ilin lif-xif tli tIwo Vt'ms. 
FIscal usterity 

1lip (irst and forptllost task for tic; (1twortuipge i- Int vrnnjt in m~~ .i tiath 'it ficze-al 
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LuSterity, Incr.ases Ill public outlays Iat nlotstrip 1r110"rowth i revenues wide1,+overall btduet deficits, leading to enhanced doliestilrprices, deterioration in hank finan:ril risinthe balance of paylmnts Ilc han doniesticil an (i:rowliiq nutillVPsllienlts. privateAl lth time of this Wlltilg. il'. Ovnrllniit IS (;ontrnrd with a budgetitirpltis hecni isr of mnn.sive reveutie imohiliiation as well as (Ia'dm!plolm)trt Iermlrams. 'itt it the execution ofwlther thIo siirplw r he .u:ln'ilirrdifferent questioii. Irrespective is all altogether 
domestic the G(ivorrimimlt Shi)(]Ii COrceiltraln ol strengtherninjresource mobilization, curtailingbringing the size of the overall 

the growthI of re(tlar expenditures, andilnplementinq capacities. budget il line with resoThis is especially inipoltant tor this 
P:eavailabilities and

its political coriiltitnlpnir to tiOpLIlist Pfro(1rams, iT1cltj 
levv Government given

ald employnerir (eneraion. inq!food siihsirli.,, land reforms,Conditinnalilies estab lsld iit fhp FSAF arranqement,including adoption of new revenue mobilization sonurces, priori lzamon of developmentprojects. and a thlree-year rolling expenditure plans would help uttjide the economy ilthe right direction. 

NHoai's tax roiorrii t)rormn has cIi aflI nicMany new imnlatives w.re taken 
waivs ftn ,iprp fv;ivit l( 3 vears ago.to mod€(prnizeEiglth Amrendiipnrt Ire tax Sy ieiii (-ulcmetl)tlmallv,to lhe Income Tax Act was ihe 

to international d(:sik'l ldStandards. to icjlil tliUnforttlalely, tax nodes closer
capacity arid ahlisive lise 

l lTtax ;l(rrliti ttlra1timis iilntl ll lrltiorof discrtionaV auithritv nvPrsha(dnvvnrglood souglht thrimorlli tit, legislation. tli onc:eptualTlh currontReview Task F(orce to look into some of t11 ePse IS.s 
J)verlrlmit h," estahlisliri a Taxes,ilssessmel, l. It is expected 9'iallv I!u ",.Ccrinierrliiq self.that theyreform by May 30. 

will Co 1ile uI hliiBut important again is 
Will a r;itlil, r , firal i 1 of

knee-erk lile fact that their rwhiliiendalatirliois nIot bereactiornis. Conceptual consistericvrpconqition of flie irnmrtance of newly eriergir g 
ho 
senctors 

n ; 
and icwtvitios Ilave to be kept 

hungrer imiispes; I t v,/ ill(d 
it, mhind in designing tax policies. 
It (dOes riot take a ( eos to flnure otit wlierpconicentrate. IN dal q lax rif)ili r'llfnrts Shou(tldTlire have reeri substantial iil-dep thi .TinliPslhe years (hIternational Monetary Fund, 19 92a: Baagwcli, 

or llli miject matter over
1994d), 
 and most recoInmendations 1994; fl"licy Anlalysis Wing,are hasically tho same: establish clarity in the 
ohiectives of tle varintis taxes and use cach tax foir thlet sl)Perifir,reliance on import tariffs for reveniii uirprs. only: lowerpuriosres arir explmrl iior-(istortionary arid self-Policing Value Added Tax IW/A I); nrl 

tlip Tarv<hens intrr'dtre theto ensure itvic itIor ne tax acteasy implerien ta tion; niake tax codes, rules, ;lld recjtllatinfis tranisparenit;and improve tax administration, especially at custOmis.eliminate the octroi, mTo(dify There hlave also been calls to(IMF, 19 9 2a; Kllanal, 
the wealth tax, and irltrodugr'e anl actrictilttiral income tax19911.

is how soon it can 
Bilt, perhaps, as itiportarit as what tieedsbe done: our neiclhbnrinq to he donecoitriecomprehensive path of tax reform, and if Nel)al is 

hmvp airml,, hiarkp( ol a
husinesses might to Iansee their competitive behind TIrlir rOforts, Nepaliedge erode very fast (Iternational HeraldTribune, 1995). 



1 trn l uivu ;t St PI 
l'r,-ri f SUecS ;it su k c I rlcerrlll

',rli-vrtibility frn poliry r-ffrlr : rill r roItc:nfIil the car)ital account. vvhile the otlh r rrlatins tii 
e 

!. SIi of camital acrcouLt rariff sf! 'l(;tille. rilmconvertibility for a small coiiitrv like leplal 1I;1, b1pif IIhItlv
I,'hated both locally and in textbooks. The concerns most often cited relate to capitalfli(lit a: id unpreparedness of financial markets. While there is someriir, arciunerlts, ti] Pfit itlbotltle GovPrmeitr nPeds to be careful that such Ilgic is not pro)rlot.lIv 11r,4t vvlinse seek protnction for the financial srtor. Sinilarlv, tlinrpimn,'r'iii riouS debates lucally on alsn hewhether or riot to free float the Nopali Rhi)ee apail sttio Il'han currency. Here, the anxieties relate to Irdian dmitirar i()oI'nrmic policies as well Nepalias the fear of devaluation of thre Neliali currmViicyr itllinq acceleration ir inflation. and tieBefore any decision is taken onIi ifrlv tno miderstand flip Nepal-India this, a riorp detailedtrade thalane is essrntiaI.,IpImV0m ts slatistic,; mllislerl by tie Nerial Rastra 
Th~e preP.ent balanceo 

v manv ank is cornsideredI if adeqrualanalysts. Niimrerous alomalies exist: how is itIrmr dhficit with Iodia and yet is faced with 
that Npt)al rtios a massiv. 

a parallel markt;wer fthan tlhe official ox change rain (Rs 1.55) that I;rare (Rs. 1.60); does flie ire nr(le(l Ir ;irl accm tlI tnidr accu rate inJicatins of the transactions nPrwPPi!'"'n the two countrnie: what doesllpin flow of mscellaneotis capital represent?11:,%r Inhe more clearly illdrstno TIlese ainid o ther sgt ins vwogld
d before fIlatincl tlheIu'rh;itii limpen. Ne ali crtlrrrfir , i- a-vis thmeAs an intprim trieasure, however, a InraadIl flfIat might h , ohmrsilil to!-sl tihe market as well as liiit the risks of currency fluctuatinls. 

Custunis valuation and tariff rates is the other issue that has to be addfessed ill the
"i,rtxl of trade policy reforr. 
 The present Govermprt has expressel ii,, (esi:'eiio~ oct (hoIflestic illliStr.ins it) 
':'If'I 
 fil(fction has 

While some degree of )rotectiron if- globallv ;rII:tP)lahlpft) be (ranlted wiilill aConisistency. framework hat elsiirw m"rilitlilToo often in the past, Governments have provid(ed krnern-rk roar;tnosIt)industry arid business complaints in protecting one industry or:omsidering the consequences for all concerned. 
the othier withotit
 

flie last hiiJget presented by 
This may have already lappened in
this Government with reqard.I "c'rlinil clarity as well as the t,,'iIn indiustrv.
tle definnd (toals and thp lar(jetq rr th. pxu-, of aross
Ilii hoard orotection need to be established before tinikerina vntf indivchnal I iift raes. 

'\ssocitmed with trade policy reform, and a topic that has seen considerablk, cictiss(mbIcally during the past one year, is the question of Nepal jirl idn tlie)roa iialion fWTO). WorlI Trarh.e 
(3ATT 

Nepal was mostly an idle bystander durinq the Uril'iay Bri mdfit 
 niegotiaions (Dixit, 1994). This does riot, howev.r, imply that flip c(ulryclmain 

charges 


,i.vll intouched by the enstuinuniriif imanfacturers, ill ihn giobalIradiifor instance, will have n 
r1niu)etitive textile ard to Icarn to survivo ii a moreclothing market. 

Sxpans,, 
Similarly, the oppnrt(will also iincrease, especially given time dras tic 

ml ios fur Irade 
Iimports tariffs cuts inl ii.. strial ci itrvof tropical and natural bascud prodtjci;s.ove.nnlonm.mt anu businesses It is upLt Ii I Nepalito start preparatory work to see 'row hostI)(rn lit frum the they calnew world trading order. 
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Financial Sector 

The develorinpnts in the financial soctor in Til last few yvar, Ihas helped mobilisavings and promote private sector investments, Yet, there ime a number of arethat have to be looked into carefully.
rates Flie large spread between deposit and lendiiis a matter of continuing concern. Many llVhtllesze that this spread reflecthe inefficiencies of state-run cornmercial banks which accolnt for 70 percent of tothanking transactions. To this extent, privatizationll)roceediIs ul the Rastra BanijBank and the Nepal Bank should he accelerated. 

Similarly, while liberalization in entry mequirem itrc is welr:o lle, flie regulatormonitoring and supervisory capacity of tie Nepal Rastra Bank shlinki he strencIthene(At present, there are many who helieve that th. cntral hlk (riesirstitlt onnal ral)acltV to cone with fie (Irowthi not have tlini1994). t lie Ia kinTi -nrtnr (Rnmyaszewsl<This suggests that the central hank will have to rio n
and decide whether it wants to focus on 
olon ldeep sold searchinbeing the cotuntry'., rnnetary authority anconcentrate on sui)ervision and monitoringp-irticipate as an investor in 

of financial instrtiloris, or r:ontini e Ibusifless vpntilres like mlsnranuoririnterm eulariros, stock exchanges, rnsearch irmst itrionq, and 
nilpariies, firancri. 

lIin like. Vhile irives tmerand pro loin activities may have henrifinanicial market ai)prnpriate (utirirlh tininswas weak and emerging, such Toee1 iot when lhe privatbe !Iie case nOW int a oper'liberalized environment. 

Another area of financial sector reform that should be scrutinied is the ncn banknfcapital market. The burst of new activities has left the authorities ill-prepared to cop,with the situation (Lipson, 1994).

the 

Lack of expeiience and inadetJuate information
part of corporate management, hankers, debt 
or 

intertiediaiies, andregulators, o'qiiy istiers, fiianciaand goverrin it officials Ihave l tomarket. Availability of, a dis orte, capitaand access to, inforniatiolrseriously lacking, while issuers 
Ofi publiClV traded :nTipanies rare often negligraTit or evenreporting requirements. evade compliance witlIn certain cases, thepromoters and sporis 

true identity or hackcrnlind W tl,rs is not fhlly disclosed. SO PC T:orTlral ,sitraded ,-*exchange had lot filed financial siter ritr, 
e stoc, 

statements are 
for tlimpasr two or Tlhreo vyrars, and ofiemmnaudited or rornplet ly i ireliabo. Flie i ivstri(fit blic is thus hlowith little more than rumors and speculation with which to make investment decisions. 

Institution and capacity building should, therefore, 
 be considr'ed
Exchange Board of Nepal (SEBON). for the Security 
securities arid exchange 

At present, Nepal does nrot have a comprehensiveact that addresses disclosure obliqations,takeover and mergers, dtle diligence.and operation of debt instrunr ,,,its.debentures Mutual funds arid 
investors. 

are being promoted without the proper regulatory frarilework to protectSimilarly, the Nepal Stock Exchange has come under a lot of criticisms fornot enforcing stricter disclosure guidelines on listed firms asstringent surveillanc;e codes on 
well as imposing morebroker and marktet maker ;ictivities. rhe HarshadMehita scandal in India and the Barings episode in Singapore provide indications as tohow investors can be taken for a ride. Such occurrences in a newly emerging capitalmarket like Nepal's can be expensive both in terms of investor confirlence andexchequer bail-out costs. 



Fiiially, te rirarrrate roftli vrins reglators aiI ullstrIltions ifflip financial market'.hould he more clearlv rdemnarcate(l. 
Rastra Bank to 

IS it, for itistflce, appr(priate for the Nepalprovide rnprmselralinn
owned hanks? How 

Io the BRard of Dirr(:nr f" thr Itit I)rlv;itp ta1lkr two state­,iw this) 'li'S ep ilarly, 1" julidiciousi fhPirs of lin qn'c lritinq Exr .hn ge ,nrdor th NoJntal k E r:ha qe istnit forbe 

appollted to tre fBoar n)i Directors of a lira mCal ii lprrmediaiy low about NIDCownership of tlre Nepal Stock Exclian(e?

a market maker, a fund manaer, 

TIr, NIDC Capital Markets Ltd--what is it:
or a Irading center? Could thpre he conflicts ofinterest in who they might be representing? And, the Company Registrar's Office--isit meant for registration or regulation of businesses? 

Iidustrial Policy 

On the industrial policv front, two issups stand out: facilitatinq policy ittmletllietatio 
n

the face of it, 

and reviewing incentive provisions in the current industrial enterprise legislation.IP ridis trial Ilolicy that Onwas plroin hgattdhisim less. But ask ariV entrepreneur ii 1992 is (generally pro­
.vill he 

ahot tl ease rof stariiclltold a hilaiv ft liirmnlpmm.(one ri .W hi lSirresS, Mi youvinrlIwj, imrlns) Ihit rmalmvI0l. rrr1nel, lrs1994) r.ost to (In throtiifriitihe complairIt,liscre realp !n transt1arm .v illPrr-rduires,in ary miIt iority of officials, and iniconsisten ininterlpretation.to be improved, All thinse haveand S implifyi io th ehelp. induistry registration proceidirn, wo(rid (IreatlyAll effective institiutional mechanism Pee.s to he establislmed wh ere tijsinessescan go for edressal anl solutiois to (lheir probloivs. 
Certain provisions il Ili Indiustrial Acts have to hp reviewerexpressed concerns F1lpiein investots haveabout 

. 
the riiirriiiim Invesrlernt rp.(eIitermelt of Rs. 20 million .
 

This, they argue, stiflp, entry for smaller husine.sses. Pspecially ilSimilarly, the )rocPd.ures for receivinq approval from 
file Services sector. 

h In vesimtit Pronmtionare considered torniriis. Stuqgestirns have been marde that NeIpal 
Roard 

qtalish a systemnlike that in Sri Lan ka wlite lhe enniliasi. isthose trot oil tlip. fin(lative 
on a nPativp list for forem(in irivestlmnnts:iq havef )tohe registpririhilsiiesses bit int ;ml)ipr~nv/re.ilay find Irllnalatalle I'hathlut is all issuP that -ltrnildi centives granted ho 1,'rukprl ilntn are
in thre c:urrent Ihdustrial Entprimse 

tax
 
exemptlons given /A(:t: re wideto new usiress, ;.9s to array ofhe reviewon..mit the world Ernlirrical stirliesindicate that tax lihrrighl hin),l1v'. seldonrm prmrute biisirIre-they are merely a 'ileans of dis tnrti, I 

es!ablislinurit;
::,.'r-ii dtiiStry r esnilircal}so ,u(est alhoc"ition0 .that facilital.jrr inu The fitiffings 

raw lmaterial, .ir (:;mdimlportant il are moorethan tax irreaks. 

