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Institutional Reform and the

Informal Sector (IRIS) Project

Quarterly Report: January 1 - March 31, 1995

INTRODUCTION

The Institutional Reform and the Informa! Sector (IRIS) Project was authorized on May 24,
1990 through a cooperative agrcement 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 met 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 housc and the IRIS ncwsletter. 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

L. 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 e¢stablish and staff an office in Lithuania
to support this reform,

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

Nepal: Company Law. IRIS/Nepal would support the tabling of the Law, which
will depend og action by the Ministry of Industry.

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 the 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,

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

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

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 (o 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
beinz 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 Commitice 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
[ of the Polish Central Registries Project.

Egypt. A curriculum for a one-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 complcted.

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 lcgislative 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: Centract 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.

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. Internet. 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 on 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 Committee
for Scientific Research on March 15.

¢. 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 Project. A wmanual of
modei 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.

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 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.

c. Plans for next quarter

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

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 IR1S/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 aud begin preparations and background research for
sixth workshop on corporate governance.

Russia: Collateral Law. EBRD and IRIS would publisii the November
conference procecdings 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 1o a
full range of tools available for effective environmental policy making and a
special focus on the use of market incentives for achicving 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 cxtensive 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 11 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 proccedings
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 Scries.
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 Rescarch 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

l.

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, SUPIEZ, 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 countrics.

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 Rafuse were among the
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
coinparison.

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 LDCs 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.

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,” RIS
Working Paper No. 147, January, 1995,

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

Ramon Lopez and Leslic 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. SI.

Alexander S. Bim. Derek C. Jones and Thomas E. Weisskopf, "Privatization in
the Former Soviet Union and the New Russia.” ch. 11 in Privatization in
Central and Eastern_Europe. edited by Saul Estrin, Longman, London. 1994.
IRIS Reprint No. 52.

Derck C. Jones and Charles Rock. "Privatization in Bulgaria." ch. 13 in
Privatization in Central and Eastern Lurope, 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.” Structural
Change and 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 Putterman. "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, 1995. IRIS Reprint No. 59

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

None.

Expanding the knowledge base on the relationship between institutions and
economic growth 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 1. 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 foreign 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 in taxation and expenditurc patterns.

PROJECT IMPACT

Achievements During Quarter.

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 arc among those who attended a two-week
IRIS workshop in Ulaanbaatar on Economics and Environmental Policy, which
covered topics in legal, regulatory, and cconumic instraments 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 cxpenses. and subrogation. by which insurance
companies can assume the policy-holder’s right to collect damages from a third party.
In addition. Basanjav (hcad 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 on 27 February 1995 and organized
on behaif 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 a central
pledge registry. 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 Registrics Project.

Since the legal environment in which privatized companies and new companies must
operate requires a modernized banking sector that makes credit available to entrepreneurs,
the passage of the collateral law and implementation of the registry arc important in
Poland’s transition to a market cconomy. 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.

Po'and: Deposit Insurance. On February 17, a Bank Deposit Insurance Fund law became
offective in Poland. Since 1991, several USAID-financed programs, including IRIS,
played important rolzs in helping the Poles develop this fundamental institution. A major
aim of this assistance 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 meaiating the relationship between the National
Bank of Poland and the Ministry of Finance. The deposit insurance law represents the
first 5icp in the modernization of the Polish bunking sector.

Russia: Civil Code. Part I of Russia’s Civil Code became cffective on January 1,
marking a decisive break with past Soviet and Russian legislation by effectively
guaranteeing both frecdom 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 connunities and holding fora
where leading Western scholars could discuss the law with drafters, government officials,
judges, and businesspcople.

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 the member
nations as they develop their individual codes. IRIS lawyers advised on the legal
intricacies oi uniform commerciai legislation among the republics. Compatible law in the
cconomic 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
Il 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
fall.

Expanding IRIS's Effectiveness in Achieving Project Objectives

. Exploration of New Mission Buy-In Activities

a. Plans for reporting quarter

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

Egypt, Morocco. Exploration trip in the ficld 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 expericnce for the Central Asian Republics of the NIS.

Sri Lanka. Further communication with RIS 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

comnicrcial law,
b. 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 ficld. and produced a report and recommendations for USAID.

¢. 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/Ethiopiu its needs for an institutional reform
cffort.

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

Nepal. Negotiations with Nepal Mission to develop a contract 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.luct a study of the legal environment.

Sri Lanka. Preparations for expluration visit by IRI1S/India director.

West Bank. Follow-on activities are now under discussion.
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[RIS 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 the 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.

Updating Expertise Seminar for AlD

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 activitics best serve the IRIS mission.

Rule of Law/Governance Project

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-AlD sources of funding to carry out governance and rule of law research and technical
assistance activitics.

5. Good Government Conference

a. Plans for reporting quarter

IRIS would cxplore 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 PIO/T.

c¢. Plans for next quarter

Development of the content of the confercnce. 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
10/1/94-12/31/94 Total: 38 Total: 228
USAID: 6 USAID: 80
1/1/95-3/31/95 Total: 2] Total: 60
USAID: | USAID: 1

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 carly May.
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None.
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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.

Scholarships/internships

a. Activities planned for reporting quarter

The IRIS/IET 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 rescarch papers commissioned
previously.

¢. Activities planned for next quarter
Final selection of young scholars will be made, and placements arranged.

Other Issues:

Financial Data

To be suppliced.

5.

None.

Attachments
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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

L ADMINISTRATIVE DATA

Reporting Period: January 1. 1995 - March 31. 1995

BOA Number: ANE-0015-1019-00

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

Il PERFORMANCE INFORMATION

l. 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 li: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 resuits of policy analysis to the research community, to
politicians and government officials. to the media and the public in
[ndia through conferences and publications.

Relationship to USAID Program Strategy: The USAID program
strategy in India is to help India make progress towards sustainable
development by focusing or 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.

Progress toward Project Purpose 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

X




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
Quarter

Current
Status

Explanations

I — ——

Review Draft Policy Papers

B —— —————— ————————

Proposals

Revision of Best Policy Papers for 2 See Attachment [ 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 I

Analysis Program

Solicitation of Policy Analysis 2

Current Status Key:
(n Action Completed

(2) Aclion in process
)} Action delayed
4) Action canceled

Status of activities as defined in the delivery order.

X



Estimated

Planned Activities for Next Quarter Cumpletion Entity Responsible for Action
Date

Revision of Policy Papers 5/94 Scholars

Publishing Policy Papers in 6/94 IRIS

IRIS-India Working Paper Series.

Book 12/95 IRIS. Scholars and the Publisher

Solicitation of Policy Analysis 7/95 IRIS

Proposals.

Commissioning of Policy Papers. 9/95 [RIS. NIPFP

Advertising Policy Analvsis 9/96 Preparation of advertisements

Program. for Indian magazines and
newspapers. and a press release
on the program.

Planning of Distinguished Speaker 11/95 IRIS and NIPFP

Conterence to be held in November

1995.

Planning of Distinguished Speaker 1196 IRIS and NIPFP

Conterence to be held in January

1996.

Planning of Indo-American 9/96 IRIS

Scholarly Exchange Program.

Launching of Indo-American 6/95 IRIS

Scholarly Exchange Program.

Planning of Tele-Video Conference 9/95 IRIS and Worldnet TV

on "Democracy and Economic
Development: Friends or Enemies?"




B. Project Administration

Activities Planned for Reporting

Next Phase of IRIS/India Policy
Analysis Program.

Explanations

Current '
Quarter Status ~
Follow-On Work on Proposal for l 4

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

The contract was signed on March
16. 1995.

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

March 17-27, 1995.

Preparation of Program Brochure.

(3]

Preparation of Work Plan.

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

Preparation of Expenditure
Projection.

9

Current_Status Key:
n Action Completed
2) Action in process
(3) Action delayed
4 Action canceled




Estimated
Planned Activities for Next Quarter Completion Entity Responsible for Action
Date :
Finalization of Work Plan. 4/95 | IRIS |
Finalization of Expenditure 4/95 [RIS
Projection.
Revision of Program Brochure. 4/95 IRIS
Sub-contracting with NIPFP. 6/95 IRIS and NIPFP
Hiring Delhi-based 9/95 IRIS
Organization/Individual to take care
of Administrative Tasks in India.
Preparation of Marketing Materials 6/95 IRIS
for Indo-American Scholarly
Exchange Program.
Forming of Proposal Review 7195 IRIS
Committee.
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.  ATTACHMENTS

Attachment [;

4

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 Dethi) and Dr. Arindam Das-
Gupta (National Institute of Public Finance and Policy),
* "Reforms in Indian Income Tax Enforcement",

* "Tux Amnesties in India: A Theoretical and Empirical Analysis.”

* "Recent Trends in Income Tux Administration in the CIAT Countries."

* "Income Tax Lnforcement in Spain."

* "Reforms in Income Tux Enforcement in Mexico."
Dr. Kenneth Kletzer and Dr. Nirvikar Singh (Department of Economics. University of
California, Santa Cruz),

“Indian Fiscal Federalism: Political Economy 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 India: Potential Reforms and Problems".

Dr. Mrinal Datta Chaudhuri (Delhi School of Economics),
"Labor Markets as Social Institutions in India”.

Dr. Brian Fikkert (Department of Economics, University of Maryland),
"Reforming India's Technology Policies: The Impacts of Liberalization on Self-
Reliance and Welfare.”



Papers Completed:

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

Dr. Anand Gupta (Indian Institute of Management. Ahmedabad).
"Privatization and India’s Economic Reforms".

Dr. D.M. Nachane (Department of Economics. University of Bombay),
“Intellectual Properry Rights in the Uruguay Round: An Indian Perspective”,

Dr. Shashi Kolavalli (Indian Institute of Management, Ahmedabad),
"Options for Improving Performance of Irrigation Svstems in India".

Dr. Ramaswamy Aiyar (Institute for Financial Management and Rescarch. Madras)
and Dr. Hanumantha Rao (Institute for Financial Management and Research., Madras),
“Indian Energy Scene--Problems and Prospects”,

Dr. Isher Ahluwahlia (Center for Policy Research).
“Industrial and Trade Policy Reforms in India",

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

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

Papers Under Revision:

Dr. Govinda Rao (National Institute of Public Finance and Policy) and Dr. M.R.
Narayana (Institute for Social and Economic Change),
“Fiscal Reforms and the Role of Sub-Center Governments".

Dr. Ashok Gulati (National Council for Applied Economic Research), Dr. Pradeep
Sharma (Planning Commission) and Dr. Satu Kihkénen (IRIS),
"The Food Corporation of India: Successes and Failures in Indian Foodgrain
Marketing",

Dr. Dilip Mookherjee (Indian Statistical Institute, New Delhi) and Dr. Arindam Das-
Gupta (National Institute of Public Finance and Policy),
"Manpower Productivity and Organization in Tax Assessment."



Dr. E. Sridharan (Center for Policy Research).
"Coalition Theory and Indian Politics: Implications for Public Policy”,

Dr. Pradeep Agrawal (Indira Gandhi Institute of Development Research),
"Regulation and Reform of the Financial Sector in India: An Analysis of the

Underlving Incentives

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

e
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Quarterly Field Report: Lithuania

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

L.

PERFORMANCE INFORMATION

Project purpose suinmary 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.

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 cnable 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
that coilection is uncertain and enforcement 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.

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:

[ 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 0 expand its membersiiip 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 Collatcral 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 simultancously govern sccured 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 propricty of the "single law" notion, as well
as for commentary regarding a pending "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 {rom
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
ana Enterprise Secior 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

T



negotiations, and it has expressed an interest in keeping abreast of IRIS’s
progress. [RIS envisions that the World Bank may prove helpful in the
cvent 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 Current Explanations
Quarter Status

Formation of Work Group I Members selected, biosheets
enroute

Obtain "Nutarimas” from 2 Ministry of Justice already is

Lithuanian Government making the charged with reform of "Hipotek"

Group officially responsible for system and has promised to act

collateral law reform regarding speedily. However, drafters of the

movable property. current law are arguing that their
law can accommodate both types
of collateral.

Development of Substantive Work 1 Delivered to Group in March.

Plan. Group will use it to guide its
work.

Education of Group Members. 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 10 a Lithuanian
lawyers’ group on February 5. and
to the AmCham Luncheon on
March 30.

Current Status Key:
(n Action Completed

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

Estimated
Planned Activities for Next Quarter Completion Entity Responsible for Action
Date
Extract agreement from drafters of 6/95 IRIS/Lithuania
current law regarding separation of
movables from immovables.
Deliver Lithuanian language 4/95 IRIS/Lithuania
translations of Spanogle essay and
certain law review articles.
Expand Work Group to include 5/95 [RIS/Lithuania
drafters of current hipotekas law
and members of the Lithuanian
Commercial Bankers® Association.
Produce inventorization of 6/95 IRIS/Lithuania
conflicting statutory and regulatory
provisions and legislative
initiatives.




Produce at least one “consensus 6/95
building” article for local
publication or undertake one public
speaking engagement.

IRIS/Lithuania

for component tasks.

Obtain "nutarimas” referenced 6/95 IRIS/Lithuania
above.
Produce estimated completion dates 6/95 IRIS/Lithuania

B. Project Administration
Activities Planned for Reporting Current Explanations
Quarter Status

Rental of small office. ]

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 1
Finances.

IRIS maintains a local project
bank account and observes all
customary internal controls,
including receipts against all
withdrawals.

Current Status Key:

(n Action Completed
(2) Action in process
3) Action delayed
4) Action canceled



Estimated

Planned Activities for Next Quarter Completion Entity Responsible for Action
Date

Delivery of "General Periodic 5/5/95 John T. Corrigan

Report 2" to AID/Vilnius.

Purchase of additionai computer 5/31/95 IRIS/Lithuania

and printer. as well as dedicated

telephone line.

Obtain "laptop" computer to 4/10/95 IRIS/Central Europe

facilitate translations.

Prepare financial report and obtain 4/29/95 John T. Corrigan

replenishment of operating account,

Obtain completed "biosheets” from 5/1/95 [RIS/Lithuania

Lithuantan consultants.

I1L.

FINANCIAL DATA: To be supplied.
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Quarterly Field Report: Mongolia

L ADMINISTRATIVE DATA

Reporting Period: January | - 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 tunding delivery order: G/EG/SMIE

AID Office project: Institutional Reform and the Informal Sector (IRIS) Project

1. PERFORMANCE INFORMATION

1. Project purpose 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 institutional 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.

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 scctors 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,

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 fucus on the use of market incentives for achieving environmental
goals. Two Western specialists in environmental policy assisted the IRIS
staff in presenting sessions. A trip report describing the workshop in more
detail is attached as Appendix . The participants cxpressed interest in
continuing IRIS assistarce in this arca. especially in developing air quality
regulations in Ulaanbaatar that make extensive use of market incentives.

1
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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.
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 was heavily occupied with the

preparations for the Fourth Workshop.

Appendix 2.

Progress report

A.  Technical Implementation’

As part of preparation. Cynthia Clement,

A trip report is attached as

Activities Planned for Reporting

Quarter

Presentation of fourth workshop.
College Park.

Current
Status

ey

Explanations (Problems, steps to
resolve, etc.)

Thirty Mongolian decision-makers
with responsibilities for
environmental policy-making
attended a two-weck 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 1.

Background research on existing
institutions relevant to the fourth
workshop in Mongolia. including
State agencies. non-governmental
organizations, and other donor
projects. Ulaanbaatar.

Research includes interviews with
government officials.
representatives of non-
governmental organizations.
political parties. regulatory
agencies. academics. members of
parliament, and the foreign assis-
tance community.

Translation and compilation of laws
and documents relevant to the
fourth workshop, Ulaanbaatar.

Copies of these documents can be
accessed by contacting James
Anderson in Ulaanbaatar or
Georges Korsun in College Park.

Design of fourth workshop,
College Park.

Tasks included sclection of lectur-
ers, curriculum design, and lecture
preparations.

Status of activities as defined in the delivery order.

P



Logistical preparations for fourth
workshop. College Park and
Ulaanbaatar.

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 2 Advisory Council suggestions will

Council members on participants for be solicited and forwarded to the

fifth workshop. USAID Representative in April of
1995. along with evaluations
developed by IRIS staff,

Workshop development trip to 1 This trip is more fully described in

Mongolia by IRIS-College Park Appendix 2,

staff responsible for fifth workshop.

Development of follow-up technical 2 Work on developing procedures for

assistance as requested by workshop
participants and approved by the
USAID Representative in Mongolia.
Ulaanbaatar.

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.

e



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.

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

Talk at the English for Special
Purposes Institute on the
“Institutions of a Market Economy.”

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:
(1) Action Completed

(2) Aclion in process
(3 Action delayed
4) Action canceled

Planned Activities for Next Quarter

Conduct fifth workshop on
economics for the media.

e ———— ———

Estimated
Completion
Date

6/3/5 IRIS-Mongolia

Entity Responsible for Action

research tor sixth workshop on
corporate governance.

Solicit Advisory Council members 4/30/95 Advisory Council: IRIS-Mon-
for suggestion about participants for golia

fifth workshop.

Identification of counterpart agency 4/30/95 [RIS-Mongolia

in Mongolia to host fifth workshop

and provide logistical assistance.

Begin preparations and background 6/30/95 IRIS-Mongolia

PRy
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incremental funding for the
remainder of project and extend the
completion date to May 1996.

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 PIOT to release 2 Request to USAID Representative

made in August 1994, Action
commenced in October. Still
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:

(N Action Completed
(2) Action in process
3 Action dclayed
(4) Action canceled



Estimated

Planned Activities for Next Quarter Completion Entity Responsible for Action
Date

Travel to Beijing for the acquisition 6/30/95 [RIS-Mongolia

of supplies.

Submit proposal for additional 6/30/95 IRIS-College Park and

technical assistance after
completion of they buy-in. at the
request of the USAID Mission
Representative.

Mongolia Staff,

3. Other problems/issues and intcided 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.

[II. EINANCIAL DATA

To be supplied.
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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 Maiyland 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 new
environmental 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 issucs of
monitcring 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 liberalization on
environmental interests. Finally, an illustration of the range of available institutional
responses was provided in a case study on the development of air pollution conirols.

After some introductory miaterial 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 wiili 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 S) 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 Adininistration. the Technical
University, the Central Environmental Lab, and the Office of Standards and Measurements.
NGOr'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 effectiveness. More
generally, we realized that Mongolia-based workshops. because they involve so many more
pasticipants (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



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 Cluck 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 tireiess contributions. We greatly appreciated thc contribudion of
Mrs. Yanjemaa. who maintained her impeccably high standards for interpretation. Thanks

' For example, the Government was discussing the General Environmental Law as our workshop
was taking place: several of the participants, who were responsible for the draft law, were called to testify,

- 3 -

-V



are due also to our local counterpart for this seminar. the Ministry of Nature and

Environment. for their cooperation in providing facilities and funding the travel expenses
of participants from outside Ulaanbaatar.



ATTACHMENT II

During January. 1995. Cynthia Clement. Workshop Coordinator. travelled to Ulaanbaatar,
Mongolia. to prepare for a workshop to be held later this vear 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 May.

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 Mongolia. Questions 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
lo contribute articles on specific cconomic 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. sccurities 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
IRIS_Mongolia Project’s conviction that a combination 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 cconomic 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 wiiiy key people was made 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. Sarantuya. 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-Chicf. Il Tovchoo 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-Chie{, Unen, Mongolian People’s Revolutionary Party newspaper
Batsuur, entrepreneur attempting to start independent television programming venture

D. Tsedevsuren, General Director, Ulaanbaatar TV Company



lljira Halasz, Reuters Correspondent in Mongolia
Peter Hannam. China Correspondent. The Journal of Commerce
Susan Lawrence. Beijing Burcau Chief. U.S. News and World Report

Sheldon Severinghaus. Field Representative in Mongolia. The. Asia Foundation



ATTACHMENT III

January 11, 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 Mongolia? 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

Aok

January 20. 1995

P. Purevsuren
“Government News"

Dear Mr. Purevsuren:
I'am happy to provide answers to the questions of your January 11 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. RIS 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. [n 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. The goal of the Mongolia project is to
strengthen the capacity of Mongolian decision-makers to carry out the institutional reforms
necessary tor a well-functioning market economv. 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. intemmational 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. we will hold two additional workshops on
economics for the members of the media. and the institutions affecting corporate governarce.
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
cnvironmental 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 the 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 environinent. As Mongolia mouves 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



the workshop sessions with the Mongolian participants. For example. we had 2 law
professors and 2 cconomists 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 [ received my Bachelor's degree. | worked briefly as a
financial analyst at the Unisys Corporation before returning to graduate school at the
University of Maryland in College Park. where 1 studied industrial organization and economic
development. 1 first came to Mongolia in February 1993, and came back in July 1993 10
serve as the ficld coordinator. I enjoy my job because 1 always get to learn new things and
meet new people. [ 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

I ADMINISTRATIVE DATA

Reporting Period:  January 1. 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

IL. PERFORMANCE INFORMATION

. Project purpose summaryv statement:

A.

Project 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.

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

Progress toward Project 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 20, 1995, the first PDC meeting under the new government was
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
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program for capital market development. The minutes of the meeting are attached
as Annex [.

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 activitics.

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 Dircctor 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 [RIS-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 Il 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 is awaiting
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
S0 as to devote more time to the running of the expanded IRIS-Nepal office. The
Government has recently designated him as perminen: 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



and Administration. Tribhuvan University. A copy of the paper is attached with this

report.

Progress Report

A. Technical Implementation
Activities Planned for Current Explanations
Reporting Quarter Status
Tabling of Company Law 2 The new Government has decided
to push ahead with this legislation
in the next session of Parliament.
which begins in June.
Tabling of Consumer 2 This is a top priority for the new
Protection Act Government for the June session.
Assistance in establishing a 2 PDC is to review this commitment
Central Depository System at after the Annual General Meeting
the Nepal Stock Exchange of the Stock Exchange which is
expected to implement [RIS
recommendations.
Banking Reform— 3 The PDC deferred assistance
Commercial decision on the two state-owned
commercial banks.
Banking Reform — Grameen 2 Assistance being considered for
two Government owned and two
NGO owned rural banks.
Policy Analysis Wing 4 Final reports presented. Unlikely
(PAW) assessment studies to extend this provision in the near
future.
4 The new Government is not
Credit Rating Agency interested in pursuing the
establishment of this agency.
Liaison with Government 2 IRIS representative helping
officials 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.
3



Activities Planned for Current Explanations
Reporting Quarter Status
Completion of Contract Law 2 PDC 10 identify client Ministry.
Final draft of legislation to be
completed in the next quarter.
Janakpur Women's 2 Business development activity
Development Project TOR initiated by IRIS after expanding
preparation office and staff. Not a scheduled
activity for this quarter.
Business Consultancy 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 2 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 Estimated Entity Responsible for
Next Quarter Completion Date 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 on-going Stock Exchange / Securities
Service at Nepal Stock Exchange Exchange Board / Andrew
Haber (IRIS consultant)
Ranking Reform—Grameen on-going Nepal Rastra Bank
Review Foreign Investment July 1995 National Planning
Provisions in Industrial Enterprise Commission
Act




Review problems on policies and July 1995 Ministry of Commerce

procedure for exports of small

businesses

Review need for Commission Law June 1995 MOF/IRIS

Pursue Build-Operate-Transfer not definite National Planning

(BOT) legislation -Commission/IRIS

TOR preparation and contract May 1995 [RIS/Nepai

finalization for assistance to

Janakpur Women's Development

Project

Project Newsletter May 1995 IRIS/Nepal

B. Project Administration
Activities Planned for Current Explanation
Reporting Quarter Status

ELP Secretariat Support 2 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.

