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INTRODUCTION 

The Institutional Reform and the Informal Sector (IRIS) Project was authorized on May 24, 
1990 through a cooperative agrfeement 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 house and the IRIS newsletter. 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 April I - June 30, 

1995. 
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SECTION ONE: CORE REPORT
 

I. PROGRESS TOWARD ACHIEVING PROJECT PURPOSES: FIELD PROGRAMS 

A. Promoting better institutions 

Legislative reform initiativesI 


a. Plans for reporting quarter 

Bulgaria, Macedonia. The hiring of LTAs and local staff and the opening of 

offices would be completed. 

Lithuania: Collateral Law. IRIS/Lithuania would obtain "nutarimas" from the 

Lithuanian government, making the Work Group officially responsible for reforms 

related to movable property. The Work Group would be expanded to include 

drafters of current hipotekas law and members of the Lithuanian Commercial 

Bankers' Associaton. An inventory of conflicting statutory and regulatory 
provisions and legislative initiativcs would be produced. 

Nepal: Company Law. IRIS would support the tabling of the Company Law by 

the Ministry of Industry, expected in July !995. 

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

Nepal: Contract Law. The Nepal Law Society was expected to complete a draft 

law in June. 

Poland: Collateral Law. IRIS would continue to assist John Olaison of the 
Norway Group in realization of the central registry project. IRIS would 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 

auspices of the Council of Ministries and the World Bank to discuss various 

aspects of the Central Registry project. 

b. Activities during quarter 

Bulgaria, Macedonia. IRIS-Central Europe added a long-term advisor (Mark 

Beesley) in Sofia and during the quarter sent a temporary long-term advisor to 
open an office in Skopje. 

Lithuania: Collateral Law. IRIS/Lithuania overcame opposition to its efforts to 

develop a separate law related to movable property. The Work Group was 

expanded to include drafters of current law, and an inventory of related 

provisions was produced. In response, the Ministry of Justice crafted extensive 

amendments to the existing law, which were submitted to the Seimas and are to 

be considered by the full Seimas by July 1995. Several "consensus-building" 
activities were undertaken during the quarter, which involved the Lithuanian 
Commercial Bankers Association and the Bank of Lithuania. 

Nepal: Consumer Protection Act. Progress delayed by dissolution of parliament. 
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Nepal: Contract Law. English and Nepali final drafts were completed. 

* 	 Poland: Collateral Law. The draft was approved by the Social and Economic 
Policy Committee of the Polish Council of Ministers in June.' Progress on the 

central registries project was delayed, but IRIS took part in numerous meetings in 

conjunction with the World Bank mission to secure the broad consensus necessary 

for central registry reform to move forward. 

c. Plans for 	next qatiarter 

Nepal: Company Law. The Nepal Law Society is expected to complete in 

August 1995. In addition. reviews will be undertaken of the foreign investment 
provision in Industrial Enterprise Act and difficulties of small business with export 

ard registration policies and procedures. 

Russia: Civil Code. IRIS will provide support to the Research center for Private 

Law during legislative drafting and debate, and will publish (in cooperation with 

the EBRD) the proceedings of the Conference on Secured Commercial Lending. 

2. Regulatory reform activities 

a. Plans for reporting quarter 

Mongolia: Competition Policy. IRIS/Mongolia would 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 was to review 'his commitment after the Annual General 

Meeting of the Stock Exchange, which was expected to implement IRIS 

recommendations. 

Poland: Intellectual Property Reform. Model Contract Project. A manual of 

model contracts for technology commercialization would be completed in the 

beginning of May. Efforts would be made to have it printed by KBN during this 

quarter. 

b. Activities 	during quarter 

Mongolia: Competition Policy. IRIS-College Park was unable to staff the 

activity on developing procedures for enforcement of the Law on Prohibiting 
Unfair Competition in the time frame requested by the National Development 

On July 18. the Council of Ministers approved the draft collateral law with only minor
 

revisions. The draft is now up for consideration by the Sejm.
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Board. 