LegalAeida 

Tlhe drive to modify and mvoderni7e leqislation that impact econniihas to iercision-nikinqbe pushed harder. The revision to Comnanveliminate contradir,tiolis an(f 
I aw is pserntial nrot only to"ronflicts hetween c,,.)iany allthoriltv anti secondarymarket dealings at tlhe Nepal Stock Exchange, but also to facilitate irternal govirrinacein companies. Similarly, Contract Law has to be amended quickly to promote foreign 

19 



ilivestme Its . Ilvestors may hesitate If) itirer rinlu(jes )rvjvieons I)r breach iarket uriessof S ili Imps lariotr)lIh rS.. ccont rar:tr, :nI)Pr~alion,Inladditinl. thrn arPnanv oth'-r lpcislainrr ti rorlrpssal, amenhiiiriess crnritldrip-: that Iriprd to )0 p)rorlrtPd tn instilJnpali.: pyl p lir'" nq rcofdiiivp rid I;Ihnr I ' nHiiP Pr Oat)lirlipl .irint-r ni nro 
to ImOnitor LInch.cked ann trilst lihli~ri 

f hilsiipns: 
oiliise of mnriol)Oly p)wer; hnb lriantefor:s(irrerto be prom tilga ted r11ro1prto safequard coriisi il iifin lqislainrl needsrs from t rati and decepIt ion;lovern the issuance and operation of debt leqislation toInVestorS; nstritinill-; has IC)he irro(tLlcec

Iras 
a(d, Ilhe Pxisincj Fnrpirn Excharl(p. R (itilatir to protectto he arleriidrd if foreign lOtSlittioil lrlt 

A t ian a11ar:llrnh itrTi that
"1in111excin tire nl.)fi< arn e I.coillsiderp.. to be 

V. Conclusion 

This Paper hal three hasirc t)lectlVps: to review plastthe eonornicn niplicailors of the refnr mii; ar(i 
I0lir:y rrorni rffnrts; to assessto sr(rqcest a flr:iti( cotirse of action.In its review of p,isf rneftro n efforts, Ithliberalization waper il)1i1s ntit that thto Nepal ir ftie past extent of ecor nil cthreirpressivp years hasare the reforms been suibstantial.in Parrictilarly

"x)orts 
the trade arnd external policy area. The expaiision inand thp btir(jr orin(I of inernatiorralIIe SucceSS reserves in recent(f ti reform ptroqranis. voars are lestariielll toDislirti , ll()wev r, are tirtrade balance and rihe absence of a shift il 

(deterioration in lheiniorItmaterials and ructtire r favwcapital goods. of industrial rawdiversification Pnlicv measures
9hntl, be examined; ntherwise, that wold asSIs~ in
it Will he difficulltthe process of import lileralization. for Neial tnS is:oflvertitlitv The cOon try sholdl(j also 
ta 

in fhp capital accoult: it ie iroparmI to adopt flillcannot rerriariliqlniardJedj sldotilni India decideto make the fliove. 
Tax policy reformi in Nepal is replete with cri itradiclions. On the otie handl,efforts have led to massive revenue mobilization: conversely, 

lhe reform
ftinich onief as tax policV. Allegations r) tIe issUe ,Ivnkps asmiflion t y nf administrativeIs fliettirii .F(:v;tudOftn1(1 vnlicod As Srlch, 1 I)uIse ofAmblhictujity thlP er)tire tax sYsPll ha Inin rtrlps airl rp(jillationls shoulld bpin n rnn1eriied.hp nrI'll lZed alld a SV lser r e wards and 
Ptnishinent has to I)p itistitujtedj in tax administration. Ilipt pappr ;ir(lijes that river tie 
long run, if the country is to reduce its reliacl(, or fori(ru assi. t;Ini(e a'Id Pay 
socia! sector programs itself, there is little choice but to move 

for theValue Added Tax (VAT). to the non-distortionaryThe sooner is donethis the better it is for revenuemobilization. 
Considerable pro-inarket changesintroduction have been madeof the Industrial ill industrial policyEnterprise with theActachievements and the one-windoware manifested in the number policy. The
oneration ii cf new industriesthe last three years. that have comeriddled with Despite this, polic(y into

implementationmany little irritants. seemsThe Government should to belook into these irritants,
especially those concerning registration of new businesses. Morer)ver, with two years 
of experience, it is time to review the Iniustriai Enterprise A:t, Rpritici,41 1,x 



concessions (rartpri if'HIe 
AcIsholIrot hP r o1vid ..li rlf 
Cons idrer: tlIPse 1olida vs,r, tjri lii)lp . rr rp fi rsl o at(cluably,flip (:r)Irillrv , .irh r ('c u~ c hr liflirrV'lili atlrijhl(I rp iit1s ,i irllrrrH l P Capital Ir (li rr i rifilo(
licensug procedures ,0rr1allir'r arl rabor all but olisllillq flipa fr.,v selecr nlor;-ilvp li,t ()fIn(lustrins shmr1ild hepurstied. 

Nepal's rivatiratrion procjrarn has r ilsinnoolhly s() lar.firrus are perforrrrmi c'orsic Srtldies indicate that privafizedrably better rlrari w rlirrillthe tili: (loiiairl. Moreover,they also havP hrad iositivp effects onare encouraoinq signs. But. 
emiloyrnpnt and illcole (Jenperation All thesethe scope of flie proclram to-date has been wide hut notdeep. The Gov.rrirerlr now n eds to hiiild onpace of privatization. this Irneitti u and accelerateEmpirical evidence from all over the world suggests that, overthe 

the 
Inog runf, publicl y m anaged en rerprisiunder s are i ererntly lessprivarn mria(ni,inrir olfiient than(Shrarmna, 1995): flP those

lficierirly ill1Ir' Inutlir ,'""tor is 
corncpt tlat PEs (-an operatea iytrl that pinva ls Mrly ailinnrl a select tow.Ihas to be guarded agaillsr. 

This 

The paper also vorie:s corncerns rercardinqilstitutionis the fin ancial niarket.have lfitir(rorne ftanks atid financialin le last three Vearsdposit ins uratir-n Thre irtire, without die considerationlileref oro. to 
rjxrhPquer cirrld he crostly ftor both investors arid thei lnrs flip NIpal Rastra Rank ransupervisioni. tirovid l'rnnr rlnnitoring 
andThis sampr:onr;.rni is aFplicabIlP
bullish spurt 

for thie camiral rarkpt wh ich Irasilltlie last twelve iad ar orths: investorconcern. protec tiotiIlStItLJtIi is an issueand capacity strengthermig of )rime
Securities Exchange should he consideredBoard. Similarly, for the 
effecrively enforce 

the Nepal Stock Exchangjedisclosure has to morerequire ents,activities, and nrrnderniu 
monitor broker arid riarket makerthitradinq system. Tire conit rv isahsolb the colsli reiirces of collapses iltie capital nI arket. 

it isenlly ill-eruipped tocollapse can rie cotis iderably reduced if tlie manilato 
TIi Iikelihood of such a 

and institutions in of tlie vriiis requi atory bodiesthe capital market could be more clearly demarcated. 
A properly functioning leqal system is essetitial for sustainin(I the trocess of econnnmicrofnti. 
 Unforti ilalplv, vprv little has hen achieverd iii
.collottlic legislationr arnt this rogarr,filip iidicial svstem. both informs ofTwo nllq1atinnoil economic (Icisior.uiiaking..Ccrnltlarr fir Iave a larcn ring
 
soon 
 y Law and Contract Law.if the process of li-ive fn hP amendedeconomic liberalizationlegislative reforms, is to be sustain d.such as anti-trust, exit policy, labor laws, 

Similarly, other 
cUsuJrner protection,and the foreign exchange regulation act should also be given due 
consideration.
 

While tire recent reform efforts inNepal have heen iiipressivp, tley were trot devoidrif errors. Transparenc-y has been one ofAmendment the kev slumblinq blocks.to the Income Tax The EiqhthAct representscommunity such examlplle.was never consulted 
one Tile business 

vociferous before promulgatingprotests ensued, the Act. Consequently,and co-operation the businessminimal in its imrplermentatioi. from commnity wasSimilarly, Phase 1 of the privaiiafionr program came under severe criticism for the lack of transparency.process and procedures The public felt tnnnforrmed onuised theto sell assetsFu'tunateIV, giLs was corrected in Phase IL, 
that they consiriered their own.and thp. PrIvatIa irn rrrp. hr,arnlA mopI. 
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tale to Tihe iuPhci:. hat 
acce ni ir:nl l oIlrit a,c Iit)1irlde( Noial economiInitativps is Ihe Ijjm-t)IlIIv o) the rform 

tt to(JveFrlCOhITr)IiiriI-jtpo mperits of rnform.Very little was (Joltp to educate po 
Mrs 

'lc niakrs and Il. pllblic: on tie reasons for andlogic of liberalization. A few techno:rats residiiic II C(Tvriinie.ltdedicated as thoy (,av tIV--cl)t susItaI In it ) 
iliS iltutions.­

reform processreporesent, )li their own. Theywhat would be termeg in mailiriical ecoinmic p)arlanc,not St necessary butfficietit rolntiti)ns lot rimi7atiol. F-nnonii: reform has to he broad based andpublicly 'omimrica:tp(J for it u attain SlIS1,1aIaIlity. 

We now live iII a rapidly liarg(ing ,orld where tie itertiallonalessentially dictates environment
t1hr course of economic policies. Often
references In Nepal we hearto tIhe economic u licirs of a Iar(tCUlar iartVirolicy or a rm(lime. Thinking ofIII this prO Lmprtiv ,s tih inn narron iiiin'recl.talk ahiont soiil iTI 
q.i'n i ila f~iIlnrrq our hnrizon andi; fiuI)J 1r"iris I) ;:hiipvp iiaikf't 'ln\wriilwhOut htvivi l V,'I 

(I'r'%.,lI Pnhliryllrin q is)Mi() d Tla( H ini tIIriII)t T ) carry it throullh rheGovernment has rirespntid otit on 
Ihat vision t)y ! ursuin i 

paper its vision for Nepal. The cliallencje now is to attainconomi. policies that are ftindamentalIv sound. have been(Jevel())ed(l in i transnarent stunner, and are r:onsistent 
' IVI rr ni ll) 1' v h li.e global c(onomic 
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Quarterly Field Report: Central Europe 

1. 	 ADMINISTRATIVE DATA 

Reporting Period: January I. 1995 - \larch 31. 1995 
BOA Number: ANE-OO15-B-1019-00
 
Delivery Order Number: 18
 
AID Project Office: G/EG/EIR (R. Mitchell. 522 SA-2)
 
AID Office funding delivery order: EUR/RME (Susan Gurley 4733 NS) 
AID Office project: Institutional Reform and the Informal Sector (IRIS) Project 

II. 	 PERFORMANCE INFORMATION 

I. 	 Project purpose summary statement: 

A. 	 Project Purpose: The purpose of tile IRIS-Central Europet (Delivery 
Order I1)project is to create a positive commercial law institutional 
framework for the development of the financial sector in Poland and 
three other countries iLithuania. Macedonia and Bulgaria). This 
propose i:s being accomplished by assisting Poland and Lithuania to 
reform their collateral and bankruptcy laws. and by similar assistance to 
begin shortly in Macedonia and Bulgaria. 

B. 	 Relationship to USAID Program Strategy: Poland has been one of the 
most successful of the C&EE countries in the transition to a market 
economy. There continues, however, to be a great need to create 
employment and to expand the private sector, especially the SME sector 
where 	most new job creation occurs. 

An important constraint to job creation and private sector 
expansion is the lack of credit. Numerous USAID financed studies and 
projects, the World Bank and the European Bank for Reconstruction and 
Development have identified the absence of a modern commercial 
banking svstern as one of the principal blocks to further development. 
Without it. private capital cannot flow into the region for lending to 
credit-worthy firms. This has not happened because Poland. and indeed 
each of the countries of C&EE. lacks an effective collateral law which 
would enable banks to do asset-based lending to new and existing firms. 
At present. the only effective collateral is cash on dposit at the lender. 
Banks 	fear to lend, knowing collection is uncertain and difficult. If an 
effective collateral law with a central registry to prevent fraud were 
enacted, commercial lending to the private sector would increase 
dramatically. 

The IRIS-Poland Project III changedI its name to IRIS-Central Europe effective February 1995. il7e new name 
better reflects the new regional scope of the Warsaw office and is deemed less likely to arouse political apprehension in
countries such as Lithuania. where there have been conflicts with Poland in the past. 



The IRIS-Poland II project assisted Poland in drafting a new 
collateral law. and IRIS-Central Europe is assisting Poland to implement 
a collateral law. IRIS has encouraged the participation of local legal 
and banking associations in reforming their societies, leveraged upon 
other assistance and programs of USAID. the World Bank, and EBRD 
to the financial sectors, and will lead to sustainable economic 
development by making bank credit available to new and existing 
businesses starved for credit. IRIS-Central Europe has begun similar 
work in Lithuania. and dilriv.g the quarter made decisions in 
coordination with USAID-Washington and local USAID offices to begin 
work in Bulgaria and Macedonia. 

C. Highlights of program progress during the reporting period: 

1. Bank Collateral Law Reh-n-m. The major focus of IRIS-Central 
Europe continues to be Polish collateral law reform.2 Since its 
inception. IRIS has been working with the top legal experts of Poland 
who form the advisory Commission for Reform of the Civil Code 
[CRCC], the Polish Ministry of Justice [MOJI, the National Bank of 
Poland [NBP] and Polish and foreign legal scholars to draft a collateral 
law which can be presented to the Polish Parliament for enactment. 
The main accomplishment of IRIS-Central Europe has been to create 
and support a local Polish-led coalition of academic, government, and 
business leaders interested in collateral law reform. 

The first quarter of 1995 was marked by major steps forward in 
the effort to reform Poland's collateral law. There was much open 
public discussion of the draft law. the high point of which being the 
international conference held on 27 February. The quarter ended just as 
the draft was submitted to the Economic Committee of the Council of 
Ministers -- the last step before submission to the Polish Parliament. 

The first week of January, Deputy Minister of Justice Adam 
Zielifiski invited IRIS Director Dwight to his office. In order to force 
the Ministry of Finance to face public international scrutiny of its 
refusal to agree to the elimination of 'ie "secret tax lien,"' Deputy 

" Collateral law (sometimes called "secured transactions" or the creation of"charges" or "liens") is the legal institution 
whereby a creditor can take a "collateral interest" in certain goods (often those purchased by means of the loan) of the
debtor. In case of default, the creditor is allowed to repossess and sell those goods ahead of other creditors to satisfy the 
loan. 