E-mail Address change ! New address:
[RIS@IRISPC.MOS.COM.NP

Activities Planned for Estimated Entity Responsible for Action

Next Quarter

Completion Date

Negotiations on Nepal V May 1995 USAID/IRIS
[nstall new phone line and system June 1995 IRIS/Nepal
Install E-mail for new staff June 1995 IRIS/Nepal
Make provisions to acquire two May 1995 IRIS/Nepal
additional Personal Computers

Current Status Key:

(1) Action Conipleted

(2) Action in process

(3) Action delayed

(4) Action canceled

5
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3. Outstanding problems and issues and intended steps toward resolution

Currently no outstanding problems.
III. FINANCIAL DATA: To be supplied.

IV. ATTACHMENTS:

[6th PDC meeting minutes
List of ELP business-related programs

“"Economic Reform in Nepal: A Cursory
Assessment"”

l
2
3



Annex |
16th PDC Meeting Minureg

Dae Monday. Mareh 20, 1v9s

Time 0 p.an.

Venue : Econonne Liberalizanon ProjecyIRIS Cenre
Koteswor, Teenkune. Kathimanau

Present:

Hon. Khanat. DR, Chairman Member. Nationg Planning Commuission
Mr. Tiwar, N R, Member Secretary. Nutiong| Planning Comnussion
Dr. Thapa. Goving Member Advisor, Ministry o Finance

Dr. Rajkarmikar, 1 R. 0 Member Depury Guovernor, Nepal Rasira Bank
Mr. Devkota, B.K, Member Ju Secretary, Minisiry or 1w

Mr. Chaudhary. 3 K. Yember Chairman. BDC

Dr. Cohen. N . Meniber Project Otticer, USATYN

Ms. Banskora, s USAID

Do Dixit, 12Ny Director - (118

Mr. Basnvar. N K. Advisor, RIS

Ms. Thupa. s. BDC Coordinaror

MS. Tuladhar, A K .\1cnlfx‘l'-.\'ccrclur}' PDC-Coordinator

Absent :

Mr. Koirala, B.p, Member Joing Seeretary, Ministry o Indusiry
Mr. Devkota, 1., Member Joint Seeretary, Ministry o Commeree
Representative Member Department o Feononues, T.U.
Agenda

. Ratificanon of New Membership

2. Status ot Exisung Proposals

Ao New Proposys

3. Miscellancous

The new members were welcomed by the Project Officer. Dr. Neal Cohen who also briefed the
commitice members about the project and its various activities, The Chairman welcomed all
members present and since the quorum was established. started the meenng ag 305 p.n. Inline
with the circulated agenda. the following discussions and decisions wepe made,

L. Ratification of New Membership

A list of new members represenung the difterent Lovernment insinunong was (abled, Accordingly,
the list of new PNC membership was raufied as tollows;

Hon. Khanal, 13.:. Chairman Member, Mationaj Planning Commission
wIr. Tiwari, N.R. Member Sccrcmry. Nationaj Plunmng Comnussion
Dr. Thapa. Govind Member Advisor, Minisiry o1 Finance



Dr. Raikarnikar, P R, “lember Denuty Gawernor, Nepal Rasira Bank

Mr. Devkota, B.K. Member loint Sceretary, Ministry op 1w

Mr. Kowraia, BP9, Member Ioint Seeretary. Minwiry o Industry
Mr. Devkota, 1, Memper loint Seeretary, Minstry of Commeree
Representative Member Dept. or Econonues, T.U

Mr. Chaudhary, B K. lember Chairman. B¢

Dr. Cohien. N Member Project Otticer., LUSANYN
2. Status or Ongoing Projects

The members were hricted abow ngoIng projects and necded gOVErmnent action on each ol the
projects. Discussion and necded tollow-up acton was decided on the tollowing projects:

ay Company Law: PIC w gy pricted about the compietion of 1he dratting o company law and the
need tor tanling i i e upcoming parnament sesston,  Mhe issue of wiether 1o table the legistation
dsanamenament or g new Acr wos rassed. lewas then decnded that ine Chairman shall discuss

heseassues win the Dr Bl Clhialise. Seeretary o Ministry oy Indusir

by Contract Law: Jhe commuttee as intormed that (he dratting ot the Contraer Law is in process.
Since this legrstation docs nor have g client nunistry ay Yetawas decrded that ihe Chairman shall
discuss wih the Seeretary o Minisiry of Industry on his issue,

¢) Consumer Protection Act: The comnuree was intormed thay g nleetne was being held at Dr,
Khanat s otrice wih ihe aecretaries of Minisiry of [aw angd Ministry o Supplies to discuss the
dratt ol the Act.

&) Comnussion Law: e Charrman expressed his inkerest in dratting o1 g comnussion law. Since
the IRIS ottice could not locare 4 comparable act among oer countries. it was decided that firsg 3
study shall be undertaken 1o Betier understand the concept ot a comnmussion law, (o exanune the
problems taced in this revard and to look into the fegal tramework for dddressing ihese issues. My,
Shambhu Khanai o Minisiry o1 Finanee has been designated as ihe conract person 1n developing
the Terms o Reterence tor ihe SIUUyY,

¢ Foreign Exchange Regutations Al Mr, Chaudhary renteraed the need tor the government 1o
review the Foreign Exchange Regulations Act Mr. Chaudhary was of the opinion that current act
Was notin line with the libera cconomic policy being adopted by the Guvernment and is impeding
foreign trade. e, Rajkarmikar informed the commuttee 1hat an amendment s in process and also
requested FNCCI 19 prepare a statemeny notng problenis and any other issues heing taced by the
private sector with regard to this.

iv) Privatizatio/BOT Modalities 1or Intrasiructure Projects

a) Privauzation; The Lomnutiee was apprised of the project’s assistance to the Privatization cell ot
the Ministry ot Finanee by way of techpical dssistance and wraining suppon. It was then decided
that since there will not be privatization moves ANy major companies soon and since the Nepali
statt are capable ot undertaking (he privatization process by themselves, there will not be an
immediate need for g Long Term Advisor (LTA). LTA services IS one major component of ELP

I



upport o the privanzanon celf. Henee. 1 was agreed that k. Mubport ihrougn Intrados (o the
privatization ceil shall be termunated. However, 1t and when needed. any suppon neced lora
Spectic privaizanon ettort shal} he brought in through RIS,

M1 BOT Modalites 1or Inirastructure Proiects: The comnnnee decided 1o revive 1he commuitiee on
BOT Modaliues unaer the L‘hulrmunsmp ol the Sccrclur}' ot the Nanonat I’lunmm_.' Cumnussion
which had been tormed 1n e tast PHC meeung. The commintee stall ook o the legal and
CEONONNC 1ssues tor mtroduction o1 BOT LVpe ot itrasiruciure projects,

3. New Proposais:

i) Training Support tor ¢ raeen Finaneine Proieets

The commuttee was bricted abour ihe proposals 1or tratmnge trom e Kasiern Rural Development
Bank. Far Western Rurai Pevetopment Bank, Centre 1or Sustainanie Development ang Nirdhan,
USAID wnancared thar i i anared ot high priorny 1or e MISsIon - eiven the current ocuy an
women and micro-cnterprise desclopment. It was then dearded that winge the commitiee approves
the idea o1 supporting CHaieen rrojects i princInte. o aetatled e dSSISlance program. both
Orthe NGO as wetl as e hans, shall be diseussed wih )y Khanat ana 1y, Raikarnikar,

W) Caprat Markers

Proposals trom Brokers Awocration, Seeurities kxchange Boarg, DPS Publications. and Nepal
Stock Exchange on Intormaton dissemination and investor cducation were discussed brietlv. I
Was subsequently decided that o \uncomnutiee compnsing o1 Dr. Pushpa Rajkarnikar. Dr, Govind
Thapa. Shubha Banskora and Anita Tuladhar will review the Terms o Reference and finalize the
proposals. It was also decided that ater the Annual General Meetng of e Stock Exchange s
held and needed amendments dre made 1o the bye-laws of e Exchange. Ravi Peiris will be inviled
to follow-up on the recommendanons made carlier and 10 ininage preparatory work for the Central
Depostory Sysiem,

4. Miscellaneous
L_Privatzaton Sempnar: The camninee was mtormed ahour e Proposal trom Awareness Nepal

O conduct a4 seminar on privatizanon. [t was then decided that o Terms o Reference will b
developed and proposals shatl be sought on g compentive basis 1o hold this seiminar,

1) Probiems on Expon Procedures: Given the problems being tacey by businessmen. especiatly in
the handicratts sector, while exporung their products. 1 was decided that @ study will pe
undenaken 1o review the problems in export procedures,  Trade Promouon Centre shall e
conracted with regard to this Study and Mr. Lava Devkora shall be the main contact person in
underaking this study,

ii) Review of Forgign investment and One Window Policies: Dr. Khana expressed his interest in
reviewing the industrial policy including the impact of removing minimum fixed capital investment
of Rs. 20 million for orzgn investment., tomparauve review of incemives and facilities being
given 1o foreign investors and problems associated with the One Window svstem. A Terms of
Reference shall he developed o look into these Issues. Dr. Neal Colien shall also ask for literawee
on foreign investment incentives from AID missions in neighbouring countries,




v Urban Microenierprise Einancing Program: ACCION Model: A summary ot the ACCION
model. an urban icroeniemnise lending program. wiich is succestully being implemented in l.aun
Amenca was disiributed a it meeung. The commutee shail look my) the possiiity o Jurther
work in this area in the next meehing.

yadmpact o Liberaiizanon: A proposal trom Dr, Roop Khadka tor publishing a ook on ¢cononue
1ssues and the impact of liberanzation on different Sectors was discussed. [t wag agreed that such
an effon is needed ang that duterent Wriers. cuch with a special secroral expertise should write
technical papers on the respective seetors which could then pe presented at a national senmnar and
comptled into a nook torm. This could be one of the projects ettorts in e long term,

yi Policy Analyvas Wing: e Lomnuee was mtormed that gge poticy unalysis wing (PAW),
previously housed at the Nanona Planning Comnnssion, hagd conducied sonie studies 10 provide
quick anafvsis and recommendauons on sector SPECHic: poliey 1ssues. However, the PAW iy
presently non-exisient and 1t ihe commitee s omterested ina sy cHort. then some sector
SPECHC POlICY 1ssues would necy (o beadenutied first,

Atthe ena on the meenne., 1w ( sdrman manked all memeers Present and concluded (he meeuny i
330 p.m.

Submitted Byv.

—_
Ms. Anita K. Tuladhar
Member Sceretary
April 4. 1995



Annex [

ELP's Business Related Programs

a. Past Programs

Undertaken /Underway

l. Management Training for Business Executives

Type ot «enu e
Focny:

Targer 2royp

Total parucipans,

On-the job, continuing education traming
Protessionat Management | evelopment

Mid feved managers o1 smatl scale privaee ttanuly owned) husiness
SRIRIPrISes

"2, covering three districts @ K. Pokhara. Hetauda
Traiming was held at: Pokhara-1 . Kathmandu-2. and Hetauda- 1 as an
axperimental elton)

Parucipants Orzanizanon pronje:

Imiplenenting Avencies:

Program Outcome:

Small o medium sized private businesses
Representaton rom service sector ( Hotels. Travel. Airline. news mediay;
manutactunng (consumer durable/non durable gouds)

Tribhuvan University- School of nlanagement conducted 2 training
NASC conducted two (ramnings

4 percent panticipants directly applied the tratning 1nputs to their

work

Each parucipants’ inpuvinitiation as 4 result ol the

-properly allocated tunds leading to better tinancial performance

-control ot stock and inventory:

-achieved higher sales thro' appropriate marketing strategies

-lapped new customers by realizing the imponance of an aggressive sales
promotion and effective PR

-Better pertoraiance. less absentectsm ot employees as a result of
imnroved verical communication and delegadon of authority




Present Stuiny:

Abridemg contract was Hened between b1 PS ny CDM-TU 10 develop
FUITICUIUM Maseu I past experience, M tocus on g ong term program.

2. Business Literacy Program

Tvpe o1 service:

Focus:

Turget sronp:
Towt pariciogn

fpiemenin s
Avency:

Parucipant disiricrs:

Program Ouicome:

Staws:

Provided fraining based on their Beed tor e.g.: on hasic functional areas
ol business, surdance as how 1o ‘create new husinesses ' or 1o improve
Your exisung husiness

Business Lateraey, }imrcprcncurxnlp developmeny tramning tor micro-
vhterprises ana small scale busimesses the district levels

Potenual entreprencurs, CXISHNE entreprencurs
M PAICIDANGS tron 1en aisiricrs

District Cohampers ol Commeree & Indusiries

Palpa. Damak. Makwanpur, Siddarthanagar, Lalitpur. Kailali. Pokhara,
Morang. Nuarayvangarh, Bireun

“ Opened micro businesses.

* Improved etticiency o business (1.e. staned keeping methodological
dccouning records)

* Developed entreprencunal trans. explornng new ideas ang husiness
ventures

The evatuauon ol the program conducied in () districts tound the
training to be usetul, bu emphasized the need o develop a ol package
OnMUCro enterprise Support which inciudes several areas such as

consultancey. in skill deve., feehnology know-low, marketing and possibly

dceess o credit. A tull package will carer 1o thetr overall need. rather
than one service at a ume.

Alpresent. we are working with Small Business Promouon Project
(SBPP) to pursue this idea, tind modalitics as how we could develop a
program which is beneticial for nuerg entreprenceurs.

3. Support for Pre-MBA. MBA program

Tvpe of service;

Financially supported the Universiy by providing scholarship to 17
students tor the Pre-MBA program. Following the completion of the |
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sear Pre-MBAL 10 vudents were graned scholarsiup w connnue therr
MBA program

Focus: Encouraging Business cducanon” and Supporting the tirst private sector
Universiy i Nepal providing a Business deyree

Turget group: Students representing varous districts o1 Nepal
Implemennne Azeney: Schoor of Management, Kathmandu University
Program Owmicome: Professionally trained business Sudents cupahle of working tor the

pavate sector

4. Strenmheninu the District level business activities

o Tvpe orsera Provnaed mstitutionat Supporr-otiee caupiments 1o 24 District
shampoers o Commerce ana Industries
Focues: Business strengthening ar e distriet oy o
Outcome, e weid cquipped DCCI's have peen anie o provide hetter SCIVICE 10 the

local business collimunmty

o Tipe o service: Conducted Industrial Lxhibition. displaving major products of
the respective distriets
Focus: ANSISUparticipants i butlding truniul busipess contacts with the
huvers
Turget Lroup; ocal Business people wuh representation rom the districts
Venne: Palpa. Kathmanau
Program Outcome: Participant business tirms enoyed good sale and production orders tor

their poods

o Tvpe or Service: Lastern and Western regronal conferences
Focus: The rore o1 private sector in the liheral CConomy
Targer group: lLocal businesspeople
o Type of service: Published Monthiy Newstetter- Highlighes
Focus: Highlights ot perunent eeononie and poliey 1ssues
Turger group: Circulated 10 all BDC members, trade/commodity association and

District Chambers ot Commerce

4, Others/miscellaneous:

. Type of service: Financial suppoit tor FNCCI delegation’s visit to India and
Bangladesh



Foeny; Encourage private sector participation at Conterences,
workshops and  study 1ours 1n business development areas.

Orgamizine Aveney: FNCCI mempers Businessmen)

o Tpe ot vervice: Supported Waorkshop tatlored top improving Micro
Entreprencurs business uperation

Focus: Semi-rural women nmicro-entreprencurs
Implemennn e ageney - Women Entreprencurs Assoctation Nepal IWEAN)
----------- XX

b. Present Work Areas:

1. Business Education Program

Type or vervice, On-the job, continuing educarion training

Focny: Professional Managemen Development in Nepal

Tureet croup: Mid lev el managers of smatl scale private cianuly owned) business
cnlerprises

Present St : Central Depanimient ot Management- TU. wun the support ol a technical

CONIMINCe Comprising o1 private seclor representanves are working on
developtng a package tor the long rerm program. The curmiculum is
modutied as a result of the evaluaton o iy program. The package 15
aiming o be more as a hands-on-tvpe o g program tor practicing
managers. rather than the traditional IYpe ot rainings

2. Business Development Consultancy Services

Tvpe of service: One-on-one consulting/support services

Focus: -L.ocat Business Consultancy fexpert assistance i various areas
O busiiicss operations . Business People helping business
propte")

-Technical skill development



Tureer 2ronp: Smait Business Enterprises. producer Lroups

Wark vircaav done:
-Women producer sroups oF three districts- Tehrathum, Dhankuta and
Biratnagar in proguct development ang butlding markenng links

-Paper products- provided consultaney to o Nepali paper manutacturer in
developing a Markeung plan” for their products

lmpact;
* Producer groups recerved orders from buyers in Kathmandy
" In-house consultaney enhaneed the etliciency of their operaton: better
decounting. pricing. quality improvement
“ One group rrom Teherathum recerved a contract tor production tor o
sear

Work inacr aivcission:
-Product us\‘ch)pmcnl/nmrkcung SUPPOTT IO women producer groups ol
Makwanpur and Palpa distners
-Markeung suppor 1o group members ol the Ryral Grameen Banks
-Develop Unitorm dccounung system tor small hotels & lodges- Hotel
Assoc. Nepal

3. Skill and Product Development for Export Market
Tvpe of service: Provide technical assistance on products. market needs. designs and

establishing contacts n oter couniries tor three export orienied
products: Nepali woolen camets. handmade paper and silver Jewelry

mplemoentin Central Carpet industries Assacitton Nepal TCCTANY. Handicratt
Avencres Assoc. Nepal (HAN)

Beneticiaries: Members tEntreprencursy of the wo associations CCIAN. HAN
Status: Waork is underwav. Internauonal Markeung and Communication Corp.

(IMCC). a consulting firm based inthe US, is the foreign counterpart of
the implemenung agencies. A team ot product development and
Marketing specialists work in cach product line with the respective
associations



4. Business information Media Program

Tvpe of Sermvice: Radio Program: Advice on how 10 Setup your own business at the
district fevel. highiight ahout apportunities in various small scale &
nucro-enierprises, and business related mlormation,

TV program: Highlights present econonne policies and issyes.
husmcwmdustry related sector specitic coverage, women owned and
MICTO business enterprises examples. business news/events of the past
une week, and review of the weekly stock marker,

Articles on print mnedia - Policy 1ssues. “eekly market news, suceess
MOTIES O enterprising entreprencurs. businessarade refated intormauon
protite

Implenentn Acency v ederanon ol Nepat Chamber o Commeree and Indusiries (FNCCH

Benericuiries: For radio prosram- rural people who need aceess 10 information relating
W various ficld ol business i.c. d8ra.ccottage & smallscale

For TV and Print medig- Urban peopie

Status: The media program continues for three more months. This type ol
program s needed as there 1s no relevant intormation about the business
scenarto of Nepal,

S. Business Advisors Program

Focus: Various Management areas such as Finanee, Accounting, Marketing,
HRD. Management, Training

Target zroup: Small/medium sized husiness enterprises

Type of service: One-on-one consulting service for a period of 1en months provided by
US MBA students

Past asstgnments Year 1993.94

-Surya Silk Pvt. Lid.

-National Finance and Savings Co. Lid.

-Mahaguthi (Handicratt retailer/exporter)
Year 1994-95

-Himalavan Health Food P, Lid.

- Nepal Finance and Savings

- Association of Craft Producers

- FNCCI
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Abstract

The paper provides a4 synopsis and assessment of the economic reform programs
bursued by the Governiment of Nepal during the last four years. It indicates that there
has been substantal liberalization in external trade policy and the financial sector.
But, problems in implementation have hampered the effectiveness of raforme in tax
and industnal policies. The paper proposes that the Government give immediate
attention to fiscal austenty as well as 1o monitoring and supervision of the financial
market. It concludes by suggesting that future eiphasis e on sound economic

policies that are developed transparently and are consistent with (he global economic
oMmviraniment,

1 Papei presen‘ad at the "Spmiaar »n Fiscal and Manetary rulicy in Nepal”, March 8, 1998, Center for
Economic Development and Administration, Tribhuvan University, Kathmandu.

2 The author is Director, IRIS-Nepal Projact, University of Maryland, USA. Ha is currently on leave from
the Economic Research Service, U.S. Department of Agriculture, Washington, 0OC.
expressed in this paper are those of the author and do not nec
institutions he isg affiliated with,



-EXECUTIVE SUMMARY

Introduction

0. The brimary objective of this haper 1s to provide a cursory assessment of the
economic reform programs pursued by the Government of Nepal during the last
four years. In doing so, the paper briefly reviews the policies and programs that
were implemanted during the period under analysis and proposes a guideline for
future course of action,

Economic Policy Changes in the 1990s

0. Much of the econonic reform program that took place in the 1990’s was under
the joint auspices of the Cight Plan prepared by the National Planning
Commussion  and the Extended Structural Adjustment Facility (ESAF)
arrangement ot the International Manetary Fund. Changesin the alabal political
and econonc chmate made it easier for the Nepali Congress Government to
pursue reforms at a pace faster than previousiy:;

0. A wide array of external and trade policy reform was undertaken, The dual
exchange rate was aholished, quantitative restnctons and import licenses were
eliminated, peak tanf{ rates were lowereq by more than halr to 110 percent,
and export procedures were simplified with facilities for duty draw back and
simpler documentation:

0. The disarray that existed in the tax system was one of the primary concerns of
the previous Government, The Eight Amendmenn to the Income Tax Act which
introduced the self-assessment scheme was the center piece of the reform
agenda. Some gther reform initiatives on direct taxes mcluded lowering the
Corporate income tax rate to 35 percent and reducing the nimimum personal
income tax rate to T0percent. On indirect taxes, the numter of excisable items
fell to 6 and the sales tax siabs were reduced to 2;

0. Reforms in the financial sector was Nepal’'s most visible foray into eeconomic
liberalization. Four new banks and 13 finance companies have come into
operation in the Iast four years. The capital market qot a hoost with the
establishment of the Securities Exchange Board and the opening of a trading
floor at the Nepal Stock Exchange in January 1994.