Nepal: Stock Exchange. IRIS consultant Andrew Haber completed a draft 
report to improve information flow at the Exchange. 

Poland: Intellectual Property Reform. Model Contract Projlect. IRIS-Central 
Europe signed a contract vith 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. 

c. Plans for next quarter 

Mongolia: Envirinmental Policy. IRIS will conduct follow-technical 
assistance on market based incentives in air quality regul ns. 

Nepal: Stock Exchange. A TOR will be readied for PR assistance to the 
Securities Exchange Board (SEBNO); emphasis will be on educating the public 
about the capital market. 

Poland: Intellectual Property. Completion of the Polish half of the Model 
Contracts book is expected in July. 

3. Improved organizational structures 

a. Plans for reporting quarter 

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

b. Activities during quarter 

Mongolia: Insurance Law. Assistance to drafters of a new insurance law is 
now being provided by another donor. 

Nepal: Business Development. Local IRIS consultants are helping small 
businesses with product development, product identification, and marketing. 
Preparatory work was undertaken on assistance to various organizations such as 

the Janakpur Women's Development Center. Women Entrepreneur Association 
of Nepal (WEAN), and the Small Business Promotion Program. 

c. Plans for next quarter 

Mongolia: Insurance Law. IRIS will conduct follow-up technical assistance 
on training relevant to insurance law and regulatory framework. IRIS-Mongolia 
will develop an agenda for assistance, while IRIS-College Park will identify 
and hire appropriate experts in the area of insurance regulation. 
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4. Strengthened decision-making processes 

a. Plans for reporting quarter 

India: Enhanced dialogue on policy reform. Activities for next quarter 

include publishing policy papers in IRIS-India Working Paper Series, 

solicitation of policy analysis proposals and commissioning of papers, planning 

of Distinguished Speaker Conferences to be held in N(,vember 1995 and 

January 1996. planning of Indo-American scholarly exchaitge program, and 

preparations for video teleconference cn "Democracy anu Economic 

Development: Friends or Enemies." 

Mongolia. IRIS would condu't a fifth workshop, on economics for the media, 

and begin preparations and background research for sixth workshop on 

corporate governance. 

Russia: Civil Code. IRIS/Russia and the Research Center on Private Law 

would complete the translation and publlcation of the Uniform Commercial 

Code. May workshops v,.!l provide Russian law-,iiakers with assistance on 

drafting Part 1I of the Civil Code, including banking, sales, and leasing. 

b. Activities during quarter 

India: Enhanced dialogue on pdlicy reform. A policy analysis program was 

launched in collaboration with the National Institute for Public Finance and 

Policy. 

Monolia. The fifth workshop in the IRIS/Mongolia series targeted journalists 

in their roles as multi-directional information conduits and facilitators of public 

discourse. Held during May in Ulaanbaatar. the workshop introduced 

fundamental concepts of ecoromics to a group of thirty journalists from 

newspapers, radio, and television. The workshop instructors particularly 

emphasized several topical examples to illustrate how economic knowledge 

could be practically applied by journalists. At the request of Member of 

Parliament Ochirhuu (also Advisory Committee member) IRIS co-sponsored a 

rotundtable discussion on development of effective corporate governance during 

the workshop with the National Association of Corporate Directors and the 

Enterprise Management and Restructuring Center. 

Russia: Civil Code. The translation of the UCC was completed, with 

publication expected in the Fall. Workshops were held in May on selected 

aspects of Part II of the Civil Code. [Please see "impact" section of this report.] 

Part II of the Code was translated and widely distributed in Russia and the US, 

and comments from Western law firms in Russia were distributed to the 

drafters of the Code. 
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c. Plans for next quarter 

India: Enhanced dialogue on policy reform. Policy analysis proposals will 

be reviewed and selected, an Indo-American Scholarly Exchange program will 
be launched, and planning will be undertaken for a series of conferences. 