Under Articles 23. 24. and 49 of the Law on Tax Obligations of 1980. the Polish Ministry of Finance can jump
in front of previously registered mortgages and pledges if the debtor has any unpaid tax obligations. This means that, in
effect. no collateral given in asset-based lending in Poland is truly secure. In contrast, in the US, the Internal Revenue 
Service cannot jump in front of a previously registered mortgage. This in part explains the small level of asset-based 
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Prime Minister Zieliriski asked IRIS to organize a major conference at 
the end of February for open discussion by all sectors of Polish society 
interested in the proposed collateral law. His opinion was that the 
Ministry of Finance would be unable to maintain its rigid position 
against reform in open national and international discussion of this 
issue. He also asked for assistance in bankruptcy law reform. 

On January 4. January 18. and February 15, inter-ministerial 
meetings were held to discuss the collateral law draft. IRIS collateral 
law coordinator Dr. Tomas Stawecki represented the Polish MOJ at that 
ministry's request. There was general support for the reform, although 
at the first two meetings, rnid-level representatives of the Ministry of 
Finance adamantly refused to consider giving up automatic priority of 
the tax lien. The draft proposes that the tax liens be registered in the 
central pledge registry and have priority only if registered before other 
creditors. Finally, in response to numerous letters sent by IRIS, the 
World Bank. IMF. and the Poland-US-Europe Joint Action Committee 
(George Pepper - CEO of Proctor and Gamble - chairman)4, at the third 
international meeting, Vice Minister Modzelewski of the MOF appeared 
and agreed that the automatic priority of the secret tax lien must be 
eliminated. He added, however, that the MOF wanted to have its own 
separate registry to record publicly these liens. 

IRIS spent the next seven weeks organizing a large conference 
for the MOJ, held on 27 February 1995 at the small palace adjacent to 
IRIS's Warsaw headquarters. Two hundred fifty people attended the 
conference, which was opened by Deputy Prime Minister and Minister 
of Justice Cimoszewicz. The conference received prime time evening 
news coverage, radio coverage and was widely discussed in the print 
media.: The film How to Make Money on Bankr.-ptcy, co-produced 
with Polish television, was premiered at the conference and warmly 
received. It is not an exaggeration to say that collateral law reform is 
now a subject of popular discussion in Poland. There is widespread 
public consensus on the desirability of reforming the Polish pledge law 
to meet the requirements of modem business. Following the 
conference, technical changes were made in the draft and on 28 March 
1995 it was submitted to the Economic and Social Committee of the 
Council of Ministers by the MOJ. 

It should be noted that immediately after the collateral law 

lending in Poland except when the collateral is foreign currency cash in the lending bank. 

IRIS drafted all these letters for these institutions. See Attachment IV. 

See Attachment X. 
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conference, there was a major change in the coalition government. 
There is a new Minister of Justice. Jerzy Jaskernia. former chief of the 
Economic Committee of the Sejm. IRIS has been working closely with 
him for two years. The former minister. Cimoszewicz. is now Vice-
Marshall of the Sejm. and ready to ensure sympathetic consideration of 
the collateral law draft when it is submitted there. 

Central Registry. The organization of a central pledge registry is 
a key portion of collateral law reform. During tl-v quarter. this aspect 
of the r-form stalled owing to the desire of the World Bank to take over 
complete control of the organization of the Central Registries Project
(CORS) from the Norway Group S.A. Serious proLlems of coordination 
of World Bank conditionality directives with USAID programs 
occurred. The situation was resolved on 3 April 1995 when the Poles 
signed an agreement with the Norwegians to proceed as they had 
originally planned with a pre-study. The World bank is doing a study 
to reconfirm the conclusion of IRIS and the Polish MOJ that Norway 
has the best integrated system of ccntral registries in the world and 
recently appointed Peter Kyle. Esq.. of the General Counsel's Office to 
work with IRIS and USAID in coordinating the Central Registry loan. 

Lithuania. After receiving an invitation from the Lithuanian 
Minister of Justice, the IRIS Lithuania Collateral Law Project 
commenced in January 1995. John Corrigan. who had served as CEELI 
Commercial Law Liaison in Vilnius from August 1993 to January 1995, 
assumed the role of Director of the Project. During the subsequent 
several weeks, Mr. Corrigan organized a small office, retained a 
translator/facilitator well versed in debtor-creditor law terminology, and 
generally started up operations. He met several times with Stasys
Velyvis. local expert retained by IRIS to work on the project and 
Jadvyga Aleksaite. Chief of the Private Law Department at the Ministry 
of Justice, who is responsible for developing a mortgage registr , !!w 
and a secured transactions system. Corrigan, Velyvis and Aleksaite have 
identified potential "Working Committee" members as well as 
impediments to the passage of the law covering transactions secured by 
movable property. 

By early March, the Working Committee had been established and had 
begun work. IRIS-Lithuania provided committee members with fully 
translated materials as well as a general work plan that members can 
use as a guide. At least as importantly, IRIS-Lithuania conducted 
periodic "primer" sessions designed to familiarize the members with 
important concepts and to forewarn them of problems they might 
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encounter. Corrigan. Velyvis and Aleksaite also attended the IRIS 
sponsored Conference on the Polish Draft Collateral Law in Warsaw (27
February). At this time Director Corrigan took the opportunity to meet 
with Mancur Olson and Dennis Wood of the IRIS Center and Ronald 
Dwight. IRIS-Central Europe Director. By late March. after the 
Committee had identified several impediments to the passage of a 
workable secured transaction statute. IRIS-Lithuania researched and 
drafted an opinion letter to the Minister of Justice regarding the 
propriety of maintaining separate laws governing movable and 
immovable collateral, and also provided informal. "off the record" 
commentary regarding a draft "Law on Mortgage Offices" and its 
impact upon the secured transaction system contemplated by the Work 
Committee. 

Starting in March. IRIS-Lithuania began to play a catalyzing role 
,vith regard to inter-donor and inter-governmental coordination of 
acivities in the area of secured transaction law development. 

Bulgiaria. Director Dwight made a trip to Bulgaria from 30 
January to 2 February and made a decision in consultation with USAID-
Sofia and USAID-Washington to begin a collateral law project there, 
owing to the new political situation. The socialist party (former 
communists) now hae a majority in Parliament and wish to reform 
their pledge law. Five persons, who will form the nucleus of collateral 
law reform in Bulgaria. attended the 27 February conference. IRIS is 
reviewing candidates for the LTA advisor position in Sofia. Mark 
Bees!ey, ferner CEELI representative in Sofia, has been hired by IRIS-
Central Europe and will spend a substantial portion of his time helping 
to set up the program in Bulgaria. 

.Vacedo;ia., After the collateral law conference, a joint decision 
was made to go ahead with collateral law reform in Macedonia. 
Candidates for the LTA position in Skopje were being interviewed at 
the end of the quarter. A letter to the Macedonian Minister of Justice 
has been drafted. 

2. Bankruptcy Refonn. IRIS has been working with Deloitte and 
Touche's Warsaw office in planning a bankruptcy conference in 
conjunction with the Ministry of Justice on 26 April 1995. IRIS is 
supporting the work of IRIS consultant Prof. Feliks Zedler, chosen by
the Polish MOJ as principal draftsman of the new proposed bankruptc, 
code. 

3. Intellectual PropertyReform. 

Internet. IRIS has been urging NASK, the Polish Internet 
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system. to provide more service to commercial users in order to reduce 
the cost of Polish government subsidies of the system. In April, NASK 
formally announced this as a formal policy initiative. Former Minister 
of Science. Dr. Witold Karczewski. has agreed to become an IRIS 
consultant and work on these issues. IRIS consultant Adam Wasilewski 
was hired as a consultant by USAID-Warsaw to do a study on how to 
connect all USAID contractors in Poland to the Internet. 

Model Contract Project. IRIS-Central Europe signed a contract 
with the Institute for the Protection of Intellectual Property at the 
Jagiellonian University to complete the Polish half of the Model 
Contracts book. The English half was republished by the Polish State 
Committee for Scientific Research (equivalent of the Polish Ministry of 
Science) on March 15. 

Television Proraints. Both films, co-produced with Polish 
Television, one on collateral law reform and the second on intellectual 
property issues, were completed. edited and approved during the quarter. 
The intellectual property film. SUPEZ was shown at a premiere to 
seventy-five persons from USAID and the scientific community on 
March 17, 1995. Nationwide emission, with an expected audience of 
four million, is scheduled for 10:10 pm on April 25. The collateral law 
film How to Make Money on Bankruptcy was premiered at the collateral 
law conference on February 27 and is expected to be shown in May. 
Both films are having English subtitles added so that they can be shown 
in other countries. 

2. Progress report 

A. Technical Implementation 

Activities Planned for Current Explanations 
Reporting Quarter Status 

Cooperation with PADCO 2 Ronald Dwight met with Ronald 
(Planning and Development Campbell (January 4), S. Rogers
Collaborative. International), a and M. Heckart (January 10),
USAID-funded housing finance with Ronald Campbell and Peter 
program. Rabley (March 23). 
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Activities Planned for Current 
Reporting Quarter Status 

Collateral Law project. 2 

Cooperation with Minisatry of 2 
Finance. 

Central Registry Project. 2 

Explanations 

Ronald Dwight met with Deputy 
Ministry of Justice Adam 
Zielifiski (January 5, Feb 23) 
IRIS consultant Tomasz Stawecki 
took part in inter-ministerial 
meetings to discuss collateral law 
project. The draft was corrected 
and sent to the Council of 
Ministers (March 28). 
Ronald Dwight met with Elzbieta 
Piechocka, advisor at the 
Political Division of the Ministry 
of Finance (January 6 & 12); 
Ronald Dwight and Mancur 
Olson met with Deputy Minister 
of Finance Ryszard Michalski
(March I). 
Ronald Dwight and John Olaisen 
from The Norway Group held a 
series of meetings with George 
Dembiriski. the IRIS consultant 
for the Central Registry Project 
(January 10), Tomasz Stawecki 
and Judge Henryk Walczewski 
(January II), Paul Knotter of the 
World Bank (January I1), 
Deputy Minister of Justice Adam 
Zieliriski (January 12), experts 
from the World Bank (January 
18), Minister Zdziennicki and Dr. 
Kielbowicz, advisor at the 
Ministry of Finance (March 30). 
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Activities Planned for Current Explanations 
Reporting Quarter Status 

Briefing and liaison with 
USAID/Poland. 

2 Conference on collateral law at 
USAID (January 13).6 Meeting 
with Small Business Advisor 
Laura Lindskog (January 20) and 
with Alexandra Braginski and 
Laura Lindskog (February 8), 
Private Sector Networking 
Meeting (February 23. March 
30); meetings with Peter Amato, 
Pat Shapiro. and Susan Gurley 
(February 28); and Artur 
Wielkoszewski (March 10). 
Ongoing participation with Laura 
Lindskog and Don Pressley on 
USAID Legal Matrix.' 

Coordination with the World Bank. 2 Ronald Dwight met World Bank 
Mission (January 16) and Peter 
Kyle (March 6), Margaret 
Phalwitz (March 10), and Jaime 
Vasquez (March 16). 

Bankruptcy Project. 2 Ronald Dwight met with Richard 
Coates from Hungary at Deloitte 
and Touche (January 18). 
Ronald Dwight organized the 
meeting of Richard Coates and 
Mr. Paga (managing parter of 
Deloitte and Touche, Poland) 
with Deputy Minter of Justice 
Adam Zieliriski. 

Cooperation with Ministry of 
Justice. 

2 Ronald Dwight met with 
Wlodzimierz Ryms, Director of 
the Legal Department at the 
Ministry of Justice. (January 19
& 23) 

See Attachment I. 

See Attachment I. 
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Activities Planned for 
Reporting Quarter 

Current 
Status 

Explanations 

Publishing of the American Model 
Contracts for Technology 
Commercialization Projects (book 
version). 

The second step of CETE, IRIS 
and KBN joint project was 
completed in February. 

Collateral Law Survey. 2 William Rich (IRIS project 
coordiniator) traveled to Romania 
(February 15-19) to meet local 
experts in Bucharest and Cluj-
Napoca: to Slovenia (February 
22-26) to meet experts in 
Ljubljana: to Croatia (March 30 -
April 2 ) to meet local and 
international experts in Zagreb. 
Draft collateral law survey
waspresented to Jan Henryk 
Rover (EBRD). Ronald Dwight 
discussed follow-up 
questionnaires with experts in 
Sofia and Zagreb (January 30 -
February 2). William Rich 
presented draft to Pat Shapiro,
Susan Gurley, and Clara Lipson 
(USAID) in Warsaw (February 
28). William Rich met with 
Georgetown Lae professor John 
Spanogle in Warsaw (March I). 
Draft report completely revised 
before Zagreb conference. 

Expansion of Program to Bulgaria. 2 Ronald Dwight met with Mark 
Beesley in Bulgaria (January 30 -
February i) and in Warsaw(February 28) 
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Activities Planned for 
Reporting Quarter 

Collateral Law - Public Relations. 

Cooperation with Adam Smith 
Center. 

Cooperation with the British 

Chamber of Commerce.
 
Cooperation with Center for 

Strategic & International Studies 

(CSIS). 


Roundtable on Commodity 

Exchange.
 
Collateral Law Conference. 


See Attachment III. 

" See Attachment IV. 

See Attachment V. 

Current 

Status
 

I 


I 

2 

2 

I 


I 


Explanations 

Ronald Dwight was interviewed 
by David Osterhout from the 
Central European Business 
Weekly (February 6)8. Ronald 
Dwight met with Mr. Kirkland 
from Warsaw Business Journal 
(March 1). William Rich was 
interviewed by John Guzowski of 
CapitalBusiness Weekly (March 
28). 

Ronald Dwight met with A. 
Sadowski from Adam Smith 
Center (February 14). 

Breakfast meetings (February 23) 

Pursuant to activities of CSIS 
Business Action Group meeting 
in Krak6w (December 1994), 
William Rich maintained steady 
contact with the group and 
drafted letters to Minister of 
Justice Cimoszewicz and 
Minister of Finance Kolodko, 
which were signed by group co­
chairmen (January 26).' 

USAID (Februay 23). 

The Ministry of Justice and IRIS 
organized a one-day international 
conference to discuss the Polish 
Draft Collateral Law, attended by 
250 people (February 27).10 
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Activities Planned for 
Reporting Quarter 

Current 
Status 

Explanations 

Mancur's Olson lecture. The Adam Smith Center and 
IRIS organized a book party to 
promote the Polish edition of 
IRIS Chair Mancur Olson's book 
The Rise and Decline of Nations. 
Olson gave a lecture "Contract 
Law, Capital Accumulation, and 
Economic Development"(February 28). 

Expansion of Program to Lithuania 2 New IRIS long-term advisor 
John Corrigan arrived in Vilnius. 
Meeting with John Corrigan in 
Warsaw (February 28) 

Expansion of Program 2 IRIS Staff met with Olson and 
IRIS Director of Field Programs 
Dennis Wood to discuss the 
future of the program. renamed 
IRIS Central Europe (March 1). 