0. The introduction of the Industrial Enterprise Act, 1992 wag the center pieces
of the industrial policy reform agenda. The act and the associated policy
changes simplified considerably the registration ang licensing procedures, The
subscquent Foreinn investment and Technolcgy Transfer Act Opened up toreign

industrial invastments, Specified terms ang conditions for repatriation of profits,
and engineered the one-window pholicy;



0 Privatuzation broceedings were completed on 10 of the 62 public enterprises
(PEs} in two phases. For those FES remamning in the public sector, the
Government alloweq yreater managenal autonomy ang more flexible pricing
policies. Fertilizer and petroleum product brices. clectricity tariffs, and water
charges wern consequently raised:

0. Reforms m the agricultural sector has heen slow n coming.  The boldest
initiative was in 1992 when the Government allowaed imports of selected
fertilizers by the private seclor;

Assessing the Economic Impacts of Reform

0. Very little statstical analysis has been done to-date to isolate the effects of
econonuic retorm. As such, one should be cautious in attributing the changes
iN economic idicators to the process of economic reform. Moreover, recent
empirical evidencea suggests that it has taken Asian countrning four to five vears
to show the frints of feconomic reform:

0. Non-aaricultural Gross Domestic Product (GDP) during the last three years (Y
1991/92 to FY 1993/94) grew by 7.6 percent compared to 5.5 percent in the
second half of the fist decade. The share of industry in GDP rose from 11.3
percentin FY 1981/82 10 15.9 percentin FY 1992/93. T4 the extent that most
of the liberalization efforts have been focused in the mndustry and services
sectors, these statistics suggest that some of the effects of economic reform
may be starting to come through;

0. Internal revenuge mobilization in the last two fiscal years increased at an average
annual rate of more than 25 percent. The ratio of tax revenue (o GDP rose
from 9.2 percent in FY 1991/92 (o 10.3 percent in FY 1993/94. The tax effort
is expected to reach 11.2 percent in FY 1994/95, Government angd business

officials attnibure these increases in revenue 1o the tax reform efforts
undertaken:

0. The average annual growth in exports more than tnpled from 14.4 percent
during FYs 1986.90 to 42.3 percent during FYs 199194, The share of
manufacturing exports rose from 82.7 percent to 88.7 percent during the last
four yvears. These statistics, alonyg with the estimates of greater than unitary
export elasticity with respect to the exchange rate, mdicate that the dual
exchange rate system had a considerable anti-export tias;

0. The structure of imports has not, however, changed despite reductions in
Custom duties for industrial raw material and capital yoods. This suggests that

liberalization in the trade regime has bromoted imports of products not
necessariy usad for mdustrial growth;

o. The impacts of reform are very visible in the financial sector. Nearly 20 new
banks and finance companies have entered the market since 1992, and the



nominal interest rate dropped from 21 1o 15 percant during the last two years.
The growth in the Caprtal market has also been substantial: the volume of public
issues in the primary market quadrupled in one year, and the total turnover at
the Nepal Stock Exchange during the last 12 months was more than triple the
combined value i the last 13 years:

0. Over 3,000 industrial units WEre registered between July 1991 ang May 1994,
The total in FY 1891/92 and FY 1992/93 was more than double that in the two
previous years. 153 joint venture units--62 percent of the total since 1975.-
have been registered since March 1992;

0. The growrh in domestic airline traffic during the last three years has been one
of the more discernible elements of industrial nolicy reform. In two years since
the introduction of private airlines, domestic passenger volume doubled while

cargo shipment qQuadrupled. RNAC's domestic market share hag fallen to 36
percent:

0. Public enterpnses that have been hrivauzed are making new mvestments and
increasma their net worth. Investments n Bhrikuti paper ang Harisiddhi Brick
alone inFY 1993/94 were alimost 50 percent higher than cumulative investment
by Government in alf the privatized firmsg through FY 1992/93. The net worth
of the privauzed firms 1s 45 percent higher than prior to privatization:

0. Nearly 800 new Job opportunities have been generatey by the privatized firms
so far. Bhrikut Paper and Harisiddhi Brick togather expect to create 1

What Next on Economic Reform?

0. The first and foremost task for the Government IS to continue on a path of
fiscal austerity. It shouly concentrate on curtailing the growth in regular
expenditures ang bringing the size of the budget in line with resource
availabilities and implementing Capacities. This g especially true for the new

government which is committed to populist programs such as foog subsidies,
land reform, ang employment banks;

rates. Replacement of the octroi an¢ changes in the wealth tax should also be

considcred. From g global competition Perspective, how soon these changes
can be implemented is as important as what needs tg be done

.
’

0. Capital account convertibility and tloating the Nepali currency vi-a-vis the Indiap
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Rupee have been notly” debated locally. ‘Yhile both of these are inevitable
within the next fow years, additional homewogrk is needed tn understand the
trade structure, especially with respect to India. Fiscal stability and financial
Sector strenathening are the keys to nither movao;

0. Improvemenis in customs valuation and rationalization of the tariff structure
should alsn continue. Tariff changes, howaver, should he hased on long-run
economy-wide goals that are conceptually consistent rather than knee-jerk
reactions to business and industry interests. Possible accession to the World
Trading Organization (WTO) should be kept in mind while designing policy
changes;

0. Banks and financial institutions have mushroomed in the last three years
without due consideration to deposit insurance. The future could be costly for
both investors ang the exchequer tniess the Nepal Rasira Bank can provide
proper monitoring and supervision, In this context, it might be judicious for the
central bank to review its policy of conunuing to invest in business ventures like
insuranco companies, financial in[ermediaries, stock exchanges, research
organizations, and the hke.,

0. Irivestor protecuon s an issue of prime concern for the capital market as well,
Institution and capacity building shoutd be considered for the Seccurities
Exchange Board ang the Nepal Stock Exchange, Besides, the mandate of the
various regulatory mnstitutions, including the Nepal Rastra Bank, the Securities
Exchange Board, and the Company Registrar’s Office. should be clearly
demarcated. The Nepal Stock Exchange also should more carefully monitor

activities of brokers angj market makers, especially larger players like the NIDC
Capital Marker,

0. Three issues need to be quickly looked into regarding industrial policy: i) further
improve registration and licensing procedures for both domestic and foreign
investments, 1j) review the tax exemptions givenin the Industrial Enterprise Act,
and iii) eliminate the Rs. 20 mullion minimum capital reguirement on foreign
investments except for a pre-deterimimed neygative list:

0. A properly functlonmg legal system is essential for Sustaining the process ol
economic reform. Two legisfation that have farge bearing on economic
decision~making--Cumpany Law and Contract Law--have to be amended soon
if the process of economic liberalization is tq be sustained. Other legislative
reforms that impinge on business promotion, such as anti-trust, exit policy,
labor laws, an consumer protection, shouly also be given due consideration,

Lessons

0. While the recent reform efforts have been impressive, they are not devoid of
problems, Effective execution of policy decisiong is a continuing concern and
implementation seems to be laced with many little irritants that adversely affect

v



business confidence., Transparency has heen another key stumbling block to
the sustenance of the reform process. The Eighth Amendment to the Income
Tax Act and Phase | of the privatization prograrn are two vivid examples of this.

One other problem that has hounded Nepal's econonmuc reform initiatives is the
inability of the Gouvernment to communicate the reasons for and merits of
reform. Very little was done to educate holicymakers and the public in this
regard. A few technocrats residing in Government institutions cannot sustain
the reform process on their own. Economic reform has to be broad based and
publicly communicated for it to attain sustainability;

Often in Nepal we hear references to the economic policies of a particular party
or a regime. Thinking of policy in this perspective is being narrow minded.
Policymakers shoulg enlarge their horizon and talk about sound national policies
to achieve market-driven growth, Policymaking is about having a vision and the
commitment to carry it through. The present Government has laid out on paper
its vision for Nepal. The challenge now is to attain that vision by pursuing
economic pohcies that are fundamentally sound, have heen developed in a
transparent manner, and are consistent with the global economic environment.



ECONOMIC REFORM IN NEPAL: A CURSORY ASSESSMENT!

l. Introduction

propose an economic reform program that we as donors believed might be in the best
interest of Nepal. A full 24 months later you have asked Me again to address this

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

The other set of notable change that took place during the intervening period was in
economic policies. Wide ranging structural reforms were carried out by the Nepali
Congress Government that encompassed, among uthers, the financial, trade, legal,
and industrial sectors. From privatization of public enterprises to tax reform, from
elimination of the Statutory Liquidity Ratio to current account convertibility, from the
introduction of a new Finance Company Act (0 the establishment of 3 trading floor at
the Nepal Stock Exchange, the changes were sweeping.

The mandate given to me today is to talk about the Structural reform programs that
were instituted in the recent past and to provide an economic assessment of their
impacts. To some extent, the latter is a tall order given the short period of time: many
of the economic benefits from structural reform programs do not manifest themselves
for atleast four to five years (McMillan, Rauser, Johnson, 1991). Moreover, very little

quantitative assessment of the programs has been done to-date in Nepal, and heresy
rather than hard facts has been the order of the day.

however, information availability limits most of our focus to reforms that were
instituted by the Nepaii Congress Government.

2 Complete citation is listed in References.



The paper is orgamzed into four parts. It begins with a brief synopsis of the policies
and programs that were instituted during the last four years. This is followed by an
gconomic assessment of the reform programs, focusing on a few select sectors where
data are available, The policy choices to pursue are discussed next. The paper
conciudes with 3 discussion of the lessons learnt from the past and provides
suggestions on the approach for the future.

ll. Economic Policy Changes in the 1990’s

Much of the economic reform program that took place in Nepal in the 1990's was
under the joint auspices of the Eight Plan prepared by the National Planning
Commission and the Extended Structural Adjustiment Facility (ESAF) arrangement of
the International Monetary Fund (IMF, 1992h). The Eight Plan was approved by the
Nepali Congress Government in July 1992, 4 {ull year after coming into nower
(National Planning Commission, 1992). ESAF, un the other hand, was commissioned
in October 1992 and Covers a period of three years. The achievements of targets
under ESAF implies releases of two tranche of funds from the IMF to the Nepal Rastra
Bank.

of that effort, however, was largely negated by the Indo-Nepal trade and transit
impasse in 1989 (Thapa, 1995). But, with the dawning of democracy and following
changes in the global economic/political climate in the early 1990's, the Nepali
Congress Government was better placed to pursye reforms at a pace faster than
previously.

The reforms undertaken during the last four years have been very wide-ranging,
extending well beyond economic policies. Qur focus, however, is to concentrate on
economic policy changes, analyzing others only to the extent that they effect
gconomic decrsion-making. And, even with economic policies, the einphasis will be
on the end reform rather than describe the path that was tread to get there.

Fiscal Management

The most important element of Nepal's ESAF arrangement with the (MF was fiscal
targets.  Based on the concept that budgetary deficits are symptomatic of
macroeconomic mismanagement, the Government of Nepal accepted a stringent set
of fiscal targets: reduction in the Government deficit from 8.75 percent of Gross
Domestic Product (GDP) in FY 1991/92 to 7.75 percent of GDP by FY 1994/95, and
a corresponding decline in internal borrowing fram 2.0 nercent ot GDP to 0.5 percent
of GDP duriny the same period. The other fnacroeconomic targets to he achieved
include average annual rate of growth of GDP of 4.5 percent, inflation rate of §
percent by FY 1994/95, and increases in revenue mobilization from new measures
equivalent to 0.5 bercent of GDP each year.
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Accompanying these targets were a series of reform initiatives that touched all sectors
of the economy, trom macroeconomic policy to administrative retorms. These reform

IMtiatves, tor e niost part, were within the tramework of the policy proposals
enunciated in the Eighth Plan.

Reform of External and Trade Policies

The Government of Nepal undertaok a wide array of exchange rate and trade policy
retorm programs during the period under analysis. On February 13, 1993, the
Government abolished the dualexchange rate System and announced full convertiYility
of the Nepal Rupee for current account transactions, This announcement followed
almost a year ot parual convertibility under which exporters surrendered 25 percent
of their convertihle Currency at the otficial exchange rate ang received a market
determined exchange rate for the rest (World Bank, 1994), Subsequent reform
Mmeasures In the external sector included, among others, arrangements that allowed
exporters to retain all their hard currency earnings in Converuble accounts, facilities
foropening convernble currency accounts tor all foreign €xchange earners, provisions
tor imports trom mdia through dollar payments. and sancuons 1o commercial banks
0 extend creait on converuble currencies. One other provision--supplier’s credit
where Nepali husinesses coutd borrow in convertible Currency from foreign associates
af local banks--was Introduced but later withdrawn,

everything under the Open General Licensing (OGL) System. The elimination of import
licenses, however, was gradual. It started with reduction to a list of 31 in February
1992, 10 12 in July 1992, 10 6 in March 1983, and to complete elimination in July
1993. The move itself was bold for two reasons: first, it meant a loss of substantial
auctonrevenue to the Government, and secondly, with current account convertibility,
imports of consumer items were also freed up from quantitative restrictions,

exporters are currently being given through concessions on the basic rates applicable
tar all countries.

Export procedures too were simplified, with facilities for duty drawback, bonded
warehouse, and simpler export documentation. These direct export incentives were
designed to overcome any anti-export bias that import tariffs, especially those on
industrial inputs, might have. However, the Government did take a regressive stepin
July 1993 in introducing a 2 percent eéxport surcharge. The surcharge was reduced

Kt
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to 1.5 percent in December 1994,

The CPN-UML gyovernment, in its policy pronouncements, has dedicated itself to
protecting "national industries” (His Majesty the King, 1994), 1 was in this context,
nerhaps, that their first budget in December 1994 raised import tariffs on a number
of items, including textiles (Ministry of Finance, 1984a). A clearer picture of their
policies will most likely emerge in the next budget in July 1995,

Reform of Tax System

The problems with Nepal's tax system have been well documented (IMF, 1992a; Dixit,
1993; Baagchi, 1994). They range from ambiguity in purpose, to narrow tax base,
to low elasticity, to arbitrariness in implementation. Little wonder then that Nepal's
tax efforts--at 10.3 percent of GDPin FY 1993/94--ig one of the lowest in the world
{Cohen, 1995),

The disarray that existed in the tax system was one of the primary concerns of the
previous Government. Many measures were pursued tg remedy the malady. The
focus was on sunmphicity, both in concept and in structure,

The Eighth Amendment to the Income Tax Act was one of the center pieces of the
reform agenda. The primary feature of the amendment was the introduction of the
self-assessment scheme, Unfortunately, problems with implementation and excessive
discretionary authorities accorded to tax officials made theretorm very unpopular with
businesses. Subsequently, the Government undertcok a series of steps to remedy the
probfem, including re-writing the laws so that the burden of proof lies with the tax
authorities.

Some of the other measures on direct taxes that were introduced through the budyet
Speeches proved more popular: the marginal income tax rate for corporations was
lowered to 35 percent and the individual tax brackets were confined to 3 rates (10
25, and 35 percent). The Government also lowered rates on property taxes, and
allocated 75 percent of the revenue to local municipalities.

Simpilification of the tax system was extended to both the excise and sales taxes as
well. The number of excisable items fell from 38in 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 wark had also begun on the Value Added Tax (VAT) which was to form
the mantle of future revenue reform efforts.

than indirect taxes because the latter is considered regressive (CPN-UML, 1994). In
January 1995, the Government established a Tax Review Task Force to provide them

with guidelines on the path to pursue. The task force is expected to bring out its
report by May 1995,
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(NFC) was given greater autonomy in setting prices, But, poce comral on nrtpat g

still a constraint for agricultural producers--purchases by the NFC ain a bhelovy market
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aod Cotpev ation

To counter the ihadequacy of formal roral credit, the Mepali Conaress Government, in
FY 1992/93, established tha Eastern an| Far Wostarn titamaoen Rikng
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mstitutional credit to woren involved in microentrpnses, Rt
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Lonunues to sunsidize S0 porcent of 1he HURreSE payments, o measiure 1hat e not
consistent with the concept of cnterpose sastmability and fisen) conaervatism. \What
makes the policy ovon vroree 1S that siniar bhanks n thn non goavernmoental eoctor ..
Nirdhan and the Conter tor Snlf-Help & Daevelopment (CSD) un rannmag successiubly
without resoriing to pubhe sunhsiding,

e CPN-UML Qovernment’'s focus on agneulture appears 1o he twwa (nlda: ) 10
mplement a comprehensive fand reforny pragram that would wvedand to the tller, and
nl provide subsidies on foog by resorung to fair prce shops. Detalded work progriims
on bath these have not vel been spelled oul.

Legal Refonn

Sustamed ccononne arowth cannot take place without o properly Tancooning logal and
ndiciary system 1o faciinate markat ttansacuons. Tha absenco ol these raises (he
nsks of business failures qnd mereases the costs of capnal,

To remeady this STAanon, the previous Governmen g MHatea anber of lnagal
retorm acuvities, CHneial among these was the rovision of Company Law. The
present Company Lavy s ambiquous in many respects: it does nor frotect the tights
and interests of shareholders, makes no distmcuon between pubbc and provate limited
companies, and assigns exiengive powers tn the Company Rogistrar'« Mlice. The
revised version, wiuch emphasizes mrernal governance rathnr than Governimeng
requlations, had been approvnd by the Councit of Minisiors and vias eady for tahling
m Parliament before the Lower House was dissolvod in July 11094,

Drafting of a now Contract Law has beon alen underway. The prosen ( onteact | agw
does not have many vial provisions related to the drawmg up aneg cuncntion of a
contract. Unless Nepal's Contract Law s braught up to mternatianal standards, it will
be difficult to attract foreign nvestors. lnvestors need o senge of sesurty 1hat

ve

contracts are vahd and thay arbitration and compensaton provisions oyt beforn thay
nsk ventuning o business,

The previous Governiment also was in the procoess of cnactng a Consumor Protoction
Legislation that was designed to ensure that market failures i a liberal, cpon reanaomy
would not adversely affect consumers.  The fegislation that had heen readied for
Parliamentary approval focused on price disclosure, labeling requireiments, fiandulon)

weights, quality controf, and the redressalmechanism (IDMA, 1994}, Ho attempt was
made to use the legislation for price controls,

The present Governmeni has not made any pronouncemants on whether 1he lngal
reform initiatives pursued by the previous Guvernment will be enacted. However, a
Consumer Council has been recently established 1o look into problems faced by
consumers. In addition, statemenis nave been mare about the nead for a Commissian
Law that regulates agent's margins and penalizes governmental corruption,
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. Assessing the Economic Impact ol Reform nitintives

The objective of the Governmeant of Nepal’s struchral adjustment proaram has heen
to raise the standard of hving of the populaton throngh greater relinnen on market
fnrcos, Sut this s g term goal, and thren vears ol ecaonomice rofonm programs
may not he sutficient to show these effecis. It takes e 1) ellnciuate all 1the
backward and forward nkaqges from policy changes.,  As was nomted ot earlier,
empirical studies indicate that Asian countries have needed at leas) four to hve yoarg
to start showma the fruis of economue refarm (McMillan, Rauser, Johngon, 1991},
This, howeveor, does not necessanly suggest that it is (oo eatly to look ar the npact
of reform eiforts; merely that getung a handle of the engd objective may be difficult.

Aqgainst this perspecuve, our approach to ARSessma the quanntative mmplicanons of
reform s: 1) to examme some macro Ievel acononue mdicators that nuaht suegest
growth and increased competitton, i) to gauge the structural changes i the trade and
industrial regimes, and i (o study some sector specific acuvities. Lven with this
approach, we are sull left with the difficult task of attributimg such chanqges solaly 1o
the economic efornm programs underiaken during the st tour voars, Riqarons
statstcal analysis s necessary (o solatoe the etfects ot refonn

llmpact on Mactoecononuc lndicators

The growth in per capita GOP s often cited as a measure of cconomie perfonmancn.
During the three years unaer consideration (FY 1991/92 (o Fy 1993/94), the growth
in real GOP averaged 4.7 percent, notmuch higher than the 4 6 poetcent hotwoon FY
1985/86 and FY 1389,90 (Ministry of Finanece, 1994) This margmal aifforonce, as
well as the fact that over 55 percent of the real GDP emanates from agricalture which
is dependent largely on the weather and has been mostly outsida the puarviow of
economic reform nutiatives, suggests that the use of the GDP darowth rate as an
indicator of economic pertormance 1s not very meaningful,

What may be more appropniate in this context 15 1o locus on 1the non aqncolton al
sector.  In the last three Years, non-agricubiural GDP grew by an averaae of 7 6
hercent. This g thgher than in the second hall ol 1the previous decade wihion «neh
growth averaged .5 percent. Parucularly mpressiveas the growth in the industry and
services sectors. The sharp ol industry in GDP rose lrom 1.3 pereomm ry 1481/82
to 15.9 percent in FY 1992/93. To the extent that maost of the liberaleation elfarts
have been focused in these two sectors, these stanstics sugaest that some of (he
effects of econonie reform may he starting 1o come throvgh, But how mueh of this

increase s the result of policy changes in the last thtea years 15 yvor to be statistically
lesled.

Inflation is often considered one of the strong barometers of the nerformance of any
reform program. High rates of inflatio: can De Cancerogs: typrcally, it lowers rnal
income and savings, fuels interest rates nereases, promotes crosion of investor
confidence, and leads to the deterioration of trade balance. The ecanomy snoms to
have done well on inflation during the reform bernad. . The average annual 1ate of
inflation fell from 21.0 percent in FY 1991/92 (o single digits in each of the two
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nrevious years. The rate of mHaton s nvpectad 1o decalniarn ooy finther in FY
1994/95. This chack i the inflation rate doespite lntae roduciiong oy noee enhaidiog
IS one indication that the lung termomnplications of teonmme refarm may he headod
in the nght direcuon.

Let us now look a1 some of the other mactooconomi Hudiciators that engqest
mereased private soctor participationan the sconomy, (iross Hvod capial Tonmation
in the private sector agrew by anaverage of 17 percent dunnag thie ey pwao liscal yoars:
conversely, the chare of public 1o total fixed capnal formaion toll from A7 porcent in
FY 1991/92 10 35 percent in FY 1992/93'. Retween nud July 1991 and mid-July
1994, the volume of loan advances to the private sector nearly doubled fromm Ry, 15.0
hillion toRs, 31.8 bithon; advances to Government and aovernment enterprises, on the
other hand, remame ronghly the same at Rs, 1.5 billion.  Loan thsbhursement by
commercial banks for ndustry nearly tripled dunng the same perod. These indicators
suggest that pnivate sector acuvities havn axpanded vis a vis public socor activities,
A desirable feature of the process of econonue relon,

impact on Quvernment Revenn

One of tho maorn pioasing aspacis of the retanm oflores porarog gy (1o toecont past hine
been the effects on Government roevenne, Roevenue mobilization i the st v Liseanl
years mocreased at an average annual tate of more 1han 25 percont and wall have
nearly doubled m three vears (Ministry of Finance, 13940). As g teslt, the ratio of
tax revenue to GDP rose from 9.2 percent in Y 1991/92 10 10.3 parcent in Fy

1993/94. The tax effort s expected to reach 11.2 percont i 7 1994795 (Cohap,
1995},

FMany government and business officials attnibute these increas i inroevenue to the tax
reform efforts undertaken: lowering customs tarilf rates, sunolfving income tax
nrocedures, broademg the tax base, and sttengithemimg revonne admimstration
(Tiwari, 1395). The tversal truth on tax refonm appears to he applicable to Nepal
as well: lowering tax ratng mereases tax rnvonuns,

limpact on Externa Trade

The retorms in external trade policy during the last three Voears, as was indicated
earlier, have boeen rather sweeping.  What nuaht be some ol the ntferts of thege
reforms?  Consider the following observauons hased on dota from the Mepal Rastra
Bank and a study prepared for the IRIS Center (Policy Analysis Wing, 19944n):

0. the average annual growth in exports more than tipied dunng the perind
under consideration: from 14.4 percent duaring I''Vs 1986 90 10 42.3
percent during FYs 1991.94

0. the share of nxports in GOP doatiled from 5.0 petceni Y 1986586 to

' Data on capital formation 1 only available with a one-year lag,
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10.3 percent iy FY 19493/94:

0. the structure of eExports also chanaed: the share of primary 1o 1014l
exports fell from 17 percent m FY 1989/90 10 10,1 poercent in Fy
1993/94: canversely, the manufactunng share rose from 82.7 porceni
to 88.7 percont:

0. the share oi unports in GDP rose from 18.4 porcent i Fy 1989/90 1o
27.5 parcont in FY 1993/94: however, (hn structuee of imports has not
changed much;

0. the export-mpaort ratio (share of imports Hinancod by axpors) rnse from
28.1 poercont mn FyY 1989/90) 11 37.4 percent i Y 1993/94: the 1ano
neaked at 44.0 percent i EY 1992/93.