Mongolia: Corporate Governance. Conduct preparations--including interviews 

with 	officials from government, political parties, and regulatory agencies, 
editors, reporters, academics, mernbers of parliament, and the foreign assistance 

community--for the last workshop in the IRIS/Mongolia series. 

B. 	 Disseminating information to build awareness of the role of institutions in 

economic development 

I. Forums, conferences, presentations 

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

A conference entitled "Russian Reforms: Established Interests and Practical 
Alternatives" took placL in Moscow on April 12-15., 1995, 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. 

James Anderson represented IRIS at the "State Seminar of the People Engaged 

in Production and Trade," sponsored by the Government of Mongolia and held 

in April 1995 in Ulaanbaatar. 

In April, IRIS/Mongolia co-sponsored with the Asia Foundation a roundtable 
discussion of "Views on the Status of Political and Economic Reform and the 

Need for Continued Assistance." Topics addressed included international 
relations, the progress and set-backs of economic reforms, and civil society in 
Mongolia. 

IRIS-Nepal supported a day-long workshop that discussed possible policy 
directions for the FY 1995/96 budget. The Prime Minister as well as the 
Minister of Finance attended the discussions. The media provided extensive 
coverage on the workshop. 

IRIS/Central Europe co-sponsored a lecture by former Chilean Minister of 
Labor Dr. Jose Pinera on pension law reform on June 8, 1995. A large 
audience heard Dr. Pinera describe how Chile's private pension system 
increa:ci pensions for poor people and permitted the formation of a capital 
market to buy privatized state industries. 

Mancur Olson (IRIS conference, April 14. Moscow) "The Devolution of 
Power and the Societies in Transition" 
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Mancur Olson (American Law and Economics Association, May 12, Berkeley,
 
CA) "Property & Contract Rights Under Democracy & Dictatorship."
 

Mancur Olson (Cambridge, MA, May 26) Workshop on "The Wealth and
 
Poverty of Nations."
 

Mancur Olson (IMF, June I) "Capitalism, Socialism, and Dictatorship"
 

Mancur Olson (Southeastern Association of Regulatory Utility Commissioners,
 
Williamsburg, VA. June 61 "The New World of Regulation."
 

Mancur Olson (University of Trento, June 20) "The Economics of Autocracy
 
and Majority Rule."
 

Mancur Olson (CEIS Conference on Institutions and Economic Organization in
 
the Advanced Economies, Rome, June 21) "Why Poor Institutions Promote
 
Corruption."
 

Mancur Olson (Robert Schuman Centre, Florence, June 23) "The Varieties of
 
Eurosclerosis: The Rise and Decline of Nations Since 1982."
 

b. Training Provided to Scholars from LDCs and the NIS: 

49 Kazakh professors of economics are enrolled in an IRIS summer program 

providing courses in micro- and macrocconomics, money and banking, law and 

economics, public finance, and industrial organization. 

The World Bank's Economic Developmcnt Institute has invited IRIS/Lithuania 
director John Corrigan to teach the collateral law section for a seminar entitled 
"Development of a Commercial Law Framework for the Baltic States," to be 
held 3-14 July 1995 in Vienna. 

IRIS/Russia will provide seminars and training on the new Russian securities 
legislation. 

2. Publications 

a. Working papers: 

Philip Keefer and Steve Knack, "Property Rights, Inequality and Growth," IRIS 
Working Paper No. 153, April 1995. 

Deborah Brautigam, "Indigenous Institutions and Industrial Development in 
Eastern Nigeria." IRIS Working Paper No. 154, April 1995.
 

Peter C. Ordeshook, "Lessons for Citizens of a New Democracy," IRIS
 
Working Paper No. 155, April 1995.
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Peter C. Ordeshook, "Russia. Federalism, and Political Stability," IRIS Working 
Paper No. 156, April 1995. 

Peter C. Ordeshook, "Russia, Federalism, and Political Stability," (Russian 
version), IRIS Working Paper No. 156a., April 1995. 