Public Relations activities 2 Ronald Dwight and Justyna 
Misiurewicz (IRIS project 
coordinator) were the guests of 
journalist Elibieta Uzdafiska at 
Radio dli Ciebie to talk about 
TV programs cosponsored by 
IRIS and about doing business in
Poland (March 10 & 29). 

Educational films about collateral 
law and intellectual property 
(technology commercialization), 

I The collateral law film (How to 
Earn Money on Bankruptcy) 
premiered during the Collateral 
Law conference (February 27). 
The film on intellectual property 
(Supez) was presented to eighty 
guests at the cinema "Rejs" 
(March 17).) 

See Attachments VII and VIII. 
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Activities Planned for 
Reporting Quarter 

Current 
Status 

Explanations 

Press conference at Business 
Center Club. 

I Artur Nowicki, IRIS legal 
consultant, made a presentation 
on secret tax liens and the 
current status of collateral law 
(March 20). (Reported in 
Rzeczpospolita. March 21 .)12 

Preparation of the Polish model 
contracts for technology 
commercialization Projects. 

2 Prof. Michal du Val and Dr. 
Wojciech Tabor. Intellectual 
property experts at Jagiellonian 
University) proposed an 
agreement at the meeting with 
Ronald Dwight and Justyna 
Misiurewicz (March 27). This 
agreement was signed in Krak6w 
on March 31.13 

Conference in Zagreb. Croatia 
(March 30-31). 

William Rich. IRIS specialist, 
participated in the W",rkshop on 
Secured Transactions. 

(i) Action completed 
(2) Action in process 
(3) Action delayed 
(4) Action canceled 

Major Activities Planned for 
Next Quarter 

Estimated 
Compleiontion 

Enti Responsible forActon 

Date 
Ronald Dwight will present 4/16 IRIS/Central Europe director. 

views on legal reform during a 
visit to Moscow. 
Ron Dwight will attend the 
EBRD Annual Meeting in 

4/11 IRIS/Central Europe director. 

London. 

12 See Attachment Vl.
 

'3 See The IRIS.Poland Project Quarterly Report 13 (Attachment I).
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An educational film about 4/25 IRIS/Poland 
copyright law (Supez) will be 
broadcast on Channel I at 10:15 
p.m. as a part of the series 
People, Power and Money." A 
promotion at Radio dia Ciebie 
will precede. 
The date of transmission of a 
second film. on collateral law, 
is to be determined. 

IRIS will assist Deloitte and 4/26 IRIS/Central Europe 
Touche in organization of an 
insolvency conference. 

A manual of model contracts 5/05 IRIS/Poland 
for technology 
commercialization will be 
completed in the beginning of 
May. A preprint version will be 
available immediately. Efforts 
will be made to have it printed 
by KBN during this quarter. 
William Rich will provide CSIS 5/20 IRIS/Central Europe 
with collateral law information 
for Action Commission's 
Plenary Session in Berlin (May 
19-20). 

A long-term advisor for the 6/30 IRIS/UC 
Collateral Law project in 
Macedonia will be hired. 

A long-term advisor for the 6/30 IRIS/UMCP 
Collateral I.:w project in 
Bulgaria "-ill be hired. 
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IRIS will continue to assist John IRIS/Poland 
Olaisen of the Norway Group in 
realization of the central registry 
project. IRIS will work on 
engaging the Council of 
Ministries as a head of the 
project and will possibly 
organize inter-ministerial 
workshop under auspices of the 
Council of Ministries and the 
World Bank to discuss various 
aspects of the Central Registry 
project. 

B. Project Administration 

Planned Activities for 
Reporting Quarter 

Current 
Status 

Explanations 

Renewing salary structure 
inflation and Polish legal 
requirements. 

for 

Call back service to cut long 
distance phone bills. 
LAN training for staff. 2 
Hiring Dennis Zotov as computer 
consultant. 

2 

Hiring Urszula Wi~niewska and 
Robert Byers as office assistants. 

Current Status Key: 

(I) Action completed 
(2) Action in process 
(3) Action delayed 
(4) Action canceled 
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Activities Planned for 

Next Quarter 


Hiring of receptionist Agnieszka 

Woniakowska.
 
Hiring of regional coordinator 

Grzegorz Galusek.
 
Hiring of the financial manager 

to replace Helena Sinoracka.
 
Set up office in Bulgaria. 


Set up office in Macedonia. 

Set up financial system for 

expanded project.
 
Hiring IRIS-Central Europe vice 

director.
 

Estimated Entity Responsible for Action 
Completion

Date 

5/I IRIS Warsaw office 

4/15 IRIS Warsaw office 

5/30 IRIS Warsaw office 

6/i Mark Beeslcy, IRIS 
representative 

6/i IRIS Central Europe 
6/30 IRIS Central Europe/IRIS UMCP 

5/30 IRIS Central Europe 

III. FINANCIAL DATA To be supplied. 

IV. ATTACHMENTS 

Attachment I .... Agenda for IRIS Conference on Polish Collateral Law at USAID, Warsaw 
Attachment 1I ... Letter from Don Pressley, USAID Representative. re USAID Legal Matrix 
Attachment III ............ Article in Central European Business Review, February 1995 
Attachment IV ... Letter to Kolodko signed by co-chairmen of CSIS Business Action Group 
Attachment V ............................. Agenda for International Conference 

on Polish Collateral Law, 27 February 1995 

Attachment VI .......................... Artcle in Rzeczpospolita, 21 March 1995, 
about press conference at Business Center Club 

Attachment VII . . Invitation to premier of IRIS coproduction Supez, starring Ronald Dwight 

Attachment VIII ............................. Letter from Apple Film Production 

Attachment IX ........................... Letter from Ambassador Rey, re NASK. 

,,ttchment X Articles about the 27 February Collateral Law Conference in the Polish Press. 

Attachment XI ...... "Prawo Na Zamwienie," special supplement to Gazeta Prawna NR 11,
with complete text of the Draft Law on Registered pledges and the Pledge Registry 
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ATTACHMENT I 

United States Agency for International Development 

Warsaw, Poland 

Meetingon the PolishMinistry ofJusticeDraft
 
ofthe ProposedLa.rv on RegisteredBank Pledges(CollateralLaw)
 

January 13, 1995 

Agenda 

Welcome, by USAID Five Minutes 
Mark Kraczkiewicz, Deputy Director USAID Warsaw 

Introductionby PeterAmato Five Minutes 
Economic Restructuring Chief 

Short Summary of CollateralLaw Problems Five Minutes 
Ronald Dwight, Director - The IRIS-Poland Project 

Presentationofthe PolishDraftLaw Thirty Minutes
Dr. Tomasz Stawecki, Lecturer in Law, University of Warsaw School of
Law; member collateral law drafting team, Commission for the Reform 
of the Civil Code 

Questions andAnswers One HourFifteen Minutes 

The meeting will adjourn at 12:00 

#6 c:\winwordlwr95. Iamdoc 



ATTACHMENT II
 
/ UNITED STATES AGENCY FOR INTERNATIONAL DEVELOPMENT 

ALEJE JEROZOUMSKIE 56C00803 WARSAW, POLAND 

January 25, 1995
 

Mr. Ronald Dwight
 
IRIS
 
Ksawerow 13
 
02-656 Warsaw
 

-Dear Mr. D 'ht / 

Over the past several months I have been reviewing the
progress toward development of the legal matrix document. 
This
effort, in which you took an active part, has resulted in our now
having an invaluable reference tool to 
focus on salient legal
reform issues related to enhancing private sector growth in
Poland.
 

It is tremendously rewarding for me to see the personal
commitment and teamwork that has resulted from the August
implementors' workshop. 
Your participation confirms my belief
that synergy is not only possible but a means to improving the
quality and impact of our programs.
 

I want to take this opportunity to thank you for dedicating
so much time apart from your busy schedule to collaborate in this
worthwhile effort. 
Thank you for your contribution and above
all, professionalism.
 

With warmest appreciation and best wishes for 1995,
 

Sincerely,
 

Donald L. Pressley

USAID/Warsaw Representative
 

PHONE: (482) 630480 
FAX: (48-2) 628-74-6 
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mation• Since Po-

Land has received about $4 billion inforeign investmeri, he uo.ed-
tholandwoaldneed$'bilkinby 

the year 2000 to re its ling stan-drds to only half tha of the poorestdardoo ly alf taoepoe st
cotmyinWMIeEu MrDwi 
pointed out.Capital commitment of
that magnitude won'tbepn lewith-

thiil| u/It/l hiISI. lit,siIS. 1 lucc " Mi Dwight sald 'withIgake e,-6 yCt CL th e p u IX legal c I ,Jitfio nS. iII
l oil) ILt St zall.h9Vas IR IS I lalk vest n 'iMCItsuIlhl have bee l in 

- - _ _xulhol 
h ',ed its eflorts on theOf olOhitaling finanmIng the $It)Wbillion rangeIRIS-'oland has lIeenl-aslein Europe Number 21 (tfecOOIXuIuicgUowthL woiking on le cullaLtal law"'Banks are dlsrnclj to Issue with Poland's Commis.leaf. evc to d-serving enter- sion for Reform of the Civil 

1,8 Col. 1-3 s because of the near in- C e the National Bank ofpossibility of -- llscuring dPoandadsthelistryofjus.Mr Dwight said.LThere are several problemso i h d a swith 
tic 

'Ihe effort received a tre­the present Law. me-douzs boost when Justice 
A chief impediment is the Minister Wlodzimerz 

Wah onotenitrisa imsle 
out collateral law reform. 

to reform near the top of hisPartof the problem is the govem-mert itsel While the Justice Ministry Witou oeer the colto f orm sar Dhtwhether the colateral of-supports a draft reform law that has 
a stla Mwh 

committed to anotherli-er.bee issued forpublic. CRCC met near Warsaw tormd. Frtl a banker has no view several dramileve lb~antte~AagecngfsalhapperaPPI~ ructantucam tetoFiegive ppanance:theirii- 2- that th-ebon-wcr--.Bfnot sell the collateral. And the Among the change:; establish­ability to file "secmer' tax liess a pro- crent 
merit of a central lien registryPolish Code of Civilvision that exists in the present CoILt- and the abolition of tbxPohoc a l g ivetat law. ia nd hebreu rin tan actully egiv a re-Mr Dwight hopes the differecesity liens by requiring tre clean elio hwillbeworkedoutaaJustice i 1clyr t ristr l ­istryconference called to discuss the draft 

por te cot tbicnlyi - the reiry.Underreform law on Fe.bru ry 27th in U,ar. t he banks The draft lawrtefosaw. lall on February7t was chcu­ae Gfit orsixth in line when the lated fofrevicw by governmentime comes to collect in abank- ministries and theruptEcy proceeding. anking and
Funded by the US Agency for In-

financial communites.Someof
tematimal DevelopmentL iS (In-

Near the front the front of the banks have raised objec­the Line is the Ministry of F-titutional Reform and the Infomal nance, which has the power to 
ions to a provision that would 

limit their ability to claim Col-Sector') has been active in Poland'shnfort:lanitiprocesssnce 1991.The|I~S- =fore taxtax lienslieSs thatthat are not Wmal wibout court action. MrL_ae ncMpublicly recorded. BecausePoland Project was created aftk Dwight is optimistic that thosea creditors can't always find outUSAIDdelegationvisitedthecoutry complaints will be dealt with.wbeteraborower'staxeshave
pleasesee LIENS, pa&,e 8 Heismomconrnedabout

been paid infull they can never objections raised within the Fi. 
be certain that the tax collector nance Kmistry over the provi­won't arrive at the Last moment sion for listing tax claims.of abankruptcy p dingad 'Ihe Tax Departmert ofseize everything, the ministy is opposed to con-As a result. banks are reluc- ceding its long-held privilege,"tant to provide mortgages n- he said. 'in the short term., theyless they are backed by a huge might be able to collect morecash deposit As Mr Dwight taxes. Inthe long term. they arepointed out if someone has prohibiting the growth of both 

enough cash lo a big deposit domestic and foreign invest­he nerally do 'tnecd aloan. menL
The investment that hasoccurix in Poland. he said, is 

"*Altl:eb27conference
they'll have to make their argu.from large corporations that ments in public' 

have the ca.Jid m'can afnrtl tie 
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ATTACHMENT IV
 

Center for Strategic &International Studies 
Washington, DC 

January 26, 1995 

The Honorable Grzegorz Kolodko 
Deputy Prime Minister and Minister of Finance 
Ministerstwo Finansow 
ul. Swietokrzyska 12 
00-916 Warsaw 

Dear Minister Kolodko: 

We understand that the final draft collateral law prepared by the Commission for:he Reform of the Civil Code has been officially delivered to your ministry for iater­milisterial review. The members of the Business Working Group of the CSIS U.S.-Europe-Poland Action Commission, an international commission of business leaders,scholars, and government offciaLs which we co-chair under the leadership of ZbigniewBrzezinski, have reviewed this draft law and endorsed it during the December 16meetng of the worting group in Krakow. 

Of particular significance in the new law is the abolishment of secret tax liens.This prerogative of the tax department, allowing them to place a lien on a piece ofproperty without publicly recording it isvery destabilizing to the business environment.Creditors cannot reliably secure loans because there is the fear that the tax departmentwill arrive near the close of a bankruptcy proceeding and seize the collateral. Nor caninvestors buy property with any certainty that the transaction will not later be invalidated or complicated because of unpaid taxes. 

Implementation of the new collateral law would be a decisive step intransforming Poland's economy. Allowing both foreign and domestic creditors toreliably secure loans by the establishment of liens will permit capital to enter thecountry in much larger quantities. Also, investors and creditors alike will be able toincrease their activity with confidence knowing that they are operating on a more levelplaying field. This can only encourage the development of the private sector and makePoland a much more attractive place for investment-

The secret tax liens and other shortcomings of the present body of law in thisarea are major impediments to investment. Whatever short term revenue gains arerealized through the current provisions, they could not begin to compensate for thelosses in investment revenues. We urge you to give the new collateral law your careful
consideration. 

Sincerely, 

17 ulkowid 
Progd ad C2O 

1800 KSbeet~ord •ABB Ici Ba eon 2 
1800 K$a"[e Northwst * Washington DC 20006 * Telephone 202i87.'0200 



ATTACHMENT V 

PROGRAM KONFERENCJI NA TEMAT USTAWY 0 ZASTAWIE
 
REJESTROWYM I REJESTRZE ZASTAWOW
 

Warszawa, 27 lutego 1995
 
9:30-10:00 Rejestracjauczestniktw. 

10:00-10:30 Uroczyste otwarcte konferencji. 

Wiceprezes Rady Ministr6w, Minister Sprawiedliwo.ci Wlodzimierz Cimoszewicz
 
Ambasador USA w RP Nicholas Rey
 

10:30-10:45 Przerwana kawq.
 

10:45-13:00 Sesjaprzedpoludniowa- Prowadzqcv.: Prof.Tomasz Dybowski (dopotwierdzenia).
 

Czlonkowie Komisji Reformy Pravwa Cywilnego przy Ministrze Sprawiedliwo~ci:
Prof. Feliks Zedler, dr MaciejTomaszewski, dr Tomasz Stawecki. 
Prezentacjaprojektu ustawy. 