A glance at these stausues, wlong with the findings of e study that the efasticity of
BXpOrt supply vis-a vis thn exchange rate s ostmatod o bee 12 for the poevod nnder
.malysis, mdicatos thar reform o the oxpemag SOCTOr b b g nhatnnnni e on
axports. The data aneg ADAYSIS S0P 1o sgaes; thart the e o i rare sygtom
pursued by the Government i the 1980's hadd considetaible ann pepon bins, and
climination of the system--avoen though qraduatly--1od 1o ihin devaluation of thn onpal
Rupee vis-a-vis convernble currencies andd XPANSION I evports. ihie mereases i)
exports have bheen farger tor manufaciured good compared o prmiey prodiets.

While the pictura appears promising on the export side. the same cannot b said of
imports. Despite the reductions i customs duties for industnal taw material and
capital goods, the structure of nmports remamed unchanged in the face of increased
mports. This suggests that iberahzaton m (he Mportregume has promaoted imposts
of consumer/unproducive qgoods tather than thoge meant for mduasinal arowth,
Equally disturbing s the facy thae elasucity of MIport demand verth tespect to GDP for
the peniod under analysisis estunated 1o he greater than vy (1 20), sugqgesting that
the trade delicit g likely to gt tiraer vath meomn qrowtly

What might then e the most togical conclusinn reqarding the otfecrs ol avomnt
wlicy retorm?  External reforins had the effects of expandin axporis, but that the
I I ) ]

qrowth in exports has not been able to cope up with increases m wrts. Whether

{

this can ba corrected solely through domesii; and trade policy 1ofonme in Monat-.
witliout taking mnto caonsideration the econome performances of jin trading partner s
yet to be seen.

inpact on Financial Secilor

The reform in the financial sector has baen Nepal's mogy visihle foray iy occanomie
liberalization., As was pomted out earlier, a combined toral of neatly SO conmnereial
lianks and finance compames entered tha market w1 1he 1990°'<.  this has had a
number of diract offects: customer service at banking mstitutions has improve

considerably; the share of private to 1otal deposits had risen ta 30 pereomt by Fy

1993/94; ang, competition among financial nstitutions lowera interest costs to

il
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barrowers.  The averaage noninal [ending tatns i the pag twao voars (ol froan 21
percent i FY 1992/33 1o 15 percent in FY 1994/95 However, thare may he other
lactors besides increasedd compention that has led to the decline, and statistical
analysis to examine this has yet to he caraied out,

The impacts ol retonmn are vary visiblo in the capial iar ko (Tadiadhar, 1998). [ he
prmary market grew substanually in £FY 1993,94 combared to the provians year: the
volume of public i1ssues more than auadrapled from Bs. 53 million 1o Rs. 243 million,
and the performance i this one year alone was equivalent 1o the total amount of
Issues over the 13 year perniod governed by the Secunitios and Exchange Coenter (s,
246 mulhon).  Similarly, the number of new shareholderg i the past onn year
{132.666) was more than double the total shareholders i the past 1 3years (63,.582).
There have bheen 28 publicissues since FY 1992/03 4y I ovory case bl one, thp
shares waore oversubscrbed. The averaye oversubscuption botvwoen paid 1007 and
January 1995 was mare than five-folds, vith the figure as hiah as twenty folds in
some cases.

Sinee openmg ol the tradhna ttaor ar the Flopal Stock Fechionagn, coennubiary kot
rctvities have also increased. Whareas total trnover <imee the osiablishioenn of the
Secunities and Exchange Center tll the boginning of 1994 4,00 Na, 248 midlion,
turnover dunng the one-year period was Rs. 700 nullinn Sunilily, the average
number of transactions hasg aone from 5 por dav 1o abougr 90 por day, Paid up

capitalization has atmosy doubted, while market camtalizanon hag nearly (nipledd,

Who are the mwestors in the stock market? A repory nrepared for the IRIS Conter,
based on a sampln of 53 NVestors, pomts our that 6.4 percent of the investirs hael
monthly mcomes of lass than Rs. 10,000, 75.0 percent owned one hause, /4.0
percent did not own a car, 80.0 percent owned no more than ane motorcyele or
Scooter, and 47.0 percent owned less than onerapant of land (Rajhbhandari, 1994y,
The report then suggests thatif we detine individuals in muddie-incame class ag thoge
who have monthily mecome between s 5,000 and 1,000, ovvns ane howisn e
velucla, and loss than one ronane ol land, thon an thn biue Of theeocpioam e
conclude that most imvesiors belong o the maddlo e IOV ar fonrgey
conclusion, howaever, should b viewodd cheumspoer

M
I'his
v because of the simnll Sanplo
ze considornd as waell as the generous delimon of nuddie e o in acounty whoerp
per capita income s less than Rs. 10,000 annuatly .

hnpact un Industry

Data available from the Ministry of Industry indicates that the pursont of libera) matlkny
nolicies has lod to g changing pattern of pMerging infuasineg (Policy Analysis Winq,
1894c¢). Three new sub-sectors emerged in this reqgard dunng e last few yoars:
construction, finance, and commumty serviees. A toral of J.030 unis were registereqd
between July 1991 ang May 1991, The total feaIstrannn in £y 1991/9) {1,619) qng

TY 1992/93 (1,253) was more than double the total registered in 7Y's 1989/90 (951)
and 1990/91 (867).

Since the initiation and implementation of a more liberalized policy, 4 1otal 0l 473 units
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have conunenced prodacton’ - Thoeo ogga Do o sdogg e srnplayient 1o
75,148 poople and have mvestod over Rs 28,219 7 nltion lixod assete” 0O 1)
total (473) tnire iy aneraton, 835 parcont (395 yyyre) e manutactaring indostring,
0.2 percont (18 HIHS) e corvien rolarnd inifuysipne § I hioeong (00 D) e
totism relagodd sty e ] nereont th anns) Ao oun g ultin e

However, hecanan of the pancity of darn reaarding the b of e that hoyp
closed durit a the same periogg, realistic impact of the o dustial policios eannat
he judged accurately, Though the average manulactanng indey 1 pw hy B 7 nareont
during the tast two vears campared ta virtual stagnation in the date 10RO i ig
difficnit tn acecoriam rhether this inciease jo 1he resul e cobanm dnitiativee or
dommated by other factars,

There seems tn hae Aaradoat staft from COtagn and emall gregn areratione tooeding
scale operations m the last fowy vears, O (he tetal vnnts gt higve come intn
aperation, medinm seaip aperations aceow for d7 B percont, mall seale 329
pereent, and large seale 19 ) percent: simall dnd conage gene Aceountod o Q9 6
neresnt and modenn oenie 11 poercont i 1986/ ;7 Plodinm win oporational 1mate
aecrrently pronardingg o ap /0 noereant of torn Soplevient ) follon,. of by, Logn cenln
M 26,3 poteont, and siman SCAte At 229 piojeony

How suceessiol hag the t3ovarmment's theral policy  foary e attracting foregn
investments? 153 s B2 pereont ol the (aral sinen FA75 heavn hiner toguetor o
atter the pramlganon of the ey industcl Fntoriens A, Flareh 199 0 g0
total approved foregu nneesnmeng, 1,9 IS arean operation, 8 e VAL Aoy
ol constucton, aned 2 hivwve closod down L AN aC g co ey et fog 65}
hercent of total [oreign tmestmend, followed by toung I8 percont), copnees (11
percent), and energy based (5 percent).

The qrowth in domesti: aitdine traffie during the bst three Vomee hiae hoon onn o af 1he
maro visihin alamnnrg of Mlepal’s indnsyrial AT IEA N TY PRYTTY Pregy POV p g e
for the IRIS Contar (Policy Analysig Wina, 1994500 1o o e tho el atiogpe o e
mpen sky policy in the Homeste enetor. The FenOtE pointe ot thay by 1 o ol the
second year, tatal tomeashe bassenqers nearly donhied from 218 a6 7 4y 1na) 1o
415,878in 1993. Iy the eighties, when the Roval tepal Airlinee Carparation (NFIA)
was the sole dimagiie carriar the annual arawih are nodonyogy e nacaengere e D
retcent. Similarly, the domestie air carege <hipmont il
Same perind, In the fog VOALS pror 1o 1990 eynyee - e an tenepacation hiad
lallen at an averaae annual rate of abing |0 Dereont  Paaydes 6 avpanciong in
domestic traffic, there have bhenn other benefits ol 1hn open clv o policys REIAL g
NOtOrinuUS service and schaduling have mproved, and the new policvbas allonyod aogyyn

lexibility in pricing.  In twn vears, RNAC's domearic: matket chge dropped 1 36

oo during thn

e

" Many iirms tdo not ummeadiately repory producting “ommencomant 1o 1the Proparimnng nf Industry
unless there 1s a need for concessional taritts on raw matenals.

* Both thase data are based on infarmatinn nrovided by firms diging feqistration and are not venfied
eX-post by the Uepartment of Industry.
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percent while those for Nacory Air (30 perconn, tHopay Nitways (1§ noercent), and
Everest Air (14 percent) mase. The introductinn of prvate antfines has alsn meant
inerenses in pployinent  [miial estimag e mdicate that dirney fplovinnng gonerated
by tho thien major arelinene Mooy At FMlopal Alrweaye Al Feovoet Ajy o T80 gy
1993, Estmiares of indiree Arployimont ace harder 1o aare - tale tonrisns rolareg
emploviment may have tecaivad a hoost from acepandeod ai SUVICe mcteasns gy fargo
shipment may have cost porterage johs.

hmpact_ol Privanzation

Alat has been eaid ahonnt Hepat's privanzation Prowam i the auhbjeey of nineh
controversy, and is parhaps the least tmnderstnod AsSpact of neonoinie lihewalization in
Nepal. But what are the realitieg concermmag the sennone nnpact of 1he nrivatization
nrogranmi? A recont study prepared for the Economie Liborabizanan Mrojne Drowidosg
thorouah investgation of tha acononie mmpacta of Nopaj'e nEanzation program
{Swanson, 19941 [in surmmary of thn findings arn Bicthlicghvtened haieway,

Swanson s repart s carebol 1o pome ooy that althonah rtoculte o 1fn Peatization
proaram are difficiit to measura e <non afer sales many chanone hayn necurrad i
both qualitatize ang avantitative tarme, At the onterrien lnyn| 1hn TODOEE points ey
that Inost of the neyy Invastars made changrs i top lpvnj| manaaomoent and the hoapd
al dirertors,  This wns aspacially trie for Rhrikon Maper, P g Raneha’”, ang
Nepal Bitinnon 2 Rirel Similatly, changee ek ating strateg, oo Ardapted hy
most firms, Sovergl Anterprisag Arn axpanding intn Fostesiern b e - ‘peesilizingg thngr
product line, aned in SOmMe cases recapturing market sharn frovmy oo gie competitagg
lost duting a slowdown in production ar the fmn of navanzaton 1 hangee me Alan
tndervway in mputs, tm:lumln(;y, and traning for vittually all af 14 prvatizod firge,
At Bhrikuni Paper, [or instanee, a massive evpansion program mveshreg noarhy, Re 200
million on a4 new naper plant jg tndorsnay Tminin(; OppPortiating fop e ik gy
the other hand, hiave boan lunitod Bhrikgi Paper, Harisieldbi i) Hepal Tilng, and
Balaju Textila are the only firms that have praovided Such opportoangee

The pnivanzed enterprses are making e MVASHNeNS oy Inereasma thon et sagly
Bhrikuti Paper and Hansidehi Brick in particular are tdortaking hyge s
proarams. Investunonts hy thesne two dinms atone i £y 19973/94 i anaer Gy norennt
higher than connndative mvestmeng by Government in Aol ihn e

o nvpaneng

atzod antarpyigeg
through Fy 1992793, Viewe( alternatively mvestnant by rvatized finme g

equivalent to almost G percent of the total estimarad NCIeASe 1IN o ien avor the
past year. The net worth of privatized firms is 45 bercent higher than pwine 1o
privatization.  And, the weighted production index for finns Puvatzed in tive fist
phase shows an merease of about 28 bercent alter Ty 1991,49,)

Atthe macro level also, there are encouraqing signs. Provians lnss m
have been Iransferred intn private hands and the Goverment is no i
for the.r liabiliiies. Morncver, the Government receive proc

aking enterprises
myer responsible
eeds from the sale worth

) Praviousty known as Banshan { eather and Chnes
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Rs. 700 mullion, without geana tip m ail eaane and and bioildings And,in all eaeng,

the Governmeng received more than thn livndation vahne nrthn avpperagg ragh flosar

Paving sianificant Iovels of ealng 1Ay for tho firet rnn et Among cieh titthe arn:
Rhvikigti Papar | Farisictethi Priek Ayl ) nathoeaga Ranatinggg DA on enfna 1avee paid are

vale, The Government Alsoas honatitting tronn 1av revenuns. Same of the finmnme are

not avaiable vot tor 1hn other privanzod lirme, a4 1he Bandovoy o e ton tocany.

New amploy. e npnortimties are alsn heing Croatod, Soangon «o epart pomis oy
that there is lnge duect nmployvimen and morn ey ioh craation wuteude the finn as g
tosult of privatization. | e fstumatee that the halanea favene aheap 00 e johe 300
net volungary todundaneioe ane 0010 indipnet Aoy Creation g qnpply of 1wy
tAaterialg, transportation, andd constrtction Fepansing Prearame sio nvpegeagg tey 1aln
e but will creare ner ditect oppontinities ae woll. Rl baves and Harjeiddhi
Brick together expect 1o create 1,000 new direcy omployviment Pocitiaong by tha aned of
1996, This wonl represent a 58 percent incinase in tiree fIplavinent ol privatizag
linns  ag compared 1o the PRI ANZanon  porioed he inefigoey stployinong
TOPOTIINIINS croated for supphiers of 1w Mmatonal wipire qe CEpnctod to rien {pogn
500 10 30,000

But this does no stragest that all waorkere e hottor o hecinan ar thn PN 2000
nrocess. Based on mioryiews and data fron company <tadios. 1hn teport copehidog
hat workers in most of the privatized COmMPpAames arn gy vor hagtar off linaneiaily
Athouah maore 1han Ball avippey 1 he ovontinally oy Bvnoct ta ho vigen aff
“Requtarization™ of 'emporary warkers hirodd praviously by pnghlie cnnpricne, loceng
of hanelils like housing and transportation allowaneog and arading 1op) W03 haengd
on hiah inflation 1ates in FeCent yoars wern citnd ag (o MAE caneame Ayailahin
data show ernding roal waqges in several lirmsg hetweon 1990 Dl inoepoetive o) thn
date of privatizanon.

“ne ol the conenimea telating 1o privatization has binap IR IO H VR FEPIPAIPN Peet, thn 1epaord
noints out that 1he consumer price effeets tesultiog fronn DOVANZAO0 Ao Gl oly (o b
minimal as none of 1hn hrvatized finms are in A nostmon of prce aorting A 00 nrgen
takors in f comnotitive OHVITONMPNYT, althongh Crmmpention e ding o fo bt
omulsion, And, even thouah theara was StIneinernage iy (e tnee ol Tarisidd)hg bk,
the ahsenen nf Waiting perind i to one yeay Nneevingnglyy Staqeste that the rnnl cngy
ol building constraction may ha lower.

IV. What Next on Economic Reform ?

Nopal's aconomie refonn agenda hiae mogresend considerably in the fhgy fonr years,
However, a 1ot reMAINS to he done for the feonnmy 1o he tridy v secton friandly,
Lat us now qo briefly through some of 1he mare impaorant refony measures that the

present Government might consides pursuing within thn HEeXt one 1 two years.

Fiscal Austerity

The tirst and foramost task for this Govertieant i 1 Continne an g path nf ficeal
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austerity. Increases m hublic outlays that outsirg the growth i revenues wideng
overall budyet deficits, leading to enhanced domeste hank financing, rising domastic
prices, detenoration in the balange of Payiments posiuan, and crowding out private
investments. A1 the time of this wiiting. ihe Government (g contronted with a budget
surplus because of massive revenue mabhilization as well ag delav i the execution of
develonment programs. poy whether the surplus an ha SUstamed is an altogether
different question. lirespective, the Gavernment shouid concentrate on Strengthening
domestic resource mobilization, curtailing the growth of regular expenditures, and
bringing the size of the overall budget in line with fesoutce availabilities and
ilnplementmq capacities. Thisg isg especially important tor this new Government given
its political commitment to populist nrograms, including toog subsidies, land reforing,
and employment qeneranon. Conditionalities establishad in the ESAF arrangement,
including adoputon of newrevenue mobilization sources, prioniizanon of develapment

rojects, and a three-year rolling expenditure plans would help ginde the economy in
the night direcuon.

ax system

Hepal's tax retorm prograrn hag come along wiys from where i stond 3 vears 440,
Many new Intiatives ware taken to - modernize the 1ax SYstem. Conceptually, 1he
Eighth Amendment 10 tha Ihcome Tax Act was desianed 1o aliqn thn Inx rodes closer
tn international standards. Unfortunately, 1he 1ax administranon's ninlementation
capacity and abusive nse of discrationary authanty avershadowed tha conceptual
qood sought through the legislation, The current Gavernmeny has estahlished a Tax
Review Task Foree 1o ook into some of these issues, “speciallv 1hoan concerning self.
assessment, It ig expectnd that they will come tur with g o Innas peagram of
reform by May 30. But important agamiis the fact that their recommendatnns not be
knee-jerk reactions. Conceptual consistency fiom longer 1un berspectve and

recognition of the mportance of newly emerging sectors ang Activitios have to be kept
in mind in designing tax policies,

It does not take a gemns 1o fiqure out where Neoal's 1ax rlonm offorrs should
toncentrate. There have heen substanual in-depth Stuing on this subjectmatter over
the years (International Monetary Fyng, 18992a: Baaqchi, 1994; Pojicy Analysis Wing,
19944), and Most recommendations are basically (hn samne: rstablish clarity in the
Ohjectives of the Varinus taxes ang use each tax for that specilic purpnsge only: lower
raliance on import tarifis for revenue purposes and expand the tav DASA intreduce the
non-distortionary and sel(~policing Value Added Tax (VAT): modity 1the income tax act
to ensure easy implenmnlation; Make tax codes, rules, and regulationg transparent;
and improve tax administration, especially at customs, There have algq been calls to
eliminate the octroi, modify the wealth tax, and introduce an agricuttural income tax
(IMF, 19923: Khanai, 1991}, But, perhaps, as important ag what needs tn he done
is how soon it can be done: our neighboring countries hayn alieardy fmbarkad on 3
comprehensive path of fax reform. and if Nenal is 1 1 behind their offorts, Nepali

businesses might see their Competitive edge erade very fast (International Herald
Tribune, 1995,

Y
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lade and External Folicy

e are 1wo issues ar stake concerning trade policy reform: e Coneems
convertbility in the capital account. while tha ather ralates 10 fanff stracune, e
sisue ol capnal account convertubility for a siall country like Nepar ins heen hotly
Inhated both locally and in textbooks. The concerns mostoften cited relatn to capital
fliaht and unpreparedness of financial markets. ‘Vhile there 1s some marit in both
theso arquments. the Government needs to be careful that sich Ingic is not promoted
Bvihose wihose seek nrotection for the finanoal sector, Simitarly, there haya also hn
tontentious debates locally on whether or not to free float the Nepali Runee against
the diddian currency. Here, the anxinties relate to Indian domination of Nepali
“eanomic policies as well as the fear of devaluation of the Nepali cuarrency aned the
resulting acceleration in inflation. Before any decision is taken on this, a more detailed
stidv to understand the Nepai-India trade balance is essannal. The presang balance
o paviments siatistics published by the Nepal Rastra Bank is consider e inadequate
bv manv analysts. Nuimerous anomalies exist: how s it that Nepal runs o massive
frade deficit with India and yat s faced with a parallel mmarket rate (Rs L.05) that g
Cawer than the official axchange rate (Rs. 1.60): does the recorded tradn acconnt
nroviede accurate indicationg nfthe transactons hetween tha twao eountring: vwhat does
o larae inflow of miscellaneous capnal represent? These ang other 1ssues viouyld
M ta he more clearly inderstnnd hefore floating the Nepali currenecy e A-vis the
Indiin Rupee, As aninterim measure, however, 2 managnd flon mught be mursoed 1o
st the market as well as himit the risks of Currency fluctuations,

Customs valuation ang tariti rates is the other issue that has to be addiessed in the
context of trade policy reform. The present Government has expressed its (osiag tn
nratect domestic indusines, ‘Vhile some degree of protectnn s globally aceaptahle,
sl protaction has to be qranted within A framework that ansures coneoptoal
consistency. Too often in the past, Governments have provided knea-jork rnantions
to industry and business complaints in protecting one industry or the ather withont
considering the consequences for all concerned. This may have alreadv happened in
the last budget presented by this Government with regards the tovyjp induysatry,
" encential clanty as wall as the defined goals and the targets the avicng of arrnss
the board protection need to be established before tinkering vwith individual miff rares,

Assoctited with trade policy reform, and a topic that has seen considerable discussion
Incally during the past One year, is the question of Nepal joining the World Tracdo
Oraianization (WTO). Nepal was mostly an idle bystander during the Uruagaay Ronng
ot GATT negotiations (Dixit, 1994). This does not, however, imply tat e country
sl temam untouched by the ensuing changes in the glohal Irading system . nepali
warment manufacturers, for instance, will have to loarn 1o survive in a more
tompetitive textile ang clothing market, Similarly, the opportanities for 1rade
~xpansion will alsg increase, especially given the drastic cuts in industral country
mports lariffs of tropical and natural based producs, It is up to the Nepali

Hovernment ang businessus to start preparatory work 1o sre how hegt they can
bonelit lrom the new world trading order.
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Financial Sector

The devetopments in the financial sector in the Iast few yoars has helpeda mobili
savings and promote private Sector investments. ‘Yot thern are a nuimber of are
that have to be looked into caretully. The large spraad between deposit and lendi
rates is a matter of continuing concern. Many hvpothesize that this spread reflec
the inefficiencies of state-run commercial banks which account tor 70 percent of tot
banking transactions. To this extent, privatization proceedings on the Rastra Banijp
Bank and the Nepal Bank should he accelerated,

Similarly, while liberalization in entry 1equirements g welcome, the regulator
monitoring and supervisory capacity of the Nepal Rastra Bany should be strengthene.
At present, there are many  who believe that the central bank daes not have tr
institutional capacity to cone with the growth in the banking snctnr (Rmyaszewsk
1994). This sugqests that the central bank will have to do seme deep soul searchin
and decide whether it wants to focus on being the country’s monetary authority an
concentrate on supervision and monitoring of financial instrtions, or contint e
participate as an mnvestor business ventures like msurance compames, financr.
intermewanes, stock exchanges, research nsutitions, and the hke, While investmer
and promation activities may have haen anpropriatn during nimes when the privat
financial market was weak and emerging, such need noy be tha case now in a oper
liberalized environment.

Another area of financial sector reform that should be Scrutinized is the nen bankine
capital market. The burst of new activities has left the authorities ill-prepared to copr
with the situation (Lipson, 1994}, Lack of experience and inadaequate information or
the part of Corporate management, bankers, debt and equity issyers, financia
intermediaries, regulators, and government officials have 1o 19 a distorteu capita
market. Availability of, and access to, informauon on bublicly traded Lompanies i:
seriously lacking, while issuers are often negligent or even evade compliance witl
reporting requirements. |In certain cases, the trye identity or backgrennd 37 tha
promoters and sponsors is not fullv disclosed. Sompe comnames traded o .ne stock
axchange had not filed financial statemente, for the past twao or three vears, and ofter
statements are unaudited or completely unreliatyo The invasung public is thus lel:
with little more than rumors and speculation with which to make investment decisions.

Institution ang capacity building should, therefore, he considrred for the Security
Exchange Board of Nepal (SEBON), At present, Nepal does not hhave a comprehensive
securities and exchange act that addresses disclosure obligations, due diligence.
takeover and mergers, and operation of debt instrum.:is, Mutual funds and
debentures are being promoted without the proper regulatory framework to protact
investors. Similarly, the Nepal Stock Exchange has come under a lot of criticisms for
not enforcing stricter disclosure guidelines on listed firms as wel| as imposing more
stringent surveillance codes on broker ang markat maker actwities, The Harshad
Mehta scandal in India and the Barings episode in Singapore provide indications as to
how investors can be taken for a ride. Such occurrences inanewly emerging capital

market like Nepal’'s can be expensive both in terms of investor confidence and
exchequer bail-out costs,
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Finaily, the mandate of the vanous regulators ang msnrations in the financial market’
should be maore clearly demarcated. s it, fur instanoe, anpropnate for the Nepal
Rastra Bank to provide representation 1o the Board of Directors of the two state-
awned hanks? How miaht private banke view thig? Simiarly, hinw judicious is it for
members at the Soeyrying Exchange BRoard or the Mepal Sinck Exchange tn be
appointed to the Board of Directors ot a fina il nrermediary ? How about NIDC
ownership of the Nepal Stock Exchange? The NIDC Capital Markets Ltd--what is it:
a market maker, a fund manaaer, or a trading center? Could there pe conflicts of
interest in who they might be representing? And, the Company Reqgistrar’s Office--is
It meant for registration or regulation of businesses?

lndustnal Policy

On the industrial nolicy front, two issues stand ouyt: facilitating nolicy implementation
and raviewing incentive provisions in the current industrial enterpnse legislation. On
the face of it, the industrial policy that WaAS promulgated in 1992 ig generally pro-
business. But ask anv entrepreneur about the fase of starnng now husiness, and you
will be told a hirany o1 niabtems..ane window, perhans gt manv aoors to qn throuah
(Dhunaet, 1394 Linst oi the complaints (elate 10 nmansparnney i nrocedures,
discretionary authonty of officials, and inconsistency in mnterpretation. All these have
to be improved, and simphifying the industry registration proceduras would qgreatly
help. An effective mstitutionat mechanism needs 1o be establishacj where businesses
tan go for iedressal and solutions to their problems,

Certain provisions in 1he Industrial Acts have 10 be reviewead. Fareign mvestors have
expressed concerns about tha mimmom MVestment requiement of Rs. 20 millinn .
This, they argue, stifles entry inr smaller husinesses, especially in the services sactor.
Similarly, the nrocedures for recewving approval from the Investman Promotion Board
are considered tortirons, Suggestinns have been made that Nepai establish a system
like that in Sri Lanka where the emnphasis is on a negative list for foreiqn investinents:
those not on the negative hist have to he registered bt nap amnroved, ‘What
husinesses may find unbatataple but 1s an issye thay showded bo fonkad mto are tax
meentives granted in the current Industrial Enterprise Act: tha wide array  of
#xemptons given to new businesse  i.3g 10 be review. Empimcal studios throngh
out the world indicate that tax i sripvnsg seldom promnte businecg establishment;
they are merely a means of distorting . H-industry resource alloction, The findings

also suagest thar facilitavon i intuLiiucture, raw materinl, and credip are more
important than tax breaks.

Leqgal Adgenda

The drive to madify and modernize legislation that impact econamic de(:ision-making

has to he phushed harder, The revision to Company [ aw iS essential not only to

eliminate contradictions anag ronflicts Hhatween Coeipany aathority ang secondary

market dealings at t},e Nepal Stock Exchange, but alsg tofacilitate internal governance
in companies, Similarly, Contract Law has to be amended quickly to promote foreign
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investments., nvestors may hesitate 1o enter 1ha market uniess such lngislatior
includes provisions tor breach of contract, “ompensaton, and redrassal, amnng
Nthers. in Addition, there ara manv othar ingisiation that nead to he promaoted to instil
husiness contidence: MNepaj'e axit policing gy bor iawe e archaie and nes
conducive 1 the estabhshment of busimess: ann rrust lequsiatiog should ha fenacten
o monitor unchecked use of mononoly power: consumer nrotection tegisiation needs
10 be promulyated 1o safequard consumers from fraug and deception: legislation to
qovern thessuance an nperaton of debt Mstruments has 1o he mtroduced to protect
nvestors; and, the existing Foreign Exf:hnnun, Reqgulation Actis an Anachromsm that

has to be amended if foreign msututionat investmeny the stock exchange is to be
considernd,

V. Conclusion

This paper had three basie Objectives: 1o review nast policy retarm efforts; to assess
the economic mmplications of the reforms; and to stgqgest a future course of action.

i its review of Rastreform efforts, (he DADEr DOINIS Ot thay (e extent of economic
hiberahization Nepal in the past three yvnarg has beaen substannal, Pnrm*ularly
Impressive are the reforms in the trade and external nolicy area. The expansion in
sxports and the t)ururaonm(; of mternannng| reserves inrecent YeAs are tastament (o
the success of the reform programs, Dislmhm(;, however, gra the deterioration in the
trade balance ang the absence of a shift in impory structure wr favir of industrial raw
materials ang capnal yoods. Policy measures thay would  assist in export
diversification should ha examned: atherwise, it will be difficuit for Nepal tn sustain
the process of import liberalization, The country should algo be prepared 10 Aadont full

convertblity i the capital account: it cannot remann Hnqguarded should India tecide
10 make the move.

Tax nolicy reform Nepal s replete with rontradictions. On the one hang, the reform
efforts have led lo massive revenye mobilization: conversely, nn nne ISSue rvnkes ag
much anef as tax policy, Allegations nf administratve mefticiency ang abuse of
athonty 1s ofren vorced.  As such, the PNtire tax System has 1n pe Mmodernizad,
/\mhi(uu(v inrules ang reqgutations shoufd be mimimized ang g system of rewars and
punishiment has 1o beinstituted in tax administration. The paper argues that aver the
long run, if the country s to reduce its refiance on foreign assistance and pay for the
socia! sector brograms itself, there s little choice bt tomove to the

1on-distorlionary
Value Addeg Tax (VAT). The sooner this is done the better it is for revenue
mobilization.

Considerable Pro-market changes have been made in
introduction of the Industrial Enterprise Act and the one-window policy. The
achievements are manifested in the number cf new mdustries that have come into
operation in the |ast three years. Oespite this, policy hnplememanon seems to be
nadled with many little irritants. The Government should ook into these irritants,
especially those concerning registration of new businesses. Moreaver, with two yearsg
of experience, it ig time to review the Industria) Enterprisa Aot, Reducing 1ax

industrial holicy with the
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concessions granted in the Act should he considored: thege holidays, armlablv_,
Provide dittle tanambie honeiins 1o the commtry. Yith feaards torewgn invesuments,
~limmatng the mimnm tixed capital inquitemeny of Re 20 mullion angd abolishing the
licensing procedures for all but a fow select neganve fist of mdustiieg should be
pursued.

Nepal's privatzaton hrogram has ryn Smoothly so tar. Studies indicate that privatized
firms are performing considerably hetter than whienn the public domam, Moreover,
they also have had bositive effects on rIployment and income aeneration. All these
are encouraaing siyns. But, the scope of the program 'o-date has been wide but not
deep. The Government now needs to build on thig momentum and accelerate the
pace of privatzation, Empirical evidence from all over the worlg stigygests that, over
the tong run, publicly Mmanaged enterprises are mherently less etficient than those
nder privata management (Sharma, 199s)- the coneepr that PES can aperate
etliciently m the puoplic SPCtoras amyrth that provails only amonneg a select tew. This
has to be guarded against.

The paper also vOICaeS concerns reqarding the finaneial Market.  Banks and financial
nstitutions have mushroomed in the last three vears without due consideration to
deposit insurance The future, theretore, could be costly for both investors and the
exchequer unless (he Nepal Rastra Bank can provide proper monitoring and
supervision. This saqime concernas applicable for the capital market which has had a
bullish spurt i the last twelve months: investor protection is an issue of hrime
toncern.  Institution and capacity strengthening shouig be considered for the
Secunities Exchange Boarg. Similarly, the Nepal Stock Exchange has to more
effectively enforen thisclosure rrquirements, monitor broker ang market maker
activities, and modernize the trading system. The country s presently ill-equipped o
absorb the consequences of collapses in the capital market. The ikelihood of such a
callapse can he considerably reduced if the mandate of the vanngs regulatory bodies
and institutions in the Capital market could be more clearly demarcated.

A properly funcuoninq legal system is essential for Sustaining the nrocess of econnmic
reform, Unfortunaraly very little has haen achiervad in thig reaard, bath in terms of
neonomic legisiation and the dicial system. Twa leausiation thay have alarge bearing
on economic (Jecision-making--C()nmany Law and Contract Law. have to he Amended
soon if the process of economic liberalization IS to be sustamed, Similarly, other
legislative reforms, such as anti-trust, exit policy, labor laws, consumer protection,
and the foreign exchange regulation act should also be given due consideration.

While the recent reform efforts in Nepal have heen impressive, they were nnt devoid
of errors, Transparency has been one of the key stumbling hloeks, The Eighth
Amendment tg the income Tax Act represents one such example.
community was never consulted before nromulgating the Act,

vociferous protests ensued, and Co-nperation from the vusIness community was
minimal in ts mplementation. Similarly, Phase | of the privatization program came
under severe criticism for the lack of transparency. The nublic felt uninformed on the
nrocess and procedures tised to sell assets that they considerad their ovn,
Fu.'tunatelv, this was carrected inPhase I, and the prvatization Drncass hacama morn

The business
Consequentlv,
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Acceptable to the public. A sacond nroblem that has hounded Nenal econamic rnform_
mitanves 1s the mabihity oi the Government g commumicate the marits of reform.
Very little was done 1o educate pohicyimakers and the public on the reasons for and
logic of liberanzaton, A few technocrats residing m Gavernment institutions--
dedicated as they may be--cannot sustan the reform process on their own, They
represent. what would be termed in mathematical economic narlance, necessary but
not sutficient conditions tor optmizaton. Econonue: reform has to be broad based and
publicly commumicatad for It attamn sustainabihity

We now live i a rapidly changing world where the nternational environment
essentially dictates the course of econonuec pohcies.  Often in Nepal we hear
references to the econonue policies ot a partcular narty or a reqgime, Thinking of
nolicy in this perspacnye g bema narrow nunded. o shoudd entargn ogr harizon and
1alk about sound nanonai noheies 1o achieve market dqrnon arowth Polieyimaking s
about having a wvision and the conumitment (o carry 1t through,  The present
Government has out on paper 11s vision tor Nepal. The challenge now 1s to attain
that vision by pUrsUINg econonnic policies that are fundamaenraily sound, have been

developed m a transparent manner. and are consistent waith (e ylobal economic
Snvironmen|
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Quarterly Field Report: Central Europe

I. ADMINISTRATIVE DATA

Reporting Period: January 1. 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

I1. PERFORMANCE INFORMATION

], Project purpose summary statement:

A. Project Purpose: The purpose of the IRIS-Central Europe (Delivery
Order 18) project 1s to create a positive commercial law institutional
framework for the development of the financial sector in Poland and
three other countries (Lithuania. Macedonia and Bulgaria). This
propose is being accomplished by assisting Poland and Lithuania to
reform their collateral and bankruptey 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 oceurs.

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 system as one of the principal blocks to further development.
Without 1t. private capital cannot flow into the region for lending to
credit-worthy firms. This has not happened because Poland. and indeed
cach of the countries of C&EE. lacks an effective collateral law which
would enable banks to do asset-based lending to new and cexisting firms.
At present. the only effective collateral is cash on deposit at the lender.
Banks fear to lend. knowing collection is uncertain and difficult. If an
cffective collateral law with a central registry to prevent fraud were
enacted, commercial lending to the private sector would increase
dramatically.

' The IRIS-Poland Project 111 changed its name to IRIS-Central Europe effective February 1995. The new name
better retlects the new regional scope of the Warsaw office and is deemed less likely to arouse political apprehension in
countrics such as Lithuania, where there have been contlicts 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. thc 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 dvring the quarter made decisions in
coordination with USAID-Washington and local USAID offices to begin
work in Bulgaria and Macedonia.

Highlights of program progress during the reporting neriod:

. Bank Collateral Law Reform. The major focus of IRIS-Central
Europe continues to be Polish collateral law reform.® 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 [MOJ], 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
Zieliniski 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 ‘e "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
In case of default, the creditor is allowed to repossess and sell those goods ahead of other creditors to satisfy the

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 assct-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

2

(,‘ D



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 rcform in open national and intcrnational 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, mid-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)’, 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 Yow r0 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 modern 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 V.

N

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. RIS has been working closcly 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 Registrv. The organization of a central pledge registry is
a key portion of collateral law reform. During the 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 proLiems 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. ‘rhe 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 projzct and
Jadvyga Aleksaite. Chief of the Private Law Department at the Ministry
of Justice. who is responsible for developing a mortgage registry ‘aw
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 carly March, the Working Committee had been established and had
begun work. IRIS-Lithuania provided committee members with fully
translated maierials 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



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
with regard to inter-donor and inter-governmental coordination of
acitvities in the area of secured transaction law development.

Bulgaria. 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 have 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
Beesley, fomer CEELI representative in Sofia. has been hired by IRIS-
Central Zurope and will spend a substantial portion of his time helping
to set up the program in Bulgaria.

Mucedonia.  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 Reform. 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 bankruptcy,
code.

3. Intellectual Property Reform.
Internet. RIS 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 Programs. 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 premiercd 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).

Ry
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Activities Planned for
Reporting Quarter

Current
Status

Explanations

Collateral Law project.

Ronald Dwight met with Deputy
Ministry of Justice Adam
Zielinski (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).

Cooperation with Minisatry of
Finance.

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 1.

Central Registry Project.

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 1), Paul Knotter of the
World Bank (January I1),
Deputy Minister of Justice Adam
Zieliniski (January 12), experts
from the World Bank (January
18). Minister Zdziennicki and Dr.
Kietbowicz, advisor at the
Ministry of Finance (March 30).




Activities Planned for
Reporting Quarter

Current
Status

Explanations

Briefing and liaison with
USAID/Poland.

5

—~

Conference on collateral law at
USAID (January 13).° 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.

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

Bankruptcy Project.

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.

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

£ See Attachment [.

7 See Attachment 1.



Activities Planned for
Reporting Quarter

Current
Status

Explanations

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

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

Collateral Law Survey.

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 1).
Draft report completely revised
before Zagreb conference.

Expansion of Program to Bulgaria.

Ronald Dwight met with Mark
Beesley in Bulgaria (January 30 -
February 1) and in Warsaw
(February 28)




Activities Planned for Current Explanations
Reporting Quarter Status

Collateral Law - Public Relations. 1 Ronald Dwight was interviewed
by David Osterhout from the
Central European Business
Weekly (February 6)°. Ronald
Dwight met with Mr. Kirkland
from Warsaw Business Journal
(March ). William Rich was
interviewed by John Guzowski of
Capital Business Weekly (March
28\,

Cooperation with Adam Smith I Ronald Dwight met with A.

Center. Sadowski from Adam Smith
Center (February 14),

Cooperation with the British 2 Breakfast meetings (February 23)

Chamber of Commerce.

Cooperation with Center for 2 Pursuant to activities of CSIS

Strategic & International Studies
(CSIS).

Business Action Group meeting
in Krakow (December 1994),
William Rich maintained steady
contact with the group and
drafted letters to Minister of
Justice Cimoszewicz and
Minister of Finance Kotodko.
which were signed by group co-
chairmen (January 26).°

Roundtable on Commaodity
Exchange.

USAID (Februay 23).

Collateral Law Conference.

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).%

See Attachment 111,
Y See Attachment IV,

" Sce Attachment V.
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Activities Planned for
Reporting Quarter

Current
Status

Explanations

Mancur’'s Olson lecture.

1

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

o

New IRIS long-term advisor
John Corrigan arrived in Vilnius.
Meeting with John Corrigan in
Warsaw (February 28)

Expansion of Program

to

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

Public Relations activities

[§9]

Ronald Dwight and Justyna
Misiurewicz (IRIS project
coordinator) were the guests of
Jjournalist Elzbieta Uzdariska at
Radio dla 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).

The collateral law film (How to
Earn Monev 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).}!

Sec Attachments VII and VIII.
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Activities Planned for Current Explanations
Reporting Quarter Status
Press conference at Business I Artur Nowicki, IRIS legal
Center Club. 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 2 Prof. Michat du Val and Dr.
contracts for technology Wojciech Tabor. Intellectual
commercialization Projects. property experts at Jagiellonian
University) proposed an
agreement at the meeting with
Ronald Dwight and Justyna
Misiurewicz (March 27). This
agreement was signed in Krakow
on March 31."
Conference in Zagreb. Croatia | William Rich, IRIS specialist,
(March 30-31). participated in the W+ rkshop on
Secured Transactions.
(1) Action completed
(2) Action in process
(3) Action delayed
(4) Action canceled
Major Activities Planned for ~ Estimated ~ Entity Responsible for Action |
Next Quarter Completion
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 4/11 IRIS/Central Europe dircctor,

EBRD Annual Meeting in
London.

7 See Attachment V1.

"' See The IRIS-Poland Project Quarterly Report 13 (Attachment 1),

12




An educational film about
copyright law (Supez) will be
broadcast on Channe!l | at 10:15
p.m. as a part of the series
People, Power and Monev.” A
promotion at Radio dla Ciebie
will precede.

The date of transmission of a
second film. on collateral law.
is to be determined.

4/25

IR1S/Poland

IRIS will assist Deloitte and
Touche in organization of an
insolvency conference.

4/26

IRIS/Central Europe

A manual ot 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.

5/05

IRIS/Poland

William Rich will provide CSIS
with collateral law information
for Action Commission’s
Plenary Session in Berlin (May
19-20).

5/20

IRIS/Central Europe

A long-term advisor for the
Collateral Law project in
Macedonia will be hired.

6/30

IRIS/UMCP

A long-term advisor for the
Collateral I.: w project in
Bulgaria v+l be hired.

6/30

IRIS/UMCP

13
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IRIS will continue to assist John
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.

IRIS/Poland

B. Project Administration

Planned Activities for
Reporting  Quarter

inflation and Polish legal
requirements.

|
Renewing salary structure for

Current
Status

Explanations

\_%_

Call back service to cut long
distance phone bills.

LAN training for staff.

Hiring Dennis Zotov as computer
consultant.

Hiring Urszula Wi$niewska and

Robert Byers as office assistants.

— (852 I 4] — l\),

Current Status Key:

(h
(2)
3)
(4)

Action completed
Action in process
Action delayed
Action canceled

14




Activities Planned for Estimated Entity Responsible for Action
Next Quarter Completion
Date
Hiring of receptionist Agnieszka 5/1 IRIS Warsaw office
Woniakowska.
Hiring of regional coordinator 4/15 IRIS Warsaw office
Grzegorz Galusek.
Hiring of the financial manager 5/30 IRIS Warsaw office
to replace Helena Sinoracka.
Set up office in Bulgaria. 6/1 Mark Beesley, RIS
represeniative
Set up office in Macedonia. 6/1 IRIS Central Europe
Set up financial system for 6/30 IRIS Central Europe/IRIS UMCP
expanded project.
Hiring IRIS-Central Europe vice 5/30 IRIS Central Europe
director.
IlI.  FINANCIAL DATA To be supplied.
V.  ATTACHMENTS
Attachment [ .. .. Agenda for IRIS Conference on Polish Collateral Law at USAID, Warsaw

Attachment I ... Letter from Don Pressley, USAID Representative. re USAID Legal Matrix

Attachment IIT .. .. .. ... . .. Atticle in Central European Business Review, February 1995
Attachment [V . . . 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 Rzeczpospoiita, 21 March 1995,
about press conference at Business Center Club

Attachment VII . . [nvitation to premier of IRIS coproduction Supez. starring Ronald Dwight
Attachment VIII . ... . ... .......... ... .. . Letter from Apple Film Production
Attachment IX . .......................... Letter from Ambassador Rey, re NASK.,

Attechment 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




ATTACHMENT I

United States Agency for International Development
Warsaw, Poland

Meeting on the Polish Ministry of Justice Draft
of the Proposed Law on Registered Bank Pledges (Collateral Law)

January 13, 1995
Agenda
Welcome, by USAID Five Minures

Mark Kraczkiewicz, Deputy Director USAID Warsaw

Introduction by Peter Amato Five Minutes
Economic Restructuring Chief

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

Presentation of the Polish Draft Law 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 and Answers One Hour Fifteen Minutes

The meeting will adjourn at 12:00

#6 c:\winword\wr95, 1\kracz.doc



ATTACHMENT II

UNITED STATES AGENCY FOR INTERNATIONAL DEVELOPMENT

ALEJE JEROZOLIMSKIE $6C
00-803 WARSAW, POLAND

January 25, 1995

Mr. Ronald Dwight
IRIS
Ksawerow 13

02-656 Warsaw ){in\_
Dear Mr./ByiﬁﬁZ:

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,

Se—r

Donald L. Pressley
USAID/Warsaw Representative

PHONE: (48-2) 630-2480 PAX: (48-2) 628-74-86

W
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Lien laws hamper P

by David Osterhout In Warsaw

The lack of 2n effective collateral
hw'uoneorlhcmzinobsuchslothe
dcvdopuzmofamodanl-ankingand
financial system in Poland, say re-

formers Who are encouraging the gov-

cmment to strengthen its kegal system.