Podsekretarz Stanu w Ministerstwie Sprawiedliwo~ci, dr Bohdan Zdziennicki
Prezentacjazaloteikomputerowego systemu unifikujqcego rejestr sqdowe. 

13:00-14:00 Lunch. 

Pokaz filmu pt. "Jak zarobi6 na bankructwie" (rez. Jerzy Krysiak) wyprodukowanego przezApple Film Production, wsp6ifinansowany przez TVP Pr. I oraz IRIS, opisujqacego sposobynieuczciwego korzystania z istniejacego systemu zabezpieczania wierzyteino~ci pieniqtnych. 

14:00-15:15 Sesjapopoludniowacz.I - Prowadzqcy: drRonaldA. Dwight 

Mancur Olson, Distinguished Professor of Economics, University of Maryland. Prawozobowiqzai, akumulacjakapitalu,rozwt6j gospodarczy; nieuczciwidlu±nicy,a rozwtj 
gospodarczy. 

John A. Spanogle, Distinguished University Professor, George Washington University,
National Law Center. Jakiewarunki musi spetnia6system zastaw6w abv by u~ytecznv
gospodarczo. 

dr Patricia Shapiro, U.S. AID Washington. Wspieranieprzez Amervkahlb! Agencjqd/s Rozwoju Midzynarodowegoreformprawnychw procesietransformacjiekonomicznej 
w krajachEuropySrodkowej. 

dr Paul F. Knotter, Przedstawiciel Banku Swiatowego w Warszawie
Znaczeniejasnegoi przejrzystegoprawazastawtw diatworzeniasilnegosektorabankowoici 
w Poisce. 

Poczqtek og6lnej dyskubji. 

15:15-15:30 Przerwanakawq.
 

15:30-16:30 Sesjapopoludniowacz.2: Ciag dalszy dyskusji.
 

16:30-17:00 Uwagikoficowe, o.wiadczenia,podziqkowania- uroczyste zakohiczenie konferencji. 

18:00-20:00 Przyqcie w Palacuw Kr61ikarni,ul. Pulawska113A. 

http:Sprawiedliwo.ci


ATTACHMENT VI
 

ZECZP POLITANr 68 (40211 Wydanie 3 Warszawa, wtorek, 21 marca 1995 r. Nakfad 277 497 ez. Cena 70 gr (7000 z1) 

K10 
'A Business Centre Club o gospodarce 

Podatki i prawo zastawu 
Przedsigbiorcy skupienl w 8CC rozu. sce do wymagan nowoczesnel gospo.mie@ rozterki premlera w zwl4zku darki. - Nie istniele centralny relestrz decyzj, Trybunalu Konsrtyucyjnego - zastaw~w, aurz4d skarbowy ma prawow sprawie nieuznania wytszych sta- stwierdzt powstanie zastawu ustawo.wek podatkowych na br. ProponuJ4 wego lub hipoteki ustawowel, zwanychzawarcie umowy spolecznej, na pod. popularnie tajnyml hipotekami. Molestawie ktbrel placillbylmy podatkd we- to spowodowaC sytuaclc, w ktOrej za.diug zwitkizonych stawek. Rzqd jed. bezpIeczenie kredytu stanle sit bezwar.nak powinien opracowa4 system po. tolclowe I bezskuteczne - mowli nadatkowy, w kt6rym przyszfe stawkl konferencjli Artur Nowicki. Do dal.btdit nuisze oa obecnych. szych pozostaloici poprzedniego sys.Marek Goliszewskl stwierdzll, le blz. temu zAlczyI to, le naletnosci Skarbunesmeni z 5CC i Srodowisk rzemielInl- Paftstwa z tyrulu podatkow mali, obokczvch obawa 4 sic o losy ,Strategll dila wspomnianych zobowlzan podatko.Poiski". Podkreslii, ze jefll nie zostanle wych, pierwszensnwo przed wszystklmlzrealzowana reforna sektora ubezple. naletnoiciami z tytulu kredytw ban.czen spolecznycn, to w przysztym roku kowych (art. 1025 k.p.c.). - To powo.aa ZUS trzeba bicdze placli 56. anie po. dule, le pozycLki pod zastaw s4 instv.nad 4 proc.. ak obecrie. Dodal, le nie tucj4 bardzo ryzykown4 dia kredyto.sprawiza, sit zapowiedzj politk~w. bo dawc6w, niezalelnie od tego, czy s4 totest w%'zsza inflacia, wicksze podatki, banki czy Inne Instytucje finansowe.i szvbka prywaryzacla zostala zast4plona Nie dziwmy sic wic, le oboe firmy niepowszechni konierciahizac:4. Dlatego te± chca inwestowac wnaszym kralu ­propmile wprowadzenie takich rozwia, 

at. 
,an. kfore pozwolilyby ministrowl flnan. 

gumentowal przedstawiciel IRIS. Poin.formowal, le projekt nowego prawawow n, realzowanie zapowiedzianych zastawu, sklerowany do konsultacl iainerezen. Uzasadnil to nasttpujaco: miedzyresortowych, nie do konlca lest- Ne inoza podnielt plzc gomikom satysfakcJonuj4cy. Kwestlami sporny.tvlko diaego, ze wvszIi na ulicl I pod Ichzadanmam ml, oprocz wyelimlnowania wspo.ugi4l sit rz~d i parlament. To mnlanych wczetniej przywilejow Skar.koling przyklad negatywnego wplywu bu Paristwa, lest brak zgody bank~w napolfyki na gospodark Islabel pozycjl zdjecle tytulu wykonawczego, dzIcki%vicepreinera. ktdremu mogl dochodzid swoich rosz.Insiviut Interwencil Gospodarczych czehl zpominlclem drogl s4dowej. Na.HCC i Artur Nowicki, doradca prawny wet wsytuacil, gdy dlulnik zgodzi[ sleIRIS Centrp' Europe Project, zwtaca,4 na podporzldkowanieuwagt na iiedostosowanie obecnego okreslonej w umowle. 
pfocedurze 

wtv-nm Y';hPnip'Irh krpdvrtw WPhi. ISWAOKTAAA 



I ATTACHMENT VII
 

IRIS Poland-Project 

uprzejmie zaprasza na premierd filmu "Supez" 
oraz na okolicznoceciowy poczestunek 

17 marca 1995, o godzinie 19:00 w kinie Rejs 
przy ul. Krakowskie Przedmiececie 21/23 

(wejmcie przez Kino Kultura). 

Film "Supez" porusza waj~ny dla inwestor6w zagranicznych problem ochrony

w~asnoceci intelektualnej w Polsce.
 
Produkcja: Apple Film Production
 
Reyseria: Jerzy Krysiak

Scenariusz: Jerzy Morawski. Krzvsztof Krauze

Film wsp6lfinansowany przez TVP, Program I oraz IRIS-Poland Project.
 

Liczba miejsc jest ograniczona do 40, dlatego bardzo prosimy o

telefoniczne potwierdzenie przybycia. pod tel./fax: 45-18-79 lub
 
45-25-12 w biurze IRIS.
 

IRIS Poland-Project 

requests the pleasure of your company

at the premiere of the film "Supez" and a wine & cheese
 

March 17, 1995, at 7:00 p.m. in the cinema Rejs

Krakowskie Przedmiececie 21/23

(entrance through the cinema Kultura).
 

"Supez" ­ a drama on the importance of intellectual property issues to foreign investors in
Poland 
Producer: Apple Film Production 
Director: Jerzy Krysiak
Script: Jerzy Morawski, Krzysztof Krauze
The filn was cosponsored by Polish TV, Channel I and the IRIS-Poland Project. 

English translation will be provided. The number of places available is 40,so please confirm your participatior by phone or fax at tel./fax: 45-18-79 or 
45-25-12 in IRIS office. 



IATTACHMENT VIIIAPPLE FILM PRODUCTION sp.z 0.0.PL. KONSTYTUCJI 3/10.13.00 647 WARSZAWA 
R1H139155 S.R.w.wic 

TEL/FAX (48 22) 29 07 54 NIP S26(-2(J 

TEL (48 2) 628 82 93 P-0Wi I4€2-U.Xox 

309-3-00200Y 

Konto:PeKao S ,\.IVOW.wa 
501132-4(X)109.50 
: 11-3-1110 

t powazmenc Kom.Kinemat ( ).I.-'id4r7,1-27 07 19(A) 

Mr Ronald A. Dwight 
Director
 
IRIS-POLAND PROJECT
 
Ksawerdw 13
 
02-656 Warsaw
 

Warsaw. 17 February 1995 

Dear Mr Dwight, 

Thank you very much for the letter concerning your acceptance of two films produced byApple Film Production which gave us great pleasure and satisfaction. We congratulated theauthors and every person who had contributed to this success without hesitation. I do nothave to add that the fact that you are satisfied with the result of our work is the best reward 
for us. 

We share 'our hope that both of these films will help to reinforce democratic rules on Polishmarket. We remain with hope for further fruitful cooperation. 

Yours Sincerely. 

roduction. President 

http:501132-4(X)109.50
http:3/10.13.00


ATTACHMENT IX
 

,: Eibassyof the United States of America 

Warsaw, Poland 

January 26, 1995
 
Olice ol 

Th 9 Am=ssaoz 

Mr. Ronald A. Dwight

Director, IRIS-Poland
 
C/o American Studies Center
 
Warsaw University
 
Ksawerow 13
 
02-656 Warsaw
 

Dear Ron:
 

Thanks very much for your letter and the IRIS report on
the NASK scientific computer network in Poland. 
 I found it
useful, given the current high level of interest in getting
Poland up to speed 
on the information highway. 
As your
report points out, the Internet grew out of 
an American
network similar in concept to NASK, which could make it 
a
useful reference point for Poland. 
On the other hand, your
listing of strengths and weaknesses on page six of the
report highlights the lack of a basic telecommunications
infrastructure in Poland and other shortcomings that are
external to NASK.
 

I realize that your study focussed on a specific issue
requested by Scientific Research Committee 
(KBN) Chairman
Karczewski. 
 I wish him success in developing the network,
and I hope that you will share your report widely within the
Embassy community. 
 From my perspective, your final
recommendations on page 14 
are esential. Poland must look
at the big picture in planning its information systems.
Please send me 
any additional studies you do on this issue.
 

Sincerely yours,
 

Nicholas A. Rey.) 



ATTACHMENT X
 

KZECZ POLiTA
Nr 0Q(4003) Wydanie 3 Warszawa, wtorek, 28 lutega 1995 r. Naldad 279 438 egz. Cn 0g 70 f 

Warszawa, wtorek, 28 lutego 1995 r. TR 13 

1,1% I1(INC LI~L gwspoddI czym

Zastaw w rejestrze

ADoazne do nasiego syslemu 

orawnegonow l isytuc -Za1tawu
If~esro%,qoo rzedrniot konterenci2 m 'Vvvrewie Poo Patronasein

-'.odzimierza (:rnoszewicia wicepre.
-,f mitra sprawmeaiwos, zor.,niwnjpriez Ministerstwo Spra.

% rzvl~v wsoofudziale The lnj.
1o- ',ecl uc :estniczyli w nielj-m( iJJktv~v j flaukowCv (ooisC'Vcy,iev~nc oraz nlektorvch kralow

Eut(JO Srodkowe
1 Wschodniel zainte.'eiowdm, oodobnvin rozwIazanhem 

. Iijjiv ,- JStIJVIAtriestrowVrt,
"Sri 1.1 .)%0, ~f%Oowalj koispa 

"His IF1c Now). to. 
I' I c.u.'I (xi ovul)vl 

Zt.ZJwvi. 
;I %,do. ~ In'itk iti.i 

p ?Vcct hedzivo! dtuLIi, 
*t.t- I"t~cz, to"~

i:' fuiaitv~,Illj NJjmWszeCflnie 

rencjr bvla relacla miCdzy prolektowalizi
insmuc14 auflottTowaniami prawa po.dalkowego. Wedlug rych ostatnich Skit-bowl Pansiwa przyslugule ustawowe, po.wsralace auromarvczne ' rawo zastawu 
a nhchomoSciach podatnika, czasem na.wvetnalcu.cvcI, do osob tizecich I pierw.,zensrwo w Scizigamru naleinosci poaako.wvcti przed wsmiskimin,'nymi Z tegotxwodu obecr,,e np bank. ktorv udz~eisfJ_QLXU pod zastaw rue moze prakivantleWOWerswych pienidzy. Wedtug no. 

Pizv gte w kxalach ogospodarce rvnkowel 
Retsr zastawow ma stac Wtw Przmszoci 

e Szerszcen rentrlnego systeniiiritrOw sioyn tore w Sumle pozwvo.;aisauzvskanje .wiarygodnych informacit
() parnerze gospodarczvm iub kredvto.uiotcv. na ograniczenie xzarnei" stren-". 90SPOdarce Ifliecuwei grv ekonci.tocznel Mowtji 0i m- r Bohdan Zdaemt.

it. polselkietatz stanu w ms
jednvm zwczaowvcn zagadniet kisnfe. 

NwvChPrOPOzvci Ir~kiis Dcdzie mial i.v 
szenstwo. lezelb zgtoou swe praw() do revNtru zassawnw W tell irxbpo Ptecflainkrdtdwauzvska nslornjacj pOZw'IIai4ca mu fla Zortlemowanie sic wsviuaci,
porencialnego kiienta 

Konferencia miala stacelu wvIoniettic
.roolemow wnj~~c~ dooracOtdnia Jei uczestni, , v~fufLjh w~st~pientprawnikow ainervikanskich rtatemai %Nsjrunkow prawidlowego funkcionowania
 

zaslawu rejessrowego I lego 
 mfaczenia",tozwolu gospodarczY r worzenia si.
 nego sektora bankowosci 
w PoIsce 0 leiostatmel kwesti mowtl dr Paul F Knorierprzedslawicief banks, Swiatowe~o w Viiatszawie 
1lizedmiotem o;vwionei d%si,m,kontrowets,, biita zdwaria V prolekci,uslawv PiOPozvcia ogritniczcnia PzVcIS1i,

low baflknw w meekwrowaniu sWVCf li1ieznolci 
IUmi L wAN~Dows& 

I vl 



Zarobi6' na bankructwie
 

-Z 

(A) ,Jak zarobie na bankruc.mwe, - to tytnj filmu wvtwictjone-
go wczoraj zaakonferencji zorgani.
zowanej pr-zz Nlinisterstwo Spra.
wiedliwodd i polsko-aerykaskq
fizm iris. KonferenCj2 pogwi~cona
byla przygotowywanemu projekto-
wi ustawy o zastawie rejestr'A'yrn.