Under the present Law, property
liens provide oaly scant protection,
_zndkm:canmtbc:ssm'edlheywiu
recover if 2 borower defaults on a
loan. -

N

The problem is being felt ar all
levels of society, from the would-be
bome buyers who cannot get a reason-
able mortgage (0 the industries that
need financing for pew plants.

“"This lack of security is ope of the
peincipal reasons why more foreign
€apital has been invested on ooe street
in former East Berdin than in all of
ceatral Europe,™ said Ronald Dwight,
directorof the IRIS-Poland Project, an

Americanorganisation that is involved

i the country's imstitutional transfor-
mation

. Sinocthctallo[Commxmism,Po-
land has received about $4 billion in

foreign investment, he noted.
“Poland wouldneed$” Dbillion by
lhcycarZXJOloni;e‘ileivingstzn—
dards 1o only half that of the poorest
colmtrthmlan&nvpe,"Merighl
pointed out Capital commitment of
thatmagnimdcwon'lbcposﬁblcwith-

— p.-1,8col. 1-3 .

olish deals

out collateral law reform.

Part of the problem is the govern-
ment itself. While tbe Justice Ministry
Supports 2 draft reform law that has
been issued for public commnent, mid-
level bureavcrats in the Finance Minis-
&y appear reluctant to give up their
abiliryloﬁlc“scau"!axljaxs,zpo-
vision that exists in the present collat-
erai law.,

Mr Dwight hopes the differences
wﬂlbcwoztcdoula!a]ustichinisu-y
conference called to discuss the draft
reform law on February 27th in War-
saw.

Funded by the US Agency for In-
lernational Development, IRIS (“In-
stitutional Reform and the Informal
Sector™) has been active in Poland's
transition process since 1991. The IRIS -
Poland Project was created afier 3
USAID delegation visited the country

please see LIENS, page 8

o doded dua gagn w ihe

lepal lameword weae b kes
g the entiy of small and e
diam sizal busmesses mio the

mathet (‘(llll)lll)’

From s stan, IRIS Poland
tas focused 1ts efforts on the
froblem of ollaioing financing
(ot economic growth

“Banks are disinclined 1o
lend, even to deserving enler-
prises, because of the near im-
possibility of securing loans ™
Mr Dwight said.

There are several problems
with the present law.

A chief mpediment is the
lack of a central lien registry.
Without ooe, it is impossible to
know whether the collateral of -
fered 1o secure a loan is already
commilled o another kender.

Furtber, a banker has no
assurance that the boqowervill
Dot sell the collateral Ang the
current Polish Code of Civil
Procedure actually gives a re-
cently established claim higher
priority over an earlier ope. ...

Under the code, the banks
are fifth or sixth in line when the
time comes 0 collect in a bank-
ruplcy proceeding.

Near the front the front of
the line is the Ministry of Fi-
nance, which bas the power to
enforce tax liens that are pot
publicly recorded. Because
credilors can't always find out
whetherabomower'staxes have
becnpaid in full, they cannever
be certain that the tax collector
won't arrive at the last moment
of a bankrupicy proceeding and
seize everything.

As aresult, banks are reluc-
lant o provide morigages un-

fess they are backed by a buge
cash deposit As Mr Dwight
pointed oul, i someone has
enough cash for a big deposil,
be generally doesn 't necda loan,

The investment that has
occwted 1o Poland. be said, is
from large corporations that
have the cash o can affon] the

sk

THe by corpotations save
only pat theu wes :n the wale
here ™ Mr Dwaght said ~Wath
the proper legal conditions,
vestments colld have been
the 3100 bithion range ™

IRIS-Poland has been
wuoiking on the collateral law
issue with Poland’s Commis-
sion for Reform of the Civil
Code, the National Bank of
Poland and the Ministry of Jus-
lce.

“Tte effort received a tre-
mendous boost when Justice
Minister Wlodzimierz
Cimosiewicz put collateral law
reform pear the top of his
agenda,” said Mr Dwight

LastMarch, membersoftbe
CRCC met near Warsaw 1o re-
view several draft | .
Among the changes: establish-
ment of a ceatral lien registry
and the abolition of secret tax
liens by requiring the Finance
Ministry to lists its claims pub-

- dicly-in the registry.

The draft law was circu-
lated forreview by government
ministries and the Sanking and
financial commumities. Some of
the banks have raised objec-
tions (o a provision that would
Limit their ability to claim col-
laleral wi'bout count action. Mr
Dwight is optimistic that those
complaints will be dealt with.

Heis more concerned about
objections raised within the Fi-
nance Ministry over the provi-
sion for listing tax claims.

“The Tax Department of
the ministry is opposed (o con-
ceding its long-held privilege,”
be s2id *In the short term, they
might be able o collect more
taxes. I the long term, they are
probibiting the growth of both
domestic and foresgn invest-
ment

“Atthe Feb. 27 conference,
they"H have 10 make their argu-
ments in public **

III INHIWHOV.LLV
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ATTACHMENT IV

Center for Strategic & Intemational Studies
Washington, DC

January 26, 1995

The Honorable Grzegorz Kolodko

Deputy Prime Minister and Minister of Finance
Ministerstwo Finansow

al. Swietokrzyska 12

00-916 Warsaw

Dear Minister Kolodko:

We understand thar the final draft collateral law prepared by the Commission for
the Reform of the Civil Code has been officially delivered to your ministry for inter-
ministerial review. The members of the Business Working Group of the CSIS U.S.-

Of particular significance in the new law is the abolishment of secrer tax liens.
This prerogarive of the tax department, allowing them 1o place a lien og a piece of
property without publicly recording it is very destabilizing to the business environment.
Creditors cannot reliably secure loans because there is the fear that the tax department
will arrive near the close of a bankruprcy proceeding and seize the collateral, Nor can

investors buy property with any certainty thar the transaction will not later be invalidated
or complicated because of unpaid taxes.

Implementation of the new collateral law would be a decisive step in
transtorming Poland’s economy. Allowing both foreign and domestic creditors to
reliably secure loans by the establishment of liens will permiit capital to enter the
counury in much larger quantities. Also, investors and creditors alike will be able to
increase their activity with confidence knowing that they are operanng on a more level
playing field. This can only encourage the development of the private sector and make
Poland a much more attractive place for investment.

The secrer tax liens and other shortcomings of the present body of law in this
area are major impediments to investment. Whatever short term revenue gains are
realized through the current provisions, they could not begin to compensate for the
losses in investment revenues, We urge you to give the new collateral law your careful
consideration.

Sincerely,

E/ Perd) Beraorls ; '
Presidenz end CBO i

ABB Ases Brown Boveri ﬁ@:

1800 K Streer Northwest « Washington OC 20006 « Telephone 202/887-0200
tan: 200 V- 1148




ATTACHMENT V

PROGRAM KONFERENCJI NA TEMAT USTAWY 0 ZASTAWIE

9:30-10:00

10:00-10:30

10:30-10:45

10:45-13:00

13:00-14:00

14:00-15:15

15:15-15:30
15:30-16:30
16:30-17:00

18:00-20:00

REJESTROWYM I REJESTRZE ZASTAWOW
Warszawa, 27 lutego 1995

Rejestracja uczesmikéw.
Uroczyste orwarcie konferencji,

Wiceprezes Rady Ministrw, Minister Sprawiedliwosci Wlodzimierz Cimoszewicz
Ambasador USA w RP Nicholas Rey

Przerwa na kawe.

Sesja przedpotudniowa - Prowadzqcy: Prof. Tomasz Dybowski (do porwierdzenia):
Cztonkowie Komisji Reformy Prava Cywilnego przy Ministrze Sprawiedliwosci:
Prof. Feliks Zedler, dr MaciejTomaszewski, dr Tomasz Stawecki.

Prezentacja projektu ustawy.

Podsekretarz Stanu w Ministerstwie Sprawiedliwosci, dr Bohdan Zdziennicki
Prezentacja zalozen komputerowego systemu unifikujqcego rejestry sqdowe.

Lunch.

Pokaz filmu pt. "Jak zarobi¢ na bankructwie" (rez. Jerzy Krysiak) wyprodukowanego przez
Apple Film Production, wspotfinansowany przez TVP Pr. | oraz IRIS, opisujacego sposoby
nieuczciwego korzystania z istniejacego systemu zabezpieczania wierzytelnosci pienigznych.

Sesja popoludniowa cz.] - Prowadzqcy: dr Ronald A. Dwight
Mancur Olson, Distinguished Professor of Economics, University of Maryland. Prawo
zobowiqzar, akumulacja kapitatu, rozwoj gospodarczy; nieuczciwi dluznicy, a rozwoj

gospodarczy.

John A. Spanogle, Distinguished University Professor. George Washington University,

National Law Center. Jakie warunki musi spefniac system zastawow aby byé uzyteczny
gospodarczo.

dr Patricia Shapiro, U.S. AID Washington. Wspieranie przez Ameryvkanskq Agencje

d/s Rozwoju Miedzynarodowego reform prawnych w procesie transformacyi ekonomicznej

w krajach Europy Srodkowej.

dr Paul F. Knotter, Przedstawiciel Banku Swiatowego w Warszawie

Znaczenie jasnego i przejrzystego prawa zastawow dla tworzenia silnego sektora bankowosci
w Polsce.

Poczatek ogolnej dyskusji.

Przerwa na kawe.

Sesja popotudniowa cz.2: Ciag dalszy dyékusji.

Uwagi koricowe, oswiadczenia, podzigkowania - uroczyste zakoriczenie konferencji.

Przyjecie w Palacu w Krélikarni, ul. Pulawska | 134. i
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ATTACHMENT VI

Warszawa, wtorek, 21 marca 1995 r.

POLITA

Naklad 277 497 egz. Cena 70 gr (7000 zi)

P,IO!&‘

W Business Centre Club o gospodarce

Podatki i prawo zastawu

Przedsiebiorcy skupien! w BCC rozu-
mieja rozterki premiera w Twlazku

Z decyzja Trybunatu Konstytucyjnego -

w iprawie nieuznania wytszych  sta.
wek podatkowych na br, Proponujy
Zawarcie umowy spofeczne, na pod.
stawie ktdrej placillbySmy podatkl we-
dlug zwiekszonych stawek, Rzgd Jed-
nak powinien opracowacé system po-
datkowy, w ktérym przyszie stawki
beda nizsze od obecnych,

Marek Goliszewski stwierdzil, 2e biz.
nesment 2 BCC i $rodowisk rzemiesini-
czvch obawiaja sie o losy Strategii dla
Polski. Podkreslil, ze jesil nle zostanie
Lrealizowana reforma sektora utezple-
Czen spolecznycn, to w przysztym roku
na ZUS trzeba bedaie placie 6, a nle po-
nad 40 proc., jak obecnte. Dodal, ze nie
$prawd2a)g sie 2apowiedzi politykow, bo
test wv2sza ynflacja, wieksze podatkl,
4 32vbka prywaryzacia zostala zastapiona
powszechng komercializacja. Dlatego tet
Proponue wprowadzenie takich rozwia-
23n. ktare pozwolilyby ministrow! finan.
WOW N realizowante zapowiedzianych
¢nmerzen. Uzasadnil to nastepujaco:

— Nie inozna podnies¢ nizc gomikom
tylko dlatego, ze wyszli na ulice | pod ich
adanisma ugial sie rzad i parlament. To
koleiny przyklad negatywnego wpiywu
polnyki na gospodarke | siabe| pozycit
wicepremiera.

Instviut Interwencit Gospodarczych
BCC i Artur Nowicki, doradca prawny
IS Centea! Europe Project, Zwraca,a
uwage na iuedostosowanie obecnego
tveremn raherniscren keedviaw w Pal.

sce do wymagan nowoczesne) gospo-
darkl. — Nie istnieje centralny rejestr
Zastawow, a urzad skarbowy ma prawo
stwlerdzi¢ powstanie zastawu ustawo.
wego lub hipoteki ustawowe, zwanych
popularnie tajnymi hipotekamt. Moze
to spowodowac sytuacje, w ktorej za.
bezpleczenle kredytu stanle sie bezwar.
losclowe | bezskuteczne — mowit na
konferencii Artur Nowlickl. Do dal.
szych pozostalosci poprzedniego sys.
temu zallczyl to, 2e naleznosci Skarbu
Panstwa z tytutu podatkew maj3, obok
wspomnlanych zobowiazan podatko-
wych, plerwszenistwo przed wszystkimi
naletnosciami z tytulu kredytow ban.
kowych (art. 1025 k.p.c.). — To powo-
duje, 2e pozyczki pod zastaw sa insty-
tuca bardzo ryzykowna dla kredyto-
dawcow, niezaleznie od tego, czy sa to
banki czy tnne instytucje finansowe.
Nie dziwmy sle wiec, 2¢ obce firmy nie
chea inwestowae w naszym kraju — ¢-
gumentowal przedstawiciel IRIS. Poin.
formowal, te projekt nowego prawa
zastawu, skierowany do konsultacii
miedzyresortowych, nie do konca jest
satysfakcjonujacy. Kwestiami sporny-.
mi, oprocz wyeliminowania wspo-
mnlanych wezesntej przywilejow Skar-
bu Panstwa, jest brak zgody bankow na
zdjecie tytulu wykonawczego, dzieki
ktéremu moga dochodzi¢ swolich rosz.
€zen z pominieciem drogi sadowe|. Na.
wet w svtuacjl, gdy dlutnik zgodalt ste
na podporzadkowanie procedurze
okreslonej w umowle,

Lot OxTaAsa



IRIS Poland-Project

uprzejmie zaprasza na premieré filmu "Supez"
oraz na okolicznoceciowy poczéstunek

17 marca 1995, o godzinie 19:00 w kinie Rejs
przy ul. Krakowskie Przedmiececie 21/23

(wejeecie przez Kino Kultura),

Film "Supez" porusza wa;ny dla inwestorow zagranicznych problem ochrony
wlasnoceci intelektualnej w Polsce.

Produkcja: Apple Film Production

Re;yseria: Jerzy Krysiak

Scenariusz: Jerzy Morawskj. Krzysztof Krauze

Film wspé*finansowany przez TVP, Program I oraz IRIS-Poland Project.

Liczba miejsc jest ograniczona do 40, dla
telefoniczne potwierdzenie przybyeia, 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 filin 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 plﬁasmnﬁmm_panmpm by phone or fax at tel./fax; 45-18-79 or
45-25-12 in IRIS office.




| ATTACHMENT VIII

APPLE FILM PRODUCTION Sp- Z 0.0. RHB 39155 S.R.w W-wic
PL. KONSTYTUC]I 3/10-13, 00 647 WARSZAWA NIP 526-00-28-860
TEL/FAX (48 22) 29 07 54 . P-O104HY212-94000000
TEL (48 2) 628 82 93 59-3-662-01009

Konto:PeKaO § A IVO/W.wa
S0T132-40010850-2511-3-11 10
Upowaznieme Kom.Kinemat. O-1-\'id<4y71.27 07 1990

Mr Ronald A. Dwight
Director
IRIS-POLAND PROJECT
Ksawerow 13
02-656 Warsaw

Warsaw, |7 February 1995

Dear Mr Dwight,

Thank you very much for the letter concerning your acceptance of two films produced by
Apple Film Production which gave us great pleasure and satisfaction. We congratulated the
authors and every person who had contributed to this success without hesitation. | do not

have (0 add that the fact that you are satisfied with the result of our work is the best reward
for us.

We share your hope that both of these films will help to reinforce democratic rules on Poljsh
market. 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

Embassy of the United States of America

Warsaw, Poland

January 26, 1995

Ofhice of
The Amrcassaoss

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. oOn 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,
/

.
/ 'k)“‘ vl

Nicholas a. Ré?ﬁ



ATTACHMENT X

POLITA

Warszawa, wtorek, 28 lutego 1995 r. Naklad 279 438 egz.  Cena 70 gr (7000 =)

N 50 (4003)  wydanie 3

Warszawa, wtorek, 28 lutego 1995 r.
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Zastaw w rejestrze

~DrOwadzenie do naszego systemu
Drawneqo nowey Nstylucp—zastawy
"elestroweqo to nrzedm)og konterencji
2T0M oW Warszawie poa patronatem
Nodzimierza Gimoszewicza wicepre.
e munistra sprawiedliwosci, zor.
danizowane) prrez Ministerstwo Spra.
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Previgte w krajach o gospodarce tynkowe)
Rejestr zastawow ma stae sie wprzyszlosc
ORMmiweny szerszego centralnego systemy
Tejestiow sadowych, kiare w sumie pozwo.
3 N3 uzyskanie wiarygodnych snformacy
U partnerze gospodarczvm |uly kredvito.
biorev. na ograniczen)e Jczarner” stretv
* 80spodarce 1 nieuczciwe) grv ekono-
mezner Mowd o tvm dr Bohdan Ldzien.
“icke podsekretarz stany w MS

Jednvm z weztowven 2agadnien konfe-
renci bvla relacja miedzy projektowana
INSVIUC)3 2 unonmowaniam prawa po-
datkowego. Wedlug tych ostatnich Skar-
bow! Panstwa Przysiuguje ustawowe, po-
wstajace automatveznie Drawo zastawu
Na ruchomosciach podatnika, czasem na-
wet miezacveh do osob trzeaich 1 plerw-
SZENStWO W SC13ganiu naleznoses podatko-
WYCN przed wszystkom: innymi Z tego
powodu obecnie np bank. ktory udzieli
KedViu pod zastaw. nie moze praktyante
odebra¢ swych pleniedzy. Wedlug no-

wvch propozven fishus bedze mial precw
SIENSTWO. jezelt 2glos) swe prawo du ree
MU Astawaw W oten $POsOb potenciain,
Nedvtodawea uzvska nionmnace pozwa-
113c3 mu na zorientowanse $1C W Sytuac),
potencialnego klienta

RKonferencia miata na cely wyvlonicine
proplemow wymayaacveh dopracow -
M Je) uczestmey wvsiuchal wvsStapien
Prawntkow amervkanskich na temat wy
runkow prawidiowega tunkcionowaniy
Zastawu rejestrowepo 1680 Znaczenia
W 10zwoju gospodarczym 1 tworzenia si;.
nego sektora bankowascr w Pojsce 01w
ostatnie; kwest mowit dr Payl F Knorter
przedstawiciel Banku Swiatowego w W ar
sZawe

Przedmiotem mvwioner  dvskuy,
1 Nontrowers) bvia zawarta w proiekcic
USEawWY propozycia ogramczena przvwie
Jow bankow w egzekwowaniu swveh nu
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Zarobi¢ na bankructwie

(A} ,Jak zarobi¢ na bankruc.
twie” - to tytu filmu wyswietlone-
Bo wezoraj na konferencji zorgani-
zowanej przez Ministerstwo Spra-
wiedliwoéa i polsko-amerykansksy
firmg Iris. Konferencja po§wiecona
byla przygolowywanemu projekto-
wi ustawy o zastawie rejestr:wym.

Zastaw polega na tym, ze diuznik
dyje wierzycielowi jako gwarancje
splaty dlugu jakis przedmuot. Jesli

dlug rue zostanie splacony - przed-
muot ten przechodzi nu wiasnosé
wierzyciela. Przedstawiony wCzon)
projekt zaklada powolane nstytucy
Zasawu rejestrowego, czvh takiego,
w ktrym zastawiona rzecz moze po-
2ostac w dyspozyc) diuznika

Obowigzujace przepisy o ounko-
WYm zastawie rejestrowvm sy me-
doskonate Aterzyscr potratia wielo-
Krotnie zastaw a¢ 1¢ samg rzecz. Do-
piero powszechnie dosi¢pny. skom-
puteryzowany rejestr  pozwolilby
Aredviodawcom na \zvbkie NYAICS
dzenie taktycenego stunu majgtko-
WEEO 0s0b ublegupicyen sig o pozy.
czke.

Projekt przewidupe (s wprowa-
dzene znane) ny Zachodzre 7w
umawner simonomocy Gdi by (dfuy-
MKk przestal wolacue aredvi bank
moglby sim - bes povicanictn g sagn
AERKOMOrmiKG = zannow Zasbaw -
€ TVRC/Y 1D etdw g, WitV L
S A 0 B pog RRTNITNTET I
Huzmn z2odatoy sig i Wi Do
HIINTR podpesuiie ¢ nankiem wino.
we Kredyltu jotkay

18
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Zastaw - gra w ciemno

Gospodarka rynkowa nie moze istnie¢ bez systlemu zabezpieczen, gwaranlujqcych splate pozyczek

Wladciciel Airmy X pozyciyd
w banku A 5 millardow zlo-
tych pod zastaw Gustawezero
mercedesa. Kulejne kredyty
tacznie 9 miliardow tlotych)
wyfudzil w bankach B { C,
TAstawinjac ten sain samo-
chod. Gdy firma zbankruto-
wala, okszafo ste, ze prawo
do astawu, zgodmie z Kodek-
sem cywilnym, ma tylko
ostatn! pozyczkodawen, czyli
bank C. Coi 1 tego, skoro
wczesnie) klient trzach ban.
kow rozwiod! sie, a przy po-
dzlale majntku sgd przyrnaf
mercedesa hvie) malzonce,
ktora wyjechaia za granice.

Krystyno Doiniok

Wiateiclel  firmy  odziczowey
Y rsstawil w banku 20 profesjo-
nalnven maszvn uo s2veia. W za.
intan dnstal 10 miharuow zlotych
kredytu. Gdy okazalo sie, 2e fir-
ma jest mewyplacaina, pieniadze
uzyskane za sprzedanc maszyny,
godnie  Kc.eksem posiepows-
nia cywiinego, postty na koszty
egzekucy)ne 1 waplate zalcglych
podatkow. Bank ni¢ otrzymal na-
wel zlotowk|

Zagraniczny inwesior kupi! (s
Lryke Z pod Krakowsm Stasowna
umowe podpisal minister prywaty-
2ac)). Po dwach latach wyszio na
|aw. 72 labryka ma stare dlugt po
Watkowe (sprzed daty rawarcia
trangake;l) | panstwu przystugwye
prawo do tasuawy uslawowegy na

Sorawiedliwodcl. Wezesnle) okazs
1o sl¢, te instytucie prawny sluty.
2 1abuzpleczaniu kredytow, takle

najatku pri swa, | 1
rowl doradzono porwanie do sadu
Muustersiwa  Przeksztaleein Wia.
snosciowych. kiore przed sprzedazy
apewnialo. te fsbryka nie jest za.
dluzona W clekcte wice ragranica-
na firma 2a kilkanascic milionow
dotarow kupila sobse hardzo diugt
proces przeciwko MPW

Nic ma
prosise recezy

“Urak SPrawnero svstemu 7a
bezpieczen jest jedna z preycayn,
dla kinrych wigee) kapitaju pra.
nICTnego winwestowano na Jjedne}
ulicy bylego Berlina Wschodiego
mz w cale) Europie Centralnej”,
twierdzl Ronatd A, Dwight, dyrek-
tor amerykanskic) organizac)i
IRiS-Poland Project (Institutional
Reform and the Inforinal Sector),
Lymujace) sie przemianam! insty-
tucjonainymi w Polsce. | dodage
“Polska nie nia »7ans na inwesty.
cjo bez relormy praws rabezple
czen. Kapital dotychezas tu uloko
wany pachodzi » wielkich koncer-
now lub inatytuc)! {inansowych.
@yl od tych. ktérry aibo maja du-
a potrwke, albo inoga pozwolic
sable na thize ryryko’ .

“Ustawa o rastawie rejestro
wym | rejestrie tastawow twiek.
52y bezpieczenstwn obrotu gospo-
darczego. Jest to wainy element
prickszialcen polsklego prawa,
suzacy hudowie gospodarkl wol
norynkowe}”, uwaza Wiodzimlery
Cinusrewic?, wiceprrinter | tninl.
ster sprawiedliwodel. Natomiast
Nicholas ltcy, smbasador USA
w Polsce. na konferenc)l zorgani-
towane; przez IRIS-PP stwierdzit:
“Nie ma prostsze) rzeczy. ktorg
mona (u rodbi¢ 1 ktéra bedrie
minin tak duzy wplyw na rentow-
nnsc przedsieblorstw | bankow .

Prace nad projokiem ustawy ro-
jestrowe) mzpoczely sie Jesienty
1992 roku w Kounls)i iteformy Pra-
wa Cywilnego priy Ministre

Jak h ka, zastaw bankowy, po-
reczanie iy gwarancia, sa dalecs
niewystarczajace. Alery swiatane
1 wyludzaniem kredytow pod lo
1amMo waberpisczanye. brak rejestru
alutnikéw  bankow. korupcja
wirod rzeczomnawcow, ktérzy pod-
pisywal! siy pod
wycenam wielo-
krotnis prrewyz.
sisjacyml  war.
tos¢  zastawia.
oveh  nleruchn
moscl  |ub e
czy. | tnne nie.
prawidlownsci

’,
ade
RN

Jest to nlemotliwe takis 3 tego po-
wodu, ts nie Istnisje centrainy ro-
Jestr tastawsw. A wiee potencial-

wanis cywilnego (artykul 1025
ustep 1), gdy przychodt pors na
odebranie nalenoki, bank Jest

ny Kredy Y spraw-
dza¢ w ponad 1.5 tyslaca bankow
(spdldale) ot wylals

wdtlecznyny oblsktami 'dh nle
uaciwych kijantdw), czy propono-
Wana w taslaw ruchomodd jest jut

"W postepowaniu
egzekucyjnym bank

doplaro pigly w kolejos. W ]
1 tego, co toatalo, trzeba poplacie
koszty egrekucyins, allmenty, pen.
e | chorobows pracownikom
(a takis, w razie nieszczescia, 2o
najtanszy pogrzsb diusntks), Na-
stapne w kolejce du kasy Jest Mi.

Disterstwo  F).

nansow, w imie-

WAzystko, co na.
lezy sie fiskuso-
wi. razem g od-
setkam) 1a twlo-
k

s J€St dopiero piaty w kolejce« tkam ta twi-
bankructwa me. "-‘ kosztami egzaku-
Jeden bank. cyinyml. Potem

w ¥YID prawie prischowals  jesicze urzad skarbowy bierzs so-
Zastaw sly Jeszcis jedna zasada, kiorama  ble talegle oplaty za wilaczystlo
1 plerwszefistwen LASLOSOWANIS 2ATOWNO DrTY zasta. yikowanls terenow § budynkow

Plerwszv roboczy projekt utwo-
rzenis Instytuc)l zastawu rejestro-
wego byl gotowy w marcy 1951 ro
ku. Jednak dopiero w rok poinisj
powstaia ns tyis kompromisowa
wers)a ustawy, s podplaall siy
pod nig prawte watyscy cidonko
wie ministerisine) koinisjs. Inten.
€ja Je) autorow bylo stworzenss
prustego § skuteczneyo systemy
Labezpleczen dla wiorzycleli, zaé
dis wazystkich pozostalych, rootll-
wodcl uzyskania szybkiej | w pelnt
wlarygodne) informacji o ustano
wieniu taklegn *~Sezpleczania.

Wymagan'. 0: tyni 1ie odpowia.
dala, funkcjon.yuca juz w nastym
prawis, inttytuca zastawu banko-
wego. Chociat rgodnie ¢ artyky.
lem 308 Kodeksy tywilnego umo-
wa 0 ustanowicniu rastawu po-
winna byt wpisana do rejestru
prowadzonego przcz bank, ale
| tak jest on niedostepny dia po-
tencialnych wicrzyeieli. A wiec na.
wet bnny baik iie ma wiekssych
$2ans, by w pory dowiodgled tlo, In
Np. maszyny, urzndzenia lub érod-
ki transportu sa juws rastawions,
& polencalny klient jent oszustem.

wach posssoryinych, jak | rejs
Strowych. Artyku! 310 Kodsksu
cywilnego stanow|, te astaw, po-
walaly na o} same) rzeczy pot-
nle), ma plerwszenstwo priad 1a-
stnwom wczsdnlajszymn. A wiec
p. prawo do pleniedzy usyaka.
nych prias komomnika za sprzsds-
ty  samochodyy tastawionego
W pleclu bankach ma tylko ten
oslatnl. Pozostale catary, ktére
weczednle) udzisllly kredytow, nle
odzyskajy nie, choé nls 44 winne
tadnego niedopatruenia, bo nis
byly w stanis sprawdsié atawu,
Ponadto nawet ten uprzywilejo-
wany bank nie ma tadne) pewno-
écl, ta kredytobiorca nie sprieda
Swogo 1sbezpleczenia. Jedli na.
bywca kupl go w dobre) wierze,
bo tat nie byl w atanie dowledzind
sie, 18 jest to jut pr s,

bedacych wiasnodcia Skarbu Pan.
stwa (plus karne odsetki § koazty
egzakucil). | doplero teraz, jedl|
Jesacza cokolwiek sostalo, bank
mada tglosi¢ ale po naletnodel
t tytulu udzlelonego kredytu,
A na samym koucu ss naletnodel
abezplsczone hipoteczits lub pra-
wem astawu,

Rejeste
dla kaidego

2 Instytuc)! zastawu rejestrowe-
80 moglyby korzvsta¢ bant{ (tak-
10 Lagranicana majqce w nastym
kraju prisdstawicialstws Jub od-
dzlaly) oraz miedzynarodowe or.
ganizacie finansowe, do ktérych
Polska naley, np. Bank $wiato-
wy Jub EBOR. Doktor Macief To

|

Wu. samochod pozostaje u niego.

Hierarchla
dzjobanla

Nlo tylko dlatego gra w rastaw
Jost gry w claouio, W postepowa-

1, k Komisjl Re-
formy Prawa Cywilnego | jeden
% aulordw ustawy proponujs, by
poazerty¢ Ly listy 0 wezystkie oso-
by prawne majace sicdzibe w Pol.
e, jek b o

- &

inloty, klnrveh wicrzvtelnosel hy-
Iyby tabezpicczone astawem ro
Jestrowym. Mozliwe jest tez usia
Nowlente zastawu dla kansorejum
bankoweso.

Umawn rartawu bedzie musiatn
hye zawartu na pismie 1 uinjess.
20110 W reicAlITL 2aslawow (wilo.
wk w oy spawee powinien hye
tiozony w cliqu miestaca). Baredn

wazne jest {o, to pirzedminty ob-

ciatone zaxtawenm betla moghy
paznatad n dluznika (zastaw-

€Y). €0 jest arczegninie war.

f WOWCe2AR. gdy an Lo ip

srurlkl produkeld, Zasiawin

ne moga byc takze tuchn
mosch nalczace do oanhy Lz

cie), oczywiscie 2a yc) ROl

Prrednintein zastwu rege.
strowegn ninga by¢ wazvstkie
r2eczy suchome, 7 wyjatkirm
stoltknw  morakich (wpigp.
nych do rejestru okrelowe.

§0). oraz tywalne prawa
majatkowe. Projektowani

=p tstawa, tak jak nbecnie
obowlazigace przopisy.

1) takze dopuszcza inozli.
wose thycia lub obeinze.,
nia rzeezy wabezpicczone)’
aslawem (rownlez niery.
chomoscl obciazane) hipote-
kn). Nowoicla Jest to, 7e winrLy-
cicl bedzte mog! zaspokoic Kwoje
fomczenia. niezaletnte od tepn,
CIy}a wiasnotciy jost w danej
chwili priedmiot astawu. Jed.
nak teraz w umowle mnze zna-

leté sl wasirzezente. 2a dlusnik
nle pazberzic sie zastawione) ree.
€y, 01 Je) nle obcigzy, prred W
gadniecicin umowy zastawnicre)
Gdyby Jeitnak tak sie atalo, hank
inoze zazada¢ natychmiastawe)
spiaty diugu.

Najwicksza zalctn zastawy reye.
atrowego jest to, 2¢ tak rabezpic.
cony wicrzyelel ma plerwszen.
BLwo W Zas0Kojeniu swoich rosz-
cian pried wazystklini innymi
wierzycielun, takie wierzyicinn-
clami wyniknjacymi z prawa -
blieznege (3p ¢ tytulu peda
kow), "Zeliy zagwarattownc real’
noAe tel {fminy raberpieczenia
Projektuwnna ustawa st funk
cjonowae jako lex  specialis”
{wierder «nktar Tomnerz Stawer
KL Jeden 2 jo) autorow. w toj sy.
tuac)l, jezell Skarb Panstwa
chelalby apawni¢ sobie picrw.
srenslwn preed wierzveielami ko
rIyslajacymit ¢ zastawu rejestrn.
wegn, musl wczesnie) zgiosié
W rejesirze awnjo prawa. Nie win.
donio, czy na takn wersje ustawy
1godzl xig Mintalerstwo Finan.
sow, kiora w przygotowywanym
wininle Kndeksie podatkawym
proponuje, by utworzye tnny re-
Jestr - nutnanasel pexdatkowyeh

Hejeatr 2astawow, prowadzony
prex ady rejonowe, bylhy Jawny
t publicznv. dostepny nis tvlko
dla bunkow, nle § nsob trzecich.
wainteresowanveh kondvejq ding
nika. Za korzystanie 7 rejestru
uiszezaloby sie tzw. uplnte kance-
laryjng, o wiec lastytaca
glaby ste zma finansowné. Po-
watalby tokie komputcrowy ren-
tralny rejestr 2astawaw "W prov.
szinsch mozitwe e utworzeime
systeiny remstrow  publicznvrh
hez klureyo trudne wvobrazie so
bie np. funkejonowame rvinkn ki
plalowegu”, twierdzi doktor ol
dan  Zluicunicki.  wicennister
sprawledliwngei. W jepo skl
wehadziihy rejeatr simintow go

dalmc;; dia ministra lnnvlcdl.l'-'

podarervel, rejestr kning wierry
stveh §rejextr aastawaw, Pringekin
WONA UXlAWN Jex1 WIes IHerVAZY I

nlu egrekucy)nym, tgodnis 3 po-
stanowlentami Kodsksu p ep

wodcl, kiory w porozumieniu
3 ministrem i | pr
NDP, mégiby wekeasé fruse pod.
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Swieci | grzesznicy

W Kolegium Teutonskim w Waty-
kanie odbyla si¢ prezentacja wy-
boru dokumentow z tajnego ar-
chiwum watykanskiego, ktory
ukazat sie pod tytulein ,Swieci
i grzesznicy”. Sa to migdzy innymi
pochodzace z lat 1451-1586 su-
pliki kicrowane do papiezy
w sprawie naduzy¢ i przeslado-
wan ze strony inkwizycji oraz wy-
znania swieckich i duchownych,
ktorzy uiegli pokusom seksu
i przemocy.

Wéréd opublikowanych doku-
mentow jest list pewne) zakonni-
cy, ktora 20 maja 1461 roku

’ Z tajnego archiwum watykasnskiego

. "i*anorama.tygodnia

zwracala si¢ o dyspens¢ do
rzymskiego dykasterium zajmu-
jacego si¢ wyznaczaniem poku-
ly, przyznajac si¢ do zabicia
swoich dwujga nie ochrzezonych
dzieci.

Inny dokument stwierdza, iz 29
czerwca 1463 roku pewien
swiecki Hiszpan zwracal sig
o zdjgcic z niego ekskomuniki za
zabicie ksigdza. Autor supliki wy-
znaje, ¢ pomog! on innemu ka-
planowi ,obciaé genitalia ksie-
dzu, ktérego zastal on w domu
swojej konkubiny; ksigdz ten
wkrotce zmari”. (kw)

‘ Polskie prawo bankowe pochodzi 2 poczatku wieku
Szansa dla bankowcow

Nie ma polskiego prawa bankowego na poziomie
curopejskim. Zasady, ktore obecnie obowiazuja po- 1
chodza z poczatku naszego wieku. Dlatego tez tak |
wazna jest projektowana ustawa o zastawie rejestro- |
wym, w ktorej projektodawcy upatruja szanse dla |
sprawnego funkcjonowania systemu bankowego |
i dla zmian gospodarczych w Polsce. lezeli rozwia- |
zania projektu Ustawy zostang przyjgte zwickszy si¢

‘ 8 procent dochodow paistwa ze sprzedaiy wodki
Wodka potegq jest | basta

W ubiegtym roku 8 procent do- I ducenta, ktory jest oczywiscie opo-

chodow budzetu pochodzilo ze
sprzedazy wodki. Bylo to ponad
50 bilionow starych zlotych.

Trzy czwarte ceny kazdej butelki
zabiera budzet pantwa. Z pozosta-
lej czgsci 30 procent to zysk pro-

|
|
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datkowany. W Polsce sprzedaie si¢
tyle samo wodki, ile w Stanach
Zjednoczonych — najwigkszym
rynku zachodnim. Corocznie Pola-
cy opréiniaja 440 milionow bute-
lek po 0,75 litra. Wyprzedzajg nas
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1 pewnosc zabezpieczen kredytowych i Polska ma
szansg na otrzymanie kredytow zagranicznych na
lepszych warunkach. Wspéltworcami ustawy s3 m.
in. amerykanscy profesorowie: Mancur Olson i |. A.
Spanogle i oni to wystapili w trakeie sesji, ktora od-
byla sig w Palacyku przy ul. Ksawerow. Specjainym
gosciem byl Minisier Sprawiedliwosci Wlodzimierz
Cimoszewicz. (gaka)

tylko Rosjanie, ktérzy w swiecie
nie maijg konkurenciji.

95 procent spozycia alkoholu w na-
szym kraju to wodka czysta. W Pol-
sce dzialaj 22 panstwowe wytwor-
nic wodek i 10 prywatnych.

W ubieglym roku wodki drozaly
trzykrotnie, w sumie o 32 pre-
cent. W tym roku maja zdrozec
o 18 procent.

Produkcja wadki wydaje sie
fwietnym interesem i wplywa
bezposrednio na kondycje bu-
dietu panstwa. Ale czy jest to tyl-
ko biznes? Kazdego roku ponad
100 tysigcy osob objete jest le-
czeniem odwykowym na koszt
paristwa. Ponad milion 0séb uza-
leznionych jest od alkoholu, a to
tet kosztuje. Czy zyski i straty sie
bilansuig? (kw)

5 najchetniej kupowanych
. wodek w Polsce

Wyborowa 4%

Koszerne 20%

Extra fytnia 17%

Polonez 15%

Kralus 9%
. .

o Rozmowa z Aleksandra
Jakubowska, rzeczni-

ilem prasowym rzadu
Jézefa Oleksego.

Z wlasnej woli

@ Powiedziala Pani niedawno,
e dziennikarstwo Paniq znudzi-
fo. Dlaczego?

- Nie p~wiedzialam wyraznie,
ze znudzilo. Powiedzialam, ze
nie widz¢ w nim dla siebie dzi-
siaj miejsca. Stanglam na pew-
nym skrzyzowaniu drég. Ta,
ktérg wybralam wydala mi sic
optymalna.

@ Gdyby stanowisko rzecznika
zaproponowat Pani premier Ja-
nusz Korwin Mikke to by si¢ Pa-
ni ggodzila?

- Nie

® Sposrdd wszystkich rzeczni-
kow rzgdu w ostanich latach
tylko Pani jest rzecznikiem
i driennikarkg. laki to bedzie
miato wptyw na prace biura pra-
sowego? Jak zorganizuje Pani
wspdiprace ¢ dziennikarzami?
— Zapomnial pan o Malgorza-
cie Niczabitowskiej, tez dzien-
nikarce. Chcialabym, icby ta
wapdlpraca byla oparta ra rze-
telaych, parmerskich ukiadach,
ju ze swej strony jak najwiecej
w rumach moich moiliwofci,
a oni ~ w zgodzie z etykq zawo-
dows. Oczywiicie nie wyobra
tam sobie siclanki ~ na pewno
bedy jakied incydenty, ale oby
jak najmniej. .

@ Co bedzis jesli sig pojawi dy-
lemat: by¢ w rgodzie 1 szefem

.gywqodziusamqaobq?
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Czy w Polsce konczy
sie okres -plerwoltnej™
akumulacji kapitatu?

By tak sie stalo, musi
zostac zrealizowana zasa-
da maksymalnej jawnosci
i pewnosci obrotu g0s-
podarczego. Bez skom-
puteryzowanych, w pelni
dostepnych i komplet-
nych rejestréw sadowych
nie moze byé o tym
mowy.

Podobnie jak bez nowoczes-
nych. skutecznych instrumentéw
zabezpieczenia kredyiu, takich jak
madrze uregulowany zastaw rejes-
trowy. Prace nad tymi zagadnie-
niami ($ciéle laczacynu sie ze so-
ba) podjeto przed czterema laty
Czy wolno mieé nadzicje. e wre-
szcie zblizaja sie do korica?

Ministerstwo  Sprawiedliwosci
zaprezentowalo publiczrnie pro-
jekt ustawy o zastawie rejestro-
wymircjestrze zastawow. Projekt
ma ¢ zasadniczg zalete, 7¢ jest juy
PO nzgodniesiach migdsyresono-
wych i istnicje nadetepa. ze przed
kotcemdmarca uali Jo KERM
Jego wejsaie w zycie moze ozna
«C2ad pranwidziwy rewolucye w dse

dzime sabeszprec ren kiedyiu

rzecs pozostala we wladanig khre-
dytobioicy, moze on shuteczme
ubcigzve 1 Kolemynu zastawami
W praktyee bankowey zdarzaly si¢
przypadki us'miokromrgn obcry
ZCN1a Le) sanie) rzecsy.

Réwnoczesnie ustanowiona

~wart 306 zasada bezwaglednego

picrwszenstwa szczegblnego
(przede wszystkizn Skarbu Pan-
Stwa z tytulu zobowiazan podar-
kowych) powoduje, zc bank dys-
ponujac nawet realnym zastawem
(np  papiecramij wartoéciowymi
czy bizuteria) nic jest peviien, czy
po sprzedazy przedmiotu zastawu
fiskus nie zglosi roszczenia do
calodci kwoty.

Bedzie lepicj?

Projekt ustawy likwiduje wszZyst-
kie dotychezasowe slabosci zasta-
wu jako formy zabezpicczenia
kredytu lub pozyczki.

Dla ustanowienia zastawu 1eje-
strowego niezbedne nia by¢ nie
tylko zawarcic umowy. ale réw-
nicz wpis jej podstawowych ele-
mentéw do prowadzonego przez
sad rejestru zastawéw. Rejestr ma
by¢ skomputeryzowany i dla zain-
teresowanych instytucji (gléwnie
hankéw) dostgpny poprzez mode-
mv telekomunikacyijne

Proyv zastawie rejestronovim ol-
wracenie ulegnie dotyche zisowa

sanada prerwszensiwa Zastiny po

watialy wesesmey bedzie mal bes-

wereledne  preiwszensiug Dised

sastowann powstalyim (70000
- r LR A N
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Przywileje inaczej

todawce (zastawnika) oswiadcze-
™A 0 przejeciu na wlasnosé preed-
miotu ziastawuy

Czas i pieniadz

Cala Loncepcja mna sen. jedynie
wowezas, gdy ..zagra’” rejestr. Je-
80 przygolowanie i ulworzenie
beda wyjatkovo  kosziowne
i skomplikowane. Ministerstwo
Sprawiedliwosci od pewnego cza-
su prowadzi wprawdzie intensyw-
ne prace przygotowawcze nad
skomputeryzowaniem wszystkich
istniejacych rejestrow sadowych,
jednak ,.od pomyshu do przemy-
slu™ droga jeszcze daleka.

Prace prowadzone sg w §cislcej
wspblpracy z Norwegami, ktérzy
dziela komputeryzacji rejestréw
dokonali przed kilku laty kosztemn
wiclu milionéw koron. System
jest bowiem drogi, a raczej - kosz-
lowne s3 jego zabezpieczenia.
Musza byé niczawodne, gdyz wy-
druk z komputera ma micé walor
dokumentu urz¢dowego.

Resort cheijalby, aby w jednej
sieci komputerowej znalazly sie
rzy rejestry: podmiotéow gospo-
darczych - obejmujacy wszystkie
przedsigwziccia gospodarcze
w wickszym rozimarze, Zastawow
rejestrowych oraz ks WIeCzys-
tych oLy wISCIC
smun prawaoraz diugiego okresu
prrygotowawcersego. Wymama ey

Wvinaga 1w

prenmedszy
Przewiduge sig powolsme sne

cpalney iy, Kiéra pre taby

P

rojekt ustawy o zastawie rejestrowym stanowi wazki
przyczynek do dyskusji na iemat bankowych przywi-

lejow egzekucyjnych. Ministerstwo Sprawiedliwosci pro-
ponuje, by w miejsce dotychczasnwych tytulow wykonaw-
czych (kiére mozna skladaé bezposrednio u komomika do
egzekueji) banki mogly wystawiaé jedynic tytuly eg-
zekucyjne, ktére klauzulami wykonalnosci op.itrywaé beda
sady. Banki na podsiawie wlasnych tytléw bedy mogly
Jjednakie okonaé zabezpieczenia roszczenia (np. przez
zajecie rachunku bankowego diuznika).

Wystawienic tytulu bedzie mozliwe jedynie wéwczas,
gdy roszczenie banku bedzie wynikalo bezpoSrednio z nie-
ktérych tylko czynnosci bankowych zwiazanych z: udzie-
leniem kredytu, pozyczki. porgczenia lub gwarancji, sto-
sunkiem akredytywy lub operacjami wekslowynii i czeko-

wymi.