Zastaw polega na tym. ze dluinik
dije wierzyctelowi jako gwarancj;
splaty dlugu jakig przedmioc. 1611 

dlug rue zostau splacony - przed­mial ten przechodzi na wlasnosc 
wierzycicla. Przedstawionv wczoraj
projekt zakdada powolarue iflsmVucii 
zastawu relestrowego. czyht Liuego. 
w k(6rym zastawiona r-zecz moze po.
Lostad w dyspozycji dluznika 

Obowi~zuj~ce przepisy o owdko­
wvm zastawic rejestrowym s4 nite­
l oskonale Aterzvsc povrafi wieb. 
irotltt zastawiac tCsaniq rzccz. Do­
piero powszecnc dostcpny. skom­putervzowany rejesir -vL)zwofIIb%
kredvioctawcom nj v/vbkic \ra% 

Ln 
C) 

~wego dzcnic laklca~esm -,tanu mai; tk­
osob uhiegajijc cn i o pozv. 

czkC ' Projcki przewidiije (c/ %wpiowa. 

dzenic zoanci n.a L.Icrodzic iz% 

00 
flk l-Z~alO~l~aI ltkI~ hankjU 



10 PRAWO 
(All Nr 11I.17mara. 1995 

ZasawUgra w ciemno
 
Gospodarka rynkowo nie moie istnie6 bez systemu zabezpieczen, gwarantujqcych splatq poiczek
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strowle" 1.Mozwe jest tex usla.llqcznte 9 millarcdw ziotYch) fWinwieleaatawu (Ila bontioerciwyludzil w banksch ii I C. bankoweco,Uastawlnj~c ten sain samb. UmcvwnOletaccu b'deziemuetlaIlcht~d.('dy flrma zbnnkruto. 	 Ilyc tawartu n tritii I uilt.wale. okazalo sic, ze prawo zonet wVrptectI7e zastalOWIlcuodo zastawu, zgodnie z Kodakc. 	 litoc sw cjg cccucstttcanj.UellivecSam cywilnym. tma tylko 	 wsoic wet to.Orimiirz. Wlo1.ostatni po7.yczlodowca. czyll 	 wasnelcytt7tao. ridinty ob.bank C. COz z tego, akoro xiIntll7ti~ cstacvwczebnlcJ klient trzech ban. Ae . . Cyl.Colest)rocutilinnhct wa 
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, Ztalnego archlwum watykaisldego
Swlqci i grzesznicy 	 9rMAVA/LABLE COv 
W Kolegium Teutonskim w Waty. zwracala sic o dyspensq do 
kanie odbyla ste prezentacla wy. rzymskiego dykasterium zajmu­
boru dokumentow z talnego ar- jqcego sic wyznaczaniem poku­
chiwum watykafiskiego, ktory ty, przyznaI4c sic do zabicia 
ukazal sic pod tytulein Swiqci swoich dwojga nie ochrzczonych 
igrzesznicv". S4 to mtidzy innymi dzieci. 
pochodzqce z lat 1451-1586 su- Inny dokument srwierdza, ii 29 
pliki kierowane do papiezy czerwca 1463 roku pewien 
w sprawte naduzyd i przeslado- iwiecki Hiszpan zwracal sic 
wan ze strony inkwizvcji oraz wy- o zdjqcie zniego ekskomuniki za 
znania swieckich i duchownych, zabicie ksiqdza. Autor supliki wy.
ktorzy uiegli pokusom seksu znaje, ze pomogi on innemu ka­
i przemocy. planowi .obciqc genitalia ksiC-
Wir6d opublikowanych doku- dzu, ktarego zastal on w domu 
mentow jest list pewnel zakonni- swojej konkubiny; ksildz ten 
cy, ktora 20 maja 1461 roku wkrotce zmarl". (kw) 

i PolskIe prawo bankowe pochodzi z poczatku wleku 
Szansa dia bankowcow 
Nie ma polskiego prawa bankowego na poziomie pewnosc zabezpieczen kredytowych i Polska ma 
europejskim. Zasadv, ktore obecnic obowiqzujq p,- i szans4 na otrzymanie kredyt6w zagranicznvch na
chodza z poczatku naszego wieku. Dlatego tez tak I lepszych warunkach. Wspdltwdrcami ustawy sq m. 
wazna lest projektowana ustawa o zastawie rejestro- in.amerykaniscy profesorowie: Mancur Olson i .A. W RozZowa z Neksandrqwym, w ktorej projektodawcy upatruj4 szansc dla Spanogle i oni to wystqpili w trakcie sesji, ktora od. Jakubowskaq, rzczli. 
sprawnego funkcjonowania systemu bankowego byla siq w Palacvku przy ul. Ksawerow. Specjalnym kkm prasowymn rzqdu
i dla zmian gospodarczych w Polsce. lezeli rozwq- I gosciem byl Miniser Sprawiedliwoici Wlodzimierz Juzlfa Oleksego.
,ania projektu Ustawy zostan4 przyjte zwiekszy sic Cimoszewicz. (gaka) Z wfasnej wolf 

0 Powiedziala Patti niedawno, 
ze dziennikatsnoPaniqznudzi.W 8 procent dochodow pahstwa ze sprzedaiy w6dki to. Dlaczego?

W6dka potqgq jest Ibasta - Nie p-wiedzialam wyrainie,
ie znuizIlo. Powiedzialamn, tc

W ubiegtym roku 8 procent do- ducenta, ktory jest oczvwimcie opo- tylko Rosjanie, kt6rzy w iwiecie nie widzq whim dla siebie dzi­
chodow budzetu pochodzilo ze I datkowany. WPolsce sprzedaje sic I nie maiq konkurencji. siai micjsca. Stanilam na pew­sprzedazv wodki. Bylo to ponad tyle samo wodki. lie w Stanach 95 procent spozycia alkoholu w na- nym skrzyiowaniu dr6g. Ta,50 bilionow starych zlotych. Zjednoczonych - najwiqkszym i 	 szym kraiu to w6dcka czysta. WPol- kt6rq wybralam wydala mi sicTrzy czwarte ceny kazdej butelki rynku zachodnim. Corocznie Pola- i sce dzialaj4 22 pantswowe wytwor- optymaina.

zabtera budzet pantwa. Z pozosta- i cy oprozniajq 440 milionow bute- nie w6dek i10 prywatnvch. 0 Gdyby stanowisko rzecznika

lej czqsci 30 procent to zysk pro- lek po 0.75 litra. Wyprzedzaj4 nas I 	W ubieglym roku wodki drozaly zaproponowal Panti premier la­

trzykrotnie. w sumie o 32 pro. i nustKorwin Mikke to by siq Pa­
cent. W tym raku maj4 zdroied ni -godzila? 
a 18 procent. 	 - Ni. 
Produkcja wodki. .... 	 wie mnyminteresernwydaje sic S Spoirdd wszysikich rzeczni­i wphlwa kdw rzqdu w ostatnich latach 

"--bezpoirednio 	 na kondycjt; bu- tylko Patti jest rzecrnikiem 
dietu panstwa. Ale czy jest to tyl- i drienikarkq. /aki to bidzie 
ko biznes? Kaidego roku ponad mialo wpiyw na pracebiurapra.
100 tysiqcy osob obj~te jest le- sowqo? lak zorganizuje Pani 

PALACE 	 c:eniempafs,,. Ponadodwykowymmilion osdbkosztuza- ZApomnial pan ona wsp&pracqzdziennikarzami?- Malgorza-VODKA VODKA leinionych jest od alkoholu, ato cie Niezabitowskiej, tct dzien­
te, koszttuj' Czy zyski I strsty sic nikarce. Chclaabbym, zeby ta 
bilansuit? (kw) 	 wipilpraca byla oparta ra rze­

telnych, partncrskich ukladach, 
5ja ze rwej strony jak najwiqcej 

aw moiwotci,mch moich 
aoni - w zgodzie zetykq z~wo­

" 24% dowq. Oczywiicie nic wyobra. 
tam sobie sielanki - na pewnoKo arne 20% bqd jakied incydenty, ale oby 

, f ,.MAE E*n tnia 17 najmniej. 
• a-law 0CColofeb* jefliui pojwidy. 

K(W= 9 aywgodtiexsarnq aobq? 



W rejestroze,
 
I'F(1_7 PS ()21S(1 (1(/ I!01iU o SX/Ai m aI'1AC!EJ URBAi'JlAr rlLei" Pf)-osiala wrwidmik dawo (zasawnika) ON wiadcze­

*iyIobjL)ity' MotilCZNy W Posce kon'czy Obcli2 ;, 
on kuiC1c IIG 0PrzCJci nct pr'Cd i*.'~ '

.i wldnosiqkolenyni zas~lawal ZastJ(''i"'~l

:SIq oki es .,Pietwotni W p~fraikltyr bankowei Zdlaly S:qy 

liiZe
 
ilj i'cz
 

akuiiiiilacjiii P? P dI,arlel ziokoi oo (bc. :-a IItial
kapra By ak spstlo mstCaa kncpca a en 
rjk usawvy () ;stwierejestfOwY mlS:aiowi waikiB y ! k a , f~ i lR6\viocze~nie jdye przyczynk do dyskusji na iemnat bankowych prywi- Ii s 

zosl v ar UstviiOlo imll w6wczas. ody .. agra ' zralio~vaa '' rjestr. Je-
Zodaca rcialzwn zasa-gcpvrt 

by w mijsce dotychczasowych tytu]6w wykonaw-6zsda bFwglde O Przygocowanic utworzenie 

pro-
1 

30 zaa-zasda bzwzlcdje-oponluje. J ej gzckticyjnyc hi. winiscrStwo Spiaw idbwo ci 

czych (kt6re mona sklada6 bezpogrednio u koinomika dod~ai ier sze ist apewnocigci ak s r n a xie ja ~n os czc ~ ln g o ~ w j~ t ov(obrotu gos- (pzec Lszysikian Skarbu Pan- iskomplikowane. 
k o zto neeg zck ucj) banki mo gly wy stawiad jedynic rytuly eg-0Ministcrstwopodrceg.Bz kon- a z (Ytulu 

ekucyjne, kt6re klauzulami wykonalno~ci op itrywal! b04~pdrzg.Bzso zobowi47,afi podat- Sprawiedliwo~ci od pewnego cza-- kowychi po%oduje, zeputeryzowanych,' bank dys- su sjy. ankiL nadpodsawieczwiayw pelni ponuqcnawet 
prwad7i wprawdze intensyw- jdnaie c ei bed(np.~ rmogrealnyni zastawemr Laohnac abtoepicczenika aeena(pne prace przygoowawcze rdot ryhiknpe- (np pica 

nad z awi achunku bkoweo liweja). ew~cwarto~ciovyini skomputeryzowaniem wsytihgdynych rejestr6w s~idowych c7y biiuteriq) nie jest pev'ien. czy 
roszczenic banl-u bcdzie wynikato bezpogreJnio z nie­istniejlcvch rcjesut6wniemoe s.idowych.y~o ympo sprzeda:Ey przedmiotu kt6rych tyik-o czyruno~ci banikowvych zwiqzanychni ocb6otmfisleus zastawu jednak .od pamyshi z: udzie­

nie zglosi raszczenia do do przery11- leniemslu" droga jeszcze daleka. kredytu, poztyczki. porcczenia tub gwarancji,mowvy. sto-C2109ci kwoty. suniciejo akredytywy tub operacjami wekslowynii i czeko-Prace prowadzone sq w 9ciskej wyrni.

wsp6ipracy z Narwcgani* kt6rzy
Podobne jA bez nowac zes- 13pdzie Iepiej? Prawo ma ftez okrcgIa6 niezbcdne etemcnty kaidcgo
dziela komputeryzacji rejestr6wnych, skutecznych instrument6w Projekt ustawy bankawega tyrulu egzekucyjnego. Wprawdzie jcszcze mieIikwiduje wszyst- dakonali przed kilku laty kosztem
zabczpitczenia kredyu. takichjak obowi~zuje. ale gwoli wyt.;orzenia poprawnci
kic dotychczasawe slabo~ci praktykizasta- wietu mition6w koran. Systemm~ldrze uiegutowvany zastaw rejes- hankowej przytoczniy za projektem:wu jaka farmy zabezpieczenia

frowy 
jest bowiem drogi. a raczej - kosz- _W bankowvm tylule (...Prace iiad tymni zagadnie- kredyfu tub poiyciki. towne s.1 jego 

*) nalezty oznaczylf bank, Wtry
zabezpieczenia. go ivysrawil i na rzccz kfriego egzckucja ina bye prowa­niami ~(9641c ~~~a ~ saoina7sauie-~ ~ ~ ~ ~ y ~ .1zcrisczsodnia J ~c~tet~czcyn owena ~ ~Ms. iawde~ ~ ~ ~W-doa~ ~~zoabq) podjcto pi-zed ~~ Da sta astwl ~je Muzqby dli,~nika zobowi~zancgo do 7aplaty. -vysoko§Lczterenia laty strawvego niezbcdne mia byd nic 

e z od e. dy y zobowi~zri dluznika wraz z odscfkami i e runami ichdruk z komputera ma mie watorCzy %volnomied nad~ziejc. ie wre- tylko zawarcie umowv. 
plaino~ci. datc wystawienia bankowego tyfuiu c.gzekucyj­ale r6w- dJokumentu urzcdowe-o.szcie zbtizaj4 sic do kofica? uego.jakr6wrnic oznaczenie rodzaJuczynno~ci bankoweJ.niea wpis jej podstawowvych eke- Resort clicialby. aby w jednej zMinisterstivo Srprawiedtjwogci ment6w k16rej wynikajl dochodzone roszczenia. araz wzmiankcdo prowadzoriego przez sicci kompurt'rawejzaprezentowalo publiczric pro-

znatazly sic o wyniagalno~ci dochodzonego roszczenha. Tytul nalciysqld rejestru zastaw6w. Rejestr ma ti-zy rejestry: podmiot6w gospo-jekt ustawy a zasta~vic opatrzed pieczCci4 bankcurejestro. bv6 skompuiteryzowany i dla zain- oraz podpisami i nazwiskanudarczych - abejmujacy wszystkicwym i cjestrze zastaw6w. Projeki teresowanych os6b t'prawnionyh do dziaianiza tv jego imieniu'instytucji (gl~wnie PrledsiCwzi~cia -ospudarcze (MU 
>___________________________________flia ICzascadnicz.q z7ietc. ze jest juz 1haiik6w) dcIqPIpnt oiezI Iiiode- w wikszyin rozinianze. zaistawv6wI~ ~~ vyiiitijc natLIO'. /c p1/Cd t',;v ?7i\lawic rcjc'.tliIline - l lckVil niuod~ cy e~c ;tr~ Wyviagi,- IV 1'c1 wy ll ra7 k~ q ! % iec y- i oa, v . oi,' t iik0IiiCCrIW1IflI aItc 

Ito OC/Y'k ~Isc r;enw'It pozyi-. Ki I icd/yeicich tt'io-wi,- U s l 'alti do, Ktjt<M WitItt'llliei~jtlni' dihk/as'ti Ii tj'2L:l.ICLiiyIi',Cecio 7.aVii LL% C rvt .t ANla /111Ii) piawao aa;ditigieCW okic'muJe%CjdCe %V/yCic' %vvcl tiI.ym~cit fiiiaii'xcivholivie 4)/11;1 /l;I;il JIlCI WS\ti"It wa tZiNli' J)o 
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ATTACHMENT XI
 

AZAMOWIENIE 
I
 

* 	Czym jest Fundusz Gwarantowanych Swiadczeni 
Pracowniczych (FGSP)
 

* 
Ustawa o ochronie roszczeii pracowniczych w razie 
niewyplacalnosci pracodawcy 

* Rozporzad zenie MPiPS w sprawie rozszerzenia 
kresu nwiadczei 

za­
pracowniczych podlegajacych za­

spokojeniu ze grodkow FGSP 
* 	Rozporzqdzenie MPiPS w sprawie wysokogci skladki 

na FGSP 
* 	Rozporzadzenie MPiPS w sprawie trybu skiadania

wykazow i wnioskow o wyplat swiadczeii z FGSP,
przekazywania grodk6w z tego Funduszu oraz doko­
nywania wyplat gwiadczeni 

II
 

* 	Projekt ustawy o zastawie rejestrowym i rejestrze
zastawow wraz z uzasadnieniem oraz komentarz 
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I. ADMINISTRATIVE DATA
 

Reporting Period: 
 January 1, 1995 
- March 31, 1995
BOA Number: 
 ANE-0015-B-00-1019.
 