Prawo ma tez okre§laé niezbedne elementy kaidego
bankowego tytulu egzekucyjnego. Wprawdzie jeszcze nie
obowiazuje. ale gwoli wytw orzenia poprawnei praktyki
bankowej przytoczmy za projektem:

. W bankowym tytule (...) nalezy oznaczy¢ bank, ktéry
80 wystawil i na rzecz ktérego €gzekucja ma byé& prowa-
dzona, dluznika zobowiazanego do zaplaly., wysokosé
zobowiazai dluznika wraz z odsctkami i ternunami ich
platnosci, dat¢ wvstawienia bankowego tytutu cgzekucyj-
nego, jak réwniez oznaczenie rodzaju czynnosci bankowej.
2 ktérej wynikajg dochodzone roszczenia, oraz wzmianke
0 wymagalnosci dochudzonego roszczenia. Tytul nalezy
opatrze¢ pieczecia banku oraz podpisami i nazwiskami

0s6b uprawnionyh do dzialania w Jego imienju*’.

(MU)

M

teje iy, orzz weiecre nasch utwo-
fzenis pozyc. ki 2 nugdzynaiodo-
wychinstytnen fmansowych Poj.
nmey rejestry otezymalyby sig s
me. 2z oplat woossonych za Aoty
sitie 2 mch prses podnnory fon

podincze v ohy watel

Ustawa 0 zastinie rejestiowy i
NIV WCPE W ZvOIe W2y nnestijee o)
dms publihacp Woym momencie
reiestry muszig uz byé gotowe Cry
o/naczalo. e rewoh pow dzedzme
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my e dopiero w XX wichy?

N

OMViud

6I S661 VOUVW ]

By







Czym jest Fundusz} Gwarantowanych Swiadczen
Pracowniczych (FGSP)

Ustawa o ochronie roszczer pracowniczych w razie
niewyplacalnosci pracodawcy

Rozporzadzenie MPiPS w sprawie rozszerzenia za-
kresu $wiadczen pracowniczych podlegajacych za-
spokojeniu ze §rodkéw FGSP

Rozpm:zqdzenie MPiPS w sprawie wysokosci sktadki
na FGSP

Rozporzadzenie MPiPS w sprawie trybu skladal)ia
wykazow i wnioskéw o wyplate Swiadczen z FGSP,
przekazywania srodkéw z tego Funduszu oraz doko-
nywania wyplat $wiadczen

II

Projekt ustawy o zastawie rejestrowym i rejestrze
zastawow wraz z uzasadnieniem oraz komentarz
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II. PERFORMANCE INFORMATION

1. Project PUrpose summarv gtatement :

A,

Project bPurpose

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, IRIS-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 of  forums on the legal,
institutional, and economic foundations of
commercial law.
5) Training of judges in commercial law, market
economics, civil procedure, and court
administration.

keiationship to USAID Program Strateqy

The IRIS approach in Russia is similar to its



approach in other countries, namely, to strengthen
indigenous capacity to understand and carry out
needed legal reforms. Therefore, the assistance
provided will not only be directed toward crafting
legisiation, 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 cthe 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 1local
experts and political leaders lead and complete the
process. IRIS will provide policy makers with the
tools necessary to accomplish this task.

2rogrses tcoward Prodect 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 Fussian 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 a
major advance in Russian 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-effectiva syctem of debt
recovery -- a significanc improvement over the

2
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current Russian Law on Pledge of 1992. The Code'
will also serve as a sword against the
proliferation of financial crimes that is
undermining society’s confidence in the market.

Drafting of the Code, coordinated by President
Yeltsin’'s Research Center for Privare Law, was
accomplished with the assistance of foreign legal
experts from the United 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

lectures on issues raised in the text with groups
of officials, judges, lawyers, and business people;
and Z) briefings by the RCPL and IRIS were
organized fcr similar groups. =zfforts to implement
the new law have been promoted through activities
such as the EERD/IRIS/Supreme Arbitration Court
Conference on Secured Commercial Lending. This
évent ctargeted 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. parc IT 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 economisas, the institutional
framework ~f clear laws, fast and inexpensive

3



self-2nforcement procedures--supported by the:
judicial system--and czollateral or property
registries creates an environment conducive to
lending. To date, these elements are not yet fully
operational in Russia.

The lack of modern commercial banking systems
in Russia is one of the principal impediments to
further economic development in the region. The
unwillingness of commercial banks to extend credit
to local firms is due less Lo their fears of
inflation than to fears they will not be repaid.
Therefore, the ability particularly of small and
medium size eénterprises (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 :thus one of the most  important reform
initiatives in the transitionary process.

Among the legal and institutional
prerequisites for & viable system of commercial
lending are an effective law on secured
transactions and  =2asily 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, éxcept in the area of real
property.

In order to focus greater attention on the
existing barriers to financial lending, IRIS co-
sponsored an Internatiocnal Conference on Secured
Commercial Lending in the CIS on November 4-5, held
in Moscow at the Supreme Arbitrarion Court of the
RF. aAdditional sponsors included the European Bank
for Reconstruction and Development, the Inter-
Parliamentary Assembly of the Commonwealth of
Independent States, 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 who
are drafting legislation on pledge, property
registries, and financial institutions, and the
bankers who must make the ultimate decisions of
whether to lend. During the morning session of Day
One, Conference speakeis reviewed secured lending

4
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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 pecple fiom °ver 20 organizations,
including banks, law firms, businesses, the
government, legislature, and judiciary. 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 Uczbekistan.

Among the speakers were the First Deputy
Chairman 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 the
International Bank of Japan. 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
significanily since then, thus necessitating a

5



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 criginal translators of the 1960s edition.
During the reporting period, the majority of the
translation was completed. 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 kty the Russian editor.

Furthermore, IRIS and the Research plan to
develop a commentary section tailored to the
Russian legal tradition. This commentary, which
will include official comments from the UCC, will
help Russians interpret their new Civil Code, just
aS annotaticns to the UCC assist the American legal
commurity in understanding its commercial code

iv. Forums on Commercial Law end Economics

Russians recognize cthe importance of the
economic underpinnings and incentive structure that
a commercial law regime should reflect. 1In 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 of an effective commercial 1law
system, including commercial 1aw 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, and
collateral law at a variety 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 Cude to western audiences.

6



Additionally, IRIS is working to establish a’
Business Law Roundtable art which the wultimate
consumers of law -- encrepreneurs, bankers, and
lawyers -- can meet with the drafters of commercial
legislation to discuss the effects of prospective
laws on economic activicy 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 Implementationt
Activities Planned for Current Explanations (Problems,
Reporting Quarter Status Steps to resolve, etc.

Status of activities as defined in the delivery order.

7



1. Civil Code

a. IRIS Workshop on
Civil Code, PFart II,
Moscow. Sections to be
covered: Bank Accounts,
Loan and Credit,
Payments, Deposits;
Lease, Rent, rFranchising;
Insurance; Intellecrual
Property; Inheritance.

b. Leiden Working
Session on Part II of
Russian Code, Leiden
University.

C. Translation and
Dissemination of Civil
Code, Part II.

d. Analysis and
Commentary on draft Code.

e. Briefings on Part I
of Civil Code.

f. Briefing on Part IT
of Civil Code to
International Lawyers
Group (ILG).

g. Article on new Civil
Code.

Preparations for Drafting
Workshop in May underway,
American experts, drawn
from both law firms and
law schools, to focus on
select articles from Part
I,

IRIS brought Professors
Summers and White to
Leiden to work with
Russian drafters and
drafters from otnher CIS
countries on Sales and
Banking sections.

IRIS had draft of Part II
translated and
distributed widely to
businesses and law firms
in Russia and interested
groups in US.

IRIS has solicited
analysis from over 20
western law firms in
Russia on the draft Code.
The comments will be
provided to the drafters.

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.

IRIS-Russia Director is
drafting article for
Publication in Journal »f
High Arbitration Court
and western journal.

¥
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2. Secured Commercial
Lending.

a. Publication of
proceedings of
International Conference
on Secured Commercial
Lending in the CIS.

C. Report on collateral
law in Russia.

EBRD and IRIS are
pPreparing the Conference
proceedings for spring
publication.

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.

3. Uniform Commercial
Code.

a. Translation, Editing,
Intrecductions,
Publication.

4. Forums on Commercial
Law and Economics.

a. Conference cn
Resolution of Commercial
Disputes between Russian
and Foreign Partners.
Co-sponsored by IRIS.

IRIS, Research Center,
and editing team
completing all aspects of
UCC production. Hope to
publish by late spring.

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.

\
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5. Judicial Training

a. Judicial Training in
Commercial Law Follow-Up
Activities.

6. Add’']l Activities.

a. International Lawyers
Association.

b. USAID Rule of Law
Monthly Meeting.

€. US Government Rule of
Law Briefing.

d. Conference on
Collateral Law, Warsaw,
Poland.

|39

o

IRIS is examining
possible in-country
follow-up activities for
judicial training.

Director is member in
association of foreign
lawyers. 1In charge of
guest speakers committee.
Serves on Sub-committee
on legal translations.

IRIS hosts monthly
meeting of USAID Rule of
Law Contractors. Meets
Lo discuss issues of
common interest and
concern. Participants
include IRIS, ABA-CEELI,
HIID, Urban Institute,
ARD/Checchi..

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.

Current Status Key:

(1) Action Completed
(2) Action in process
(3) Action delayed
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(4) Acticn cancelled

o Estimaced . .
Planned Activities for Completion Enticy Responsible for

Next Quarter Date Action

1. Civil Code {

a. Workshops on Part IT May IRIS-Russia/IRIS
of the Civil Code. Center

Sections to be covered
include banking, sales,
franchising, leasing,
among others.

b. Briefing Papers on April IRIS-Russia
topics to be covered in
May Workshop.

C. Distr:ibute April IRIS-Russia
commentaries from western
law firms on Part II

draft to Research Center.

d. Article on new Civii Spring- IRIS-Russia
Code. Suminer

2. Secured Commercial
Lending.

a. Publication of April IRIS/EBRD
Proceedings of Conference
on Secured Commercial
Lending.

b. Report on Russian April IRIS-Russia/IRIS-
collateral law. Poland

3. ucc

a. Finish all aspects of Spring IRIS-Russia/Research
project. Publish. Center for Private Law

4. Forums on Commercial
Law and Economic.

a. No events currently
planned.

11




5. Judicial Traininga

a. Possible follow-up to Spring IRIS-Russia, AED
US training program.
6. Additional
Activicies.
a. International Lawyers on-going International Lawyers
Group. Association.
b. USAID Rule of Law
Contractors Monthly on-going USAID Rule of Law
Meeting. contractors.
12




B. Project Administration

Open Russian Bank
Account.

Explanations (Problems,

Steps to resolve, etc.)

Activities Planned for Current
Reporting Quarter " Status
Registration 2 Accreditation.application

approved by Russian
Chamber of Commerce.
Completion of process
pending implementation of
administrative system for

handling tax payments,
etc,

Will open upon completion
of registration process.

Move into new offices.

Install Satellite Line.

Office move fully
completed.

Present phone system
deemed sufficient for
current needs.

Hire
Administrator/Accountant .

Hire Russian Lawyer,
short term.

1,3

New secretary/office
manager hired to replace
departing one. Decision
on administrator-
accountant postponed.

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 Kev:

(1) Action Completed
(2) Action in process
(3) Action delayed

(4) Action cancelled
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Estimated

Planned Activities for Entity Responsible for

Next Quarter Comg;sglon Action

Accreditation. May IRIS-Russia/IRIS
Center '

Open Bank Account. May IRIS-Russia/IRIS
Center

Phase-out Commercial Law May IRIS-Russia

I.

Prepare for return of May-June IRIS-Russia

resident Director to US.

Hire new program manager April IRIS Center
for Commercial Law IT.

Train new program May IRIS-Russia
manager. Transfer
financial and
administrative
responsibilities to new
manager and to managers
of other IRIS-Russia
projects in Moscow.

3. Qutstanding problems and issues and intended steps toward
resolution
N.A.
14



III. EINANCIAL DATA

To be Supplied.

IV.

1.

ATTACHMENTS

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.)

Secured Commercial Lending

a. Draft Introduction to Proceedings from Conference on
Secured Commercial Lending, publication forthcoming.

Conference on Resolution of Commercial Disputes Between
Russian and Foreign Partners.

a. Conference Program
Congressional Testimony

a. Excerpts from Statement of Thomas A. Dine, AA/ENI, USAID,
Senate Subcommittee on Foreign Operations, 2/22/1995,

15
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RossIaN CiviL Cope, PArRT IT

Hith the introduction of Part I of the Civil Code, the
Russian Government is now tocusing on drafting the second part,
scheduled to bhe 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 entities, ownership, and
obligations. Part II will cover specialty areas of commercial
and civil law, divided into four major sub-parts:

(1)  Individual Types of Obligations

(2) Exclusive Rights (Intellectual Property)

(3) Law of Inheritance (Succession or Hills and Estates)
(4) Private International Law (Conflicts or Choice of Law)

The largest section, on individual Types of Obligations, includes
chapters on Sales and Purchase, Banking Transactions, Lease,
Insurance, Personal Injury (or Torts), and Franchising, among

many others.

President Yeltsin has authorized the Research Center for
Privacte Law attached to the President of the Russian Federation
to coordinate the drafting of the Civil Code. The Research
Center has assembled a warking group composed of some of Russia‘'s
best civil lawyers drawn from all branches of government.
Organizations participating in the drafting project include the
Supreme Arbitration Court, the Ministry of Justice, the State
Duma and Pederation Council, the International Commercial
Arbitration Court of the Chamber of Commerce and Industry of the
RF, Moscow Scate 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 IT of the new Russian Civil Code.
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PART II
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Individual Types of Obligations

30

-- Purchase/Sale

General Provisions

Retail Purchase/Sale

Supply

Governmental Contract for Delivery of Goods for
Governmental Purposes

Procurement

Energy Supply Contracts

Sale of Enterprises

- - Barter
-- Gift

-- Life Estate
General Provisions
Rent for Indefinite Period of Time

Lifelong Rent
Maintenance for Life of Tenant and Heirs

-- lLease
General Provisions
Rent of Movable Property (short-term) (*}
Lease ot Vehicles (*)
Lease of Enterprise
Financial Lease

-- Residential Leasing

-- lUse of Property without Compensation (*)

-- Independent Work-Contract
General Provisions

Consumer Work-Concract

Hork-Countract for Construction

Work-Contract for Fultillment of Projects and

Research .
Hork-Contract for the Performance of Scientific

Research and Experimental Design Vork
State Work-Contract
-- Compensatable Services

-- Carriage



SECTI

Chapter 41 -- Loan and Credit
1. -- Loan
2. -- Credit
Chapter 42 -- Bank Deposits
Chapter 43 -- Bank Accounts
Chapter 44 -- Settlement of Accounts
1. -- General Provisions
2. -- Payment Orders (*)
3. -- Letter of Credit
4. -- Payments by Draft
5. -- Payments by Check
Chapter 45 -- Agency
Chapter 46 -- Conducting Affairs of Another without
Assignment
Chapter 47 -- Commission
Chapter 48 -- Trust
Chapter 49 -- Franchising
Chapter 50 -- Storage
1. -- General Provisions
2. -- Individual Types of Storage
3. -- Warehousing
Chapter 51 -- Insurance
Chapter 52 -- Limited Partnership
Chapter 53 -- Open Public Competition (*)
Chapter 54 -- Public Promise of Award (*)
1. -- General Provisions
2. -- Particular Features Associated with Gambling
Chapter 55 -- Obligations Arising as a Consequence of
Causing Harm
1. -- General Provisions
2. -- Compensation for Harm Caused to Life and Health
of Perscn
3. -- Compensation for Harm Caused as a Consequence of
— Defects in Goods and Services (*)
4. -- Compensation for Moral Harm (*)
Chapter 56 -- Obligations Arising as Consequence of Unjust
Enrichment (*)
ON 5: Exclusive Rights (Intellectual Property)

Chapter 57 -- General Provisions

Chapter S8 -- Author’s Rights {Copyright)

Chapter 59 -- Neighboring Rights

Chapter 60 -- Invention. Industrial Design

Chapter 61 -- Secrets of Production. Defense from
Unfair Cowmpeticion

Chapter 62 -- Rights to Achievements in Breeding

Chapter 63 -- Means of Identifying Goods. Company Name.
Trademark. Goods‘’ Place ot Origin

SECTION 6: Law of Inheritance {*})

Chapter 64 -- General Provisions

Chapter 65 -- Inheritance by Will

Chapter 66 -- Inheritance by Law

Chapter 67 -- Acquisition of Inheritance

SECTION 7: Private International Law
Chapter 68 -- General Provisions
Chapter 69 -- Conflicts of Law

(*)} Not Yet Available in English
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DRAFT

INTERNATIONAL CONFERENCE ON SECURED COMMERCIAL LeENDING
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
énactment of the new Russian Civil Code, which containg important
Provisions on secured transactions.

financial credit to the newly emerging private sector.
Currently, these property interests are not well protected in the
former Soviet Union. For eéxample, although Russia has fairly
advanced law on secured transactions, it has few of the requisite
institutions to implement a modern secured lending regime.
Therefore, in addition to discussing the legal framework for
Secured lending, the Conference sought to outline the necessary
institutions that the countries of the CIS must Ccreate in order
to provide comfort to commercial lenders.

The Conference began with a delineation of the impediments
to secured lending by leading jurists, judges, practicing
lawyers, 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.

and provided an Opportunity to apply the general discussion from
day one to tangible business questions.

The proceedings from the Conference are repreduced 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
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SECOND INTERNATIONAL SEMINAR ’

RESOLUTION of COMMERCIAL DISPUTES
BETWEEN RUSSIAN and FOREIGN PARTNERS

Mtﬂmmyu:o[dab-lc.meNnGvﬂCodeoltthum
Fedmdonisduncnmainmcﬁaamlmuy 1998, Addressing
k:ypindpludhdewmhipudObﬂndwl.mceodnwm
grovids fundamenul kegislasion governung all market relatioas in the
Russiag Foderatioa.
O{mmmm«umtmﬁuhvmhom.hhnno{m

Mmthmmluwmemhlms.
hwumumwwﬁcww&mmcm

30.31 January 1995
Academy of Finance Under the Governmen; of the Russian Federation

Leningradskl Prospect 55, Moscow
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PROGRAMME
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MONDAY 30 JANUARY

Morming Session

DEVELOPMENT OF PROTECTION OF RUSSIAN AND FOREIGN
ENTREPRENEURS' RIGHTS IN LEGISLATION OF THE RUSSIAN
FEDERATION

Speakar:

B Yakeviev, Chalrmusn

Suprame Arbitration Court of the Russias Federntion

(Mamber of the CIvll Cods Drafting Commission)

GENERAL PROVISIONS OF NEW CIVIL CODE OF THE RUSSIAN
FEDERATION

Speakar: .
V Vitriansky, wly Chairmaa ,
Sw:—u\rbﬁ?&&-ndmhduidcnh

FOREIGN LAWYERS' FERSPECTIVE ON THE NEW CIVIL CODE
OF THE RUSSIAN FEDERATION

Speakexy:

W Symons, Pepper, Hamilioa & Scheetz

Acsdamician WV E Butler, Whita & Case

PROVISIONS OF PART 11 OF THE CIVIL CODE OF THE RUSSIAN
FEDERATION REGARDING COMMERCIAL AGREYMENTS
Speakar;

Ath&y,quﬂm
Inatisnte of Law and Comp
the Remxian Federation

Odamber of the CIvll Code Drafiting Camzmissian)

Aftemoon Seszion

RESOLUTION OF NISPUTES IN THE INTERNATIONAL COM.
MERCIAL ARBITRATION COURT OF THE CHAMBER OF
COMMYRCE AND INDUSTRY ormmmmmmnou.
mmnmczmmummormoom
Speken

A Ksmarev, Chalrman

1 ewialast

anderthe G o

b A rhlirati

TUESDAY 31 JANUARY
Moming Session
PRACTICE OF THE ARBITRATION COMMISSION OF THE
MOSCOW INTERBANK CURRENCY EXCHANGE REGARDING
BANKING DISPUTES
Speakar:
A Koatln, Chairmnan
Arbitrsuos Commusgon of MICEX
RESOLUTION OF DISPUTES ON CONTRACTS Ot
PURCHASE BETWEEN RUSSIAN AND FOREIGN
PARTNERS IN RUSSIA
Speaker:
M Rozenbery, Juage
Arteration Court of the Chamber of Cunmercs 2na
lodustry of the Rwsian Fedarsuon
PROTECTING THE INTERESTS OF THE FOREIGN
CLIENT IN PRIVATE AND PUBLIC ARBITRATION COURTS IN
RUSSIA
Speakery;
L Blumeaseid, Dircaoe
Cealrs for Lnsumdonal Reform u the lnformal Scaur
Acadamician W Buler, White & Cuse

Afermoon Session

PROBLEMS CONCERNING THE IMPLEMENTATION OF DECI.
SIONS ADOPTED BY RUSSIAN ARBITRATION COURTS QUTSIDE
THE RUSSIAN FEDERATION

Speaker;

L Lebedev, Chatrman
Maritime Arbitration C
Iadustry of the Rusdas Federsgon

ROUND TABLE DISCUSSION

COMMERCIAL DISPUTES: PRACTICE AND CONTROVEKSIAL
ISSUES

Mad

of the Chamber of C

Te and
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PRACTICZ OF THE ARBITRATION INSTITUTZ OF THY $TOCXK.
HOLM CHAMBER OF COMMERCE
Speken

U Fraake, Secretary General
Arbitration Insitiote of the Stackholm Chamb
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Speaken

P Barenbaim, Vice Presideat

Uslen of Ad of the Rusdas Fod
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M Bedaev, Vioe-Presidest

Chamber of Commarce and Industry of the Russlan Foderuuws

M Komarov, Chalrmsn

laternational Commeraal Arbiiraton Court of the Chumber of Cutye
Faeree and [ndustry of the Russaln Federagon

Reception and Clone of Conference
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RESOLUTION of COMMERCIAL DISPUTES
BETWEEN RUSSEIAN and FOREIGN PARTNERS

. organised in association with
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Excerpts from

Statement of Thomas A. Dine
Assistant Administrator for Europe and the New Independent States
United States Agency for International Development

Subcommittee on Foreign Operationsg
Committee on Appropriationsg
United States Senate
One-hundred- fourth Congress, First Session

February 22, 1995

...The new way of doing business
must also be codified into law. Thanks to USAID-funded legal
asgistance, modern commercial laws are being developed, drafted and
passed into law, for example, in Russia and Kazakhstan.

in the NIS countries

On January 1, 1995, Part I of Russia's new Civil Code,
containing basic business law provisions such ag ownership,

mortgages, corporations, contracts and obligations, went into
effect. The next step in the Process is agsistance with the
formulation of Part IT, including laws on speciality contractg,
intellectual property, inheritance, and international conflict of
law. Tax reform is another related imperative.

But to be meaningful, commercial codes ultimately require
ir provisions. USAID-sponsored
pment of appropriate judicial

the training of arbitration judges in Russia,
Kazakhstan, and other NIS countries.,.,