Delivery Order Number: 	 0 0
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AID Project Office: 
 G/EG/SMIE (R. Mitchell, 300 SA-2)
AID Office funding delivery order:
 
Democracy and Governance
AID Office project: Institutional Reform and the Informal
 

Sector (IRIS) Project
 

II. PERFORMANCE:NFORMATION
 

1. Project purose summarv statement.
 

A. 	 Project Purpose
 

The objective 
of the IRIS-Russia Project's
Commercial Law Reform Initiative is 
to assist 	and
train Russian 
 law makers, judges, and 
 legal
practitioners 
at the Federation 
level as 	 they
develop the components of 
a commercial 
law regime
essential 
for Russia's transition 
to a market
economy. 
 Specifically, 
 IlIS-Russia 
 is
concentrating its efforts in the following areas:
 

1) Collaboration 
with the 	drafters of the new
Russian Civil Code.
 

2) Examination 
and implementation 
of measures
necessary to develop a system of secured commercial
 
lending.
 

3) Translation and 
dissemination 
of the United

States Uniform Commercial Code.
 

4) Sponsorship forums on the legal,
of

institutional, 
 and economic 
 foundations 
 of

commercial law.
 

5) Training of judges in 
commercial 
law, market
economics, 
 civil procedure, 
 and court
administration.
 

B. Relationship to USAID ProrramStrategy
 

The IRIS approach in Russia is similar to its
 



approach in other countries, namely, to strengthen­indigenous capacity to 
understand and 
carry out
needed legal reforms. Therefore, 
the assistance
provided will not only be directed toward crafting
legislation, but 
will also emphasize the broader
economic 
 and market principles that form 
the
foundation of 
an effective commercial law regime.
Additionally, IRIS 
will encourage Russian policy
makers and draftsmen to 
 open the legislative
process to include input 
 and discussion from
private sector groups 
most affected by the laws.
Finally, IRIS recognizes the critical role Western
advisors play in the reform process. 
 They should
not, however, attempt to dictate the reform agenda
or take the place of 
Russian draftsmen. Therefore
the foreign assistance component 
of Russian legal
reform should be less 
and less visible as local
experts and political leaders lead and complete the
process. :RIS will provide policy makers with the
tools necessary to accomplish this task.
 

C. Proaress toward Project Purpose
 

i. Civil Code.
 

On 01 January 
1995, Part I of Russia's new
Civil Code went 
 into effect. Identified by
President Yeltsin as 
the "economic constitution of
the Russian Federation," 
 the Code establishes
fundamental principles of civil and commercial law.
Part i contains the 
general provisions of civil
law, including sections 
on corporations, property
rights, contracts, and secured transactions.
 

Although not a cure-all to Russia's economic

problems, this commercially modern Civil Code is
major advance in Russian 

a
 
reform efforts. it
replaces the Brezhnev 
era Code of 1964, designed
for an administrative-command 
system, and also
wipes away the ill-designed patchwork of 
laws and


decrees that had been laid on top of the Soviet era
 
legal system.
 

The new 
Code makes fundamental breaks with
past Soviet and Russian legislation by effectively
guaranteeing 
 both freedom of contract and
protection of private property. 
In addition, the
Code promotes commercial lending 
to small and
medium-sized enterprises by instituting a faster,
more efficient, and cost-effectivs syctem of 
debt
 recovery 
-- a signifirant improvement over the
 

2 

Il
 



current Russian Law on 
Pledge of 1992. 
 The Code'
will also 
 serve as a 
 sword against the
proliferation 
 of financial 
 crimes that is
underminina society's confidence in the market.
 

Drafting of the Code, coordinated by President
Yeltsin's Research Center 
for Private Law, 
was

accomplished with the assistance of 
foreign legal
experts from United
the States and Europe. The
USAID-funded 
IRIS Center has provided continuous
expert 
advice to the Research 
Center, prompting
greater openness and participation throughout the
drafting process. 
This was accomplished in several
ways: 
 1) copies of the draft were circulated among
Russian and Western legal communities; 2) visiting
Western commercial 
law experts 
held sessions not
only with 
the drafters 
but conducted talks and
lectures on 
issues raised in the 
text with groups
of officials, judges, lawyers, and business people;
and 1) briefings by the 
RCPL and 
 IRIS were
organized fcr similar groups. 
Efforts to implement
the new 
law have been promoted through activities
such as the EPRD/IRIS/'Supreme 
Arbitration 
Court
Conference 
on 
Secured Commercial Lending. 
 This
event 
targeted practical aspects of using the 
new
Code for an audience 
 of judges, lawyers,
businesses, and parliamentarians.
 

The Research Center and IRIS are now directing
their attention to the second part of the Code, due
to be enacted in 1995. 
 Part II will contain more
detailed provisions of commercial 
law, including
the law of sales, 
banking transactions, leasing,
torts, intellectual property, and inheritance.
 

During the reporting period, IRIS 
brought
Professor 
 Summers 
 of Cornell University and
Professor James White of the University of Michigan
to Leiden 
University in the Netherlands 
to work
with the drafters on the text 
of Part II and to
address Civil 
Code drafters 
from four other CIS
countries, Ukraine, 
 Belarus, Kazakhstan, 
 and
Kyrgyzstan. 
 A delegation from 
Mongolia also
attended. 
 White continued 
his work with the
drafters on the four 
chapters on 
banking and
Summers reviewed further aspects of Sales Law.
 

ii. Secured Commercial Lending.
 

In market economies, 
 the instiLutional
 
framework 
nf clear laws, 
 fast and inexpcnsive
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self-enforcement 
 procedures--supported 
 by the­judicial system--and collateral 
 or property
registries creates 
an environment 
conducive
lending. to
To date, these elements are not yet fully

operational in Russia.
 

The lack of modern commercial banking systems
in Russia is ont of 
the principal impediments 
to
further 
economic development in region.
the 
 The
unwillingness of commercial banks to extend credit
to local firms is due less 
to their fears of
inflation than 
to fears 
they will not be repaid.
Therefore, the 
ability particularly of 
small and
medium size enterprises (SMEs) to borrow in order
to expand their 
 businesses 
will not improve

substantially 
even when 
inflation is eventually
brought under control. The creation of legal and
institutional mechanisms to ensure credit repayment
is :hus one the
of most important reform
initiatives in the transitionary process.
 

Among the 
 legal and 
 institutional

prerequisites 
for a viable 
system of commercial
lending are an 
 effective 
 law 
 on secured
transactions 
 and easily accessible 
 property
registries. 
 IRIS has worked with 
the drafters of
the Civil Code 
 to incorporate 
 an improved
collateral 
law into the new Code. However, the
Russian government has 
paid little attention to
registration issues, 
except in the area 
of real
 
property.
 

In order focus
to greater attention 
on the
existing barriers 
to financial lending, 
IRIS co­sponsored an International 
Conference 
on Secured
Commercial Lending in the CIS on November 4-5, held
in Moscow at 
the Supreme Arbitration Court of 
the
RF. Additional sponsors included the European Bank
for Reconstruction 
and Development, the 
Inter-
Parliamentary 
Assembly of the Commonwealth

Independent States, of
 

the Supreme Arbitration Court
of the Russian Federation, 
 the Scientific
Consulting Center for Private Law of 
the CIS and
 
USAID.
 

The Conference targeted both law makers 

are drafting legislation 

who
 
on pledge, property
registries, and 
financial institutions, and the
bankers who 
must make 
the 
ultimate decisions 
of
whether to lend. 


One, 
During the mcrning session of Day
Conference speakeis reviewed 
secured lending
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laws and practice in Russia, the CIS, 
and western'
market economies. 
 In the afternoon, panelists
discussed specific 
 elements 
 of secured
transactions, 
 such as property, enforcement,
insolvency, and 
registration. 
 On Day Two, the
audience participated in analyzing a hypothetical
secured transactions deal.
 

The Conference was a huge success, attracting
almost 200 people fEor over 
90 organizations,

including banks, 
 law firms, businesses,
government, legislature, and judiciary. 

the
 
Delegates
from fourteen 
 different countries attended,
including the United States, Great Britain, Norway,
Germany, Poland, 
 Lithuania, and 
 Russia. 
 CIS
countries represented, 
in addition 
to Russia,
included Ukraine, 
 Belarus, Georgia, 
 Moldova,
Azerbaijan, Kazakhstan, and Uzbekistan.
 

Among the soeakers were the First DeputyChairman of the Supreme Arbitration Court, the
Deputy Chairman of 
the Federal Bankruptcy Agency,
the President 
 of Citibank-Moscow, 
the General
Counsel of 
the EBRD, the Director of IRIS, the
managing partners of 
leading western law firms in
Russia, law professors from Columbia and Michigan
Universities, 
and the Executive 
Director of
International Bank of Japan. 
the
 

Mikhail Mityukov, the
First Deputy Chairman of the State Duma, delivered
the Keynote 
Address on the parliament's role in

Russian legal reform.
 

The proceedings will be published by the EBRD
 
and IRIS in English and Russian this Spring.
 

iii. Uniform Commercial Code.
 

Enhanced access 
to information on 
commercial
law 
in market economies 
is essential 
to increase
the understanding of Russian law makers, private
attorneys, 
 judges, teachers, 
 and students.
Recognizing 
this 
 fact, the Research 
Center of
Private Law has initiated a project 
to translate
and publish the civil and commercial codes of major
European countries and the United States. 
IRIS and
the Research Center are 
 working together to
translate, publish, and 
disseminate 
the United
States 
Uniform Commercial 
Code (UCC). A Russian
version of the UCC was published in the USSR in the
1960s, but 
 the American 
 Codc has changed
siqnificanLly 
since then, 
 thus necessitating 
a
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revised edition.
 

IRIS and the Research Center selected editors
and translators to update the Russian-language UCC.
The editor, a prominent Russian judge, 
was one of
the original translators 
of the 
1960s edition.
During the reporting period, the majority of
translation was completed. the
 
The text will be edited
and published 
in the spring of 1995. 
 The final
product will 
include introductions by 
Professors
Robert Summers and James White, authors of the most
widely used hornbook on 
American commercial law,
and by the Russian editor.
 

Furthermore, 
IRIS and the Research plan to
develop a commentary 
section tailored 
 to
Russian legal tradition. the
 
This commentary, which
will include official comments 
from the UCC, will
help Russians interpret their new Civil Code, just
as annotations to the UCC assist the American legal
communingy in understanding its commercial code.
 

iv. Forums on Commercial Law and Economics
 

Russians recognize the 
 importance 
 of the
economic underpinnings and incentive structure that
a commercial law regime should reflect. 
 In order
to enhance this understanding, the IRIS Center, in
cooperation with assorted Russian institutions, has
organized 
 an on-going program of 
 workshops,
seminars, and lectures 
on the concepts central to
the establishment an
of effective commercial law
system, including commercial 
law and practice,
market economics, and the rule of law.
 
Specifically, IRIS has sponsored a lecture at
the High Arbitration Court on American perspectives
on the draft Russian Civil 
Code by Professors
Summers and White. 
 IRIS has also run seminars for
both faculty and 
 students 
 at Moscow State
University Law 
School on banking and securities
law, on 
 legal developments 
 for Peace Corps
volunteers, and on collateral 
 law for Russian
credit 
 officers. 
 Additionally, 
 IRIS
representatives have delivered speeches 
on topics
such as 
law reform, contract performance, foreign
investment, 
 commercial 
dispute resolution,
collateral 
 law at a variety 

and
 
of international
conferences, 
in Russia, Poland, and the United
States. 
 IRIS has also sponsored a series of talks
by Russian law makers involved in drafting the new
Civil Code to western audiences.
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Additionally, IRIS 
is working to establish a'
Business Law 
Roundtable 
at which the 
ultimate
consumers 
of law -- entrepreneurs, bankers,lawyers and
-- can meet with the drafters of commercial

legislation 
to discuss 
the effects of prospective

laws on economic activity prior to enactment.
 

v. Judicial Training.
 

Enhancing judicial capacity to resolve complex
business disputes is one of the key elements of the
legal reform process. Without a 
better informed
and more efficient judiciary, Russia's 
new laws,
such as 
the Civil Code, will prove ineffective.
 

In the Fall of 1994, 
IRIS brought twenty-two
civil law judges 
and court administrators 
from
federal, regional, and city courts across Russia to
the US to 
study commercial 
law, civil procedure,

and court administration.
 

IRIS hopes to conduct follow-up activities to
this judicial training program 
in Russia in the
 
near future.
 

2. Progress report
 

A. Technical Implementation!
 

Activities Planned for 
 Current Explanations (Problems,
Reporting Quarter 
 Status steps to 
resolve, etc.
 

Status of activities as defined in the delivery order.
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1. Civil Code 

a. !RIS Workshop on 
Civil Code, Part Il,
Moscow. Sections to be 
covered: Bank Accounts,
Loan and Credit, 
Payments, Deposits; 
Lease, Rent, Franchising; 
Insurance; Intellectual 

2 Preparations for Drafting
Workshop in May underway.
American experts, drawn 
from both law firms and 
law schools, to focus on 
select articles from Part 
Ii. 

Property; Inheritance. 

b. Leiden Working 
Session on Part II of 
Russian Code, Leiden 
University. 

IRIS brought Professors 
Summers and White to 
Leiden to work with 
Russian drafters and 
drafters from other CIS
countries on Sales and 
Banking sections. 

c. Translation and 
Dissemination of Civil 
Code, Part II. 

IRIS had draft of Part II 
translated and 
distributed widely to 
businesses and law firms 
in Russia and interested 
groups in US. 

d. Analysis and 
Commentary on draft Code. 

2 IRIS has solicited 
analysis from over 20 
western law firms in
Russia on the draft Code. 
The comments will be 
provided to the drafters. 

e. Briefings on Part I 
of Civil Code. 

f. Briefing on Part II 
of Civil Code to 
International Lawyers 
Group (ILG). 

1 

1 

IRIS-Russia director 
briefed Baker & McKenzie, 
the largest law firm in 
Russia, and other western 
organizations on Part I 
of the Civil Code. 

IRIS-Russia director 
briefed ILG on issues in 
Part II of the draft 
Code. 

g. Article on new Civil 
Code. 

2 IRIS-Russia Director is 
drafting article for 
publication in Journal of 
High Arbitration Court 
and western journal. 

8 



2. Secured Commercial 
Lending. 

a. Publication of 
proceedings of 
International Conference 
on Secured Commercial 
Lending in the CIS. 

2 EBRD and IRIS are 
preparing the Conference 
proceedings for spring
publication. 

c. Report on collateral 
law in Russia. 

3. Uniform Commercial 
Code. 

2 IRIS-Russia is preparing
report on collateral law 
in Russia for inclusion 
in survey of collateral 
law in Central Europe, 
compiled by IRIS-Poland 
Project. 

a. Translation, Editing,
Introductions, 
Publication. 

2 IRIS, Research Center,
and editing team 
completing all aspects of 
UCC production. Hope topublish by late spring. 

4. Forums on Commercial 
Law and Economics. 

a. Conference on 
Resolution of Commercial 
Disputes between Russian 
and Foreign Partners. 
Co-sponsored by IRIS. 

1 IRIS-Russia Director 
delivered speech on 
"Protecting the Interests 
of the Foreign Client in 
Private and Public 
Arbitration Courts" to a
large audience from the 
Russian and western legal 
and business community. 

9
 



5. Judicial Training 

a. Judicial Training in
Commercial Law Follow-upActivities 

1 IRIS is examining 
possible in-countryfollow-up activities forjudicial training. 

6. Add'l Activities. 

a. International Lawyers
Association, 

b. USAID Rule of LawMonthly Meeting. 

2 

2 

Director is member in 
association of foreign
lawyers. In charge of 
guest speakers committee. 
Serves on sub-committee 
on legal translations. 

IRIS hosts monthly
meeting of USAID Rule of 
Law Contractors. Meets 
to discuss issues of 
common interest and 
concern. Participants 
include IRIS, ABA-CEELI,
HIID, Urban Institute, 
ARD/Checchi. 

c. US Government Rule ofLaw Briefing. 

d. Conference on 
Collateral Law, Warsaw,
Poland. 

Currentstatus y-7
(1) Action completed
(2) Action in process
(3) Action delayed 

1 IRIS-Russia director 
addressed meeting of US 
government officials 
involved in rule of law 
issues in Moscow to 
discuss various IRIS 
activities, legal reform. 
IRIS-Russia director 
attended conference in
Poland on collateral law 
organized by IRIS-Poland. 
Brought two Russians who 
are drafting Law on 
Registration of 
Immovable Property so 
that they could benefit 
from exposure to western 
experts and examine 
Polish experience. 
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(4) Accicn cancelled
 

Planned Activities for 

Next Quarter 


1. Civil Code
 

a. Workshops on Part I! 

of the Civil Code.
 
Sections to be covered
 
include banking, sales,

franchising, leasing,
 
among others.
 

b. Briefing Papers 
on 

topics 
to be covered in
 
May Workshop.
 

c. Distribute 

commentaries from western
 
law firms on Part 
!I
 
draft to Research Center.
 

d. Article on new Civil 

Code. 

2. 
SecuredCommercial
 
Lending.
 

a. Publication of

proceedings of Conference
 
on Secured Commercial
 
Lending.
 
b. Report on Russian 


collateral law. 


3 . UCC 


a. 
Finish all aspects of 

project. Publish. 


4. Forums 
on Commercial
 
Law and Economic.
 

a. 
No events currently
 
planned.
 

Estimated
 
Completion


Date 


May 


April 


April 


Spring-

Sumner 

April 


April 


Spring 


11
 

Entity Responsible for
Action
 

IRIS-Russia/IRIS
 

IRIS-Russia
 

IRIS-Russia
 

IRIS-Russia
 

IRIS/EBRD
 

IRIS-Russia/IRIS
 

Poland
 

l R
 

IRIS-Russia/Research
 

Center for Private Law
 



5. Judicial Trainina 

a. Possible follow-up to 
US training program. 

6. Additional 
Activities. 

Spring IRIS-Russia, AED 

a. International Lawyers
Groupo""up 

on-going International LawyersInentoa Layr
Association. 

b. USAID Rule of Law
Contractors Monthly 
Meeting. 

on-going USAID Rule of Law 
contractors. 
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B. 
 Project 
Administration
 

Activities Planned for 
 Current Explanations (Problems,
Reporting Quarter 
 Status 
 steps to resolve, etc.)

Registration 


2 	 Accreditation application

approved by Russian
 
Chamber of Commerce.
 
Completion of process

pending implementation of

administrative system for

handling tax payments,
 
etc.
 

Open Russian Bank 

Account, 3 Will open upon completion


of registration process.
 
Move into new offices. 
 1 Office move fully


completed.
 
Install Satellite Line. 
 4 	 Present phone system


deemed sufficient for
 
current needs.


Hire 

New secretary/office
Administrator/Accountant. 


1,3 	 manager hired to replace

departing one. 
Decision
 
on administrator­
accountant postponed.


Hire Russian Lawyer, 
 1,3
short 	term. Dutch lawyer, senior
 
associate level, hired as
 
consultant to work on
 
Civil Code project.

American lawyer, junior

associate level, working

as intern on Civil Code
 
project. 
No Russian

lawyers hired at this
 
time.
 

Current Status Key:

(1) Action Completed

(2) Action in process

(3) Action delayed

(4) 
 Action cancelled
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Planned Activities for 

Next Quarter 


Accreditation. 


Open 	Bank Account. 


Phase-out Commercial Law 

I.
 

Prepare for return of 

resident Director to US.
 

Hire new program manager 

for Commercial Law II.
 

Train new program 

manager. 
Transfer
 
financial and
 
administrative
 
responsibilities to new
 
manager and to managers

of other IRIS-Russia
 
projects in Moscow.
 

3. 	 Outstanding problems and 

resolution
 

N.A.
 

Estimated Entity Responsible for
Completion

Date 	 on
Action
 

May IRIS-Russia/IRIS
 
Center
 

May IRIS-Russia/IRIS
 

Center
 
May IRIS-Russia
 

May-June IRIS-Russia
 

April IRIS Center
 

May IRIS-Russia
 

issues and intended stePS toward
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III. FINANCIAL DATA
 

To be Supplied.
 

IV. ATTACHMENTS
 

1. Civil Code
 

a. Introduction to Part II, Draft, and Table of Contents.
b. Part 
II, Draft, in Russian. (Not attached. Available
upon request from IRIS-Russia or IRIS Center.)
b. 
Part II, Draft, in English. (Not attached. Available
upon request from IRIS-Russia or IRIS Center.)
 

2. Secured Commercial Lending
 

a. Draft Introduction 
to Proceedings 
from Conference on
Secured Commercial Lending, publication forthcoming.
 
3. Conference 
on Resolution of Commercial Disputes 
Between
Russian and Foreign Partners.
 

a. Conference Program
 

4. Congressional Testimony
 

a. 
Excerpts from Statement of Thomas A. Dine, AA/ENI, USAID,

Senate Subcommittee on Foreign Operations, 2/22/1995.
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RussIAN CIVIL CODE, PART II 

With 	 the introduction of Part I of the 	 Civil Code, theRussian Government is now focusing on drafting the second part.
scheduled to he enacted by the end of the year. 


Part I, the majority of which entered into force on January
1, 1995, 
contains the general provisions of civil legislation,

with major sections on legal and
entities, ownership, 

obligations. Part II will cover special y areas of comercial 
and civil law, divided into four major sub-parts:32 

(1) 	 Individual Types of Obligations12) 	 Exclusive Rights (Intellectual Property)

(3) 	Law of Inheritance (Succession or Wills and Estates)
(4) 	Private International Law (Conflicts 
or Choice of Law) 


The largest section, on Individual Types of Obligations, includes 
chapters on Sales
Insurance, Personal 

and Purchase, Banking Transactions, Lease,
Injury (or Torts), and Franchising, amongmany others. 


President Yeltsin has 
authorized the 
Research Center for
Private Law attached to the President of the Russian Federation
tO coordinate the drafting of the 
Civil Code. The Research 

Center has assembled a w:rking group composed of some of Russia's
beat 	civil lawyers drawn from all 
branches of government.

Organizations participating in the drafting projectSupreme Arbitration Court, the Ministry of Justice,

include the
the State 


Duma and Federation Council, 
 the International Commercial
Arbitration Court of the Chamber of Commerce and Industry of theRF, Moscow State University's Law Faculty, the Institute of State
and Law of the Russian Academy of Sciences, and the Institute of
Legislative and Comparative Law under the Government of the RF. 


With support from the United States Agency for International
Development (USAID), the Center for Institutional Reform and the
Informal Sector (IRIS), 
 an affiliate of the University of 
.	 Maryland. has been assisting and advising this working group as
it has developed Parts I and II 
of the new Russian Civil Code. 
-) ,\, .~.IC-wia 
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DRAFT CIVIL CODE OF THE RUSSIAN FEDERATIONI
 
PART II 

TABLE OF CONTENlTS
 

SECTION 4s Individual Types of Obligations
 

Chapter 30 -- Purchase/Sale

1. --
General Provisions
 
2. --	 Retail Purchase/Sale 
3. --	 Supply
4. 	-- Governmental Contract for Delivery of Goods for 

Governnlneiltal Purposes 
5. --	 Procurement
6. -- Energy Supply Contracts
 
7. --	 Sale of Enterprises 

Chapter 31 Barter
 

Gift
 

Chapter 33 --
 Life Estate 
 {.)

1. -- General Provisions
 

Rent for Indefinite Period of Time
2.3. ----Lifelong Rent 

4. --	 Maintenaiace for Life of Tenant and Heirs 

Chapter 34 -- Lease
 
1. --	Geieral Provisions
 
2. -- Rent of Movable Property (short-term)
3. --	 Lease ot Vehicles I.,

(')

4.--	Lease of Enterprise

5. --	 Financial Lease I.)
 

Chapter 35 -- Residential Leasing (A)
 

Chapter 36 -- Use 	of Property without Compensation (.)
 

Chapter 37 -- Independent Work-Contract
 
1. -- General Provisions
 
2. --	 Consumer Work-Contract 
3. --	 Work-Contract for Construction 
4. --	 Work-Contract for Fulfillment of Projects andResearch
 
5. 	-- Work-Contract for the Performance of Scientific 

Research and Experimental Design Work
6. --	State Work-Contract
 

Chapter 38 -- Compensatable Services 

Chapter 39 - - Carriage 



Chapter 41 --
Loan and Credit
1. -- Loan 

Chapter 57 
-- General Provisions

2. -- Credit 

Char2. rBnD e t 	 Chapter 58 -- Author's Rights (Copyright)Chapter 43 Bank Deposits 
 Chapter 59 -- Neighboring Rights 

Chapter 43 - ­ ank Accounts 
Chapter 60 -- Invention. Industrial DesignChapter 44 -- Settlement of Accounts1. -- General Provisions 

Chapter 61 --2. -- Payment Orders 	 Secrets of Production. Defense from(*} 
 Unfair Competition


3. -- Letter of Credit 
4. -- Payments by Draft Chapter 62 -- Rights to Achievements in Breeding
5. 	-- Payments by Check 


Chapter 63
Chapter 45 -- Agency -- Means of Identifying Goods. Company tJame. 
Trademark. Goods' Place ot OriginChapter 46 -- Conducting Affairs of Another without SECTION 6: Law of Inheritance


Assignment
 
Chapter 47 -- Commission 


Chapter 64 -- General 
Provisions
 
Chapter 48 -- Trust 


Chapter 65 -- Inheritance by Will
 

Chapter 49 Franchising 
 Chapter 66 -- Inheritance by Law
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DRAFT 

INTERNATIONAL CONFERENCE ON SECURED COMMERCIAL LENDING 
IN THE COMMONWEALTH OF INDEPENDENT STATES 

The International Conference on Secured Commercial Lending
took place in Moscow at the Russian Supreme Arbitration Court in
November 1994. 
During the Conference, leading experts in law and
banking from the United States and Europe discussed the critical
issue of 
 secured 
 commercial 
 lending with 
 jurists,
parliamentarians, bankers, and entrepreneurs from Russia and the
other countries in the Commonwealth of Independent States. 
The
Conference was extremely timely, taking place shortly before the
enactment of the new Russian Civil Code, which contains important
provisions on secured transactions.
 

The Conference arew out of work the sponsoring organizations
are undertaking to protect security interests and other property
rights in both the Russian Federation and across
protection is the CIS. This
a vital precondition before lenders will extend
financial 
 credit to 
 the newly emerging private sector.
Currently, these property interests are not well protected in the
former Soviet Union. 
 For example, although Russia has 
fairly
advanced law on secured transactions, it has few of the requisite
institutions 
to implement 
a modern secured lending
Therefore, in regime.
addition 
to discussing the 
legal framework 
for
secured lending, the Conference sought to outline the necessary
institutions that the countries of the CIS must create in order
to provide comfort to commercial lenders.
 

The Conference began with a delineation of the impediments
to secured lending 
by leading jurists,
lawyers, judges, practicing
and bankers 
from Russia 
and the CIS. Afterwards,
prominent Western experts described the elements required for the
protection of secured interests in the US 
and Europe. Experts
from the region and the West also examined related issues, such
as 
insolvency, enforcement of judgments, and registration.
 

On the second day 
of the Conference,
applied this the participants
framework 
to a hypothetical 
business situation,
which produced intense debate among the CIS participants about
the appropriate framework for secured lending in their countries
and provided an opportunity to apply the general discussion from
day one to tangible business questions.
 

The proceedings from the Conference are reproduced in both
English and Russian. This publication contains all remarks from
the first day of the Conference, as well as substantial parts of
the case study discussion on day two. 
The co-sponsors hope that
their publication will both promote greater understanding of the
issues involved and stimulate further debate about the means of
building an effective secured commercial lending regime in the
countries of the CIS.
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..

must also 

The new way of doing business in the NIS countries
be codified into 
law. Thanks to USAID-funded legal
assistance, modern commercial laws are being developed, drafted and
passed into law, for example, in Russia and Kazakhstan.
 
On January i, 1995,
containing Part I of Russia's new Civil Code,
basic business 
 law provisions
mortgages, corporations, such as ownership,
contracts
effect. and obligations,
The next step went into
 

formulation of 
in the process is assistance with the
Part II, including laws 
on speciality contracts,
intellectual property, inheritance, and international conflict of
law. 
Tax reform is another related imperative.
 

But to be meaningful, commercial codes ultimately require
reliable 
courts 
to enforce 
their provisions.
experts are USAID-sponsored
working 
on the development of
structures appropriate judicial
and the training of arbitration 
judges in Russia,
Kazakhstan, and other NIS countries....
 