Karla Hoff, "Book Review: Local Suppliers v/"Credit il the Third World, 
1750 - 1960," IRIS Working Paper No. 157, April 1995. 

Peter C. Ordeshook and Olga Shvetsova, "If Hamilton and Madison Were 
Merely Lucky, What Hope Is There for Russian Federalism?" IRIS Working 
Paper No. 158, April 1995. 

Avner Grief. "Markets and Legal Systems: The Development of Markets in 
Late Medieval Europe and the Transition From Community Responsibility to 
an Individual Responsibility Legal Doctrine," IRIS Working Paper No. 159, 
April 1995. 

Matthew D. McCubbins, "Utility Regulation, Economic Development, and 
Political Stability: The Contrasting Cases of Argentina and Chile," IRIS 
Working Paper No. 160, May 1995. 

Linda Cohen, Matthew D. McCubbins, and Frances Rosenbluth, "The Politics 
of Nuclear Power in Japan and the United States," IRIS Working Paper No. 
161, May 1995. 

Peter Ordeshook, "Constitutions for New Democracies: Reflections of Turmoil 
or Agents of Stability?" IRIS Working Paper No. 162, May 1995. 

Barry Eichengreen and Pablo Vaquez, "Institutions and Economic Growth: 
Evidence for Postwar Europe," IRIS Working Paper No. 163, May 1995. 

Mariana M. Kotzeva and Enrico Perotti, "Exogenous and Opportunistic 
Financial Arrears: Evidence from a Survey of Bulgarian State Managers," IRIS 
Working Paper No. 164, June 1995. 

James Roumasset, et al, "Specialization and Coevolution of Agricultural 
Markets," IRIS Working paper No. 165, June 1995. 

Kenneth Koford and Jeffrey Miller, "Contracts in Bulgaria: How Firms Cope 
When Property Rights are Incomplete," IRIS Working Paper No 166, June 
1995. 

Nicholas Sanchez and Jeffrey Nugent, "Breaking the Policy Gridlock on 
Grazing and Other Uses ot Public Lands." IRIS Working Paper No. 167, June 
1995. 

Jeffrey Nugent and Nicholas Sanchez, "The Local Variability of Rainfall and 
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Tribal Institutions: The Case of Sudan," IRIS Working Paper No. 168, June 
1995. 

b. IRIS Reprints: 

Peter C. Ordeshook, "Reexamining Russia: Institutions and Incentives," Journal 

of Democracy, Vol. 6, No. 2,April 1995, pp. 46-60. IRIS Reprint No. 61 

Daniel 	T. Ostas and Burt A. Leete, "Economic Analysis of Law as a guide to 

Post-Communist Legal Reforms: The Case of Hungarian Contract Law," 

American Business Law Journal. Vol. 32, No. 3, 355-398. IRIS Reprint No. 62 

Marek 	M. Kaminski, "Arrow's Theorem: An Example of the Axiomatic 

Method in the Social Sciences," Stadia Socjologiczne (3/4) (134/135) 1994, pp. 

73-92. 	IRIS Reprint No. 63 

c. IRIS Country Reports: 

Praveen M. Dixit, "Economic Reform in Nepal: A Cursory Assessment," IRIS 

Country Report No. 17, May 1995. 

Additional Publications by IRIS staff: 

Mancur Olson, "The Secular Increase in European Unemployment Rates" in 

European Economic Review 39 (1995) p. 593-599. 

Mancur Olson, "The Devolution of the Nordic & Teutonic Economies" in AEA 
Papers and Proceedings,May 1995, p. 22-27. 

Mancur Olson, "The Varieties of Eurosclerosis: The Rise and Decline of 

Nations since 1982" in Europe's Post-war Growth, Nicholas Crafts and Gianni 

Toniolo (eds.), Centre for Economic Policy Research. 

C. 	 Expandin2 the knowledge base on the relationship between institutions and 
economic rowth and examining new approaches to institutional reform. 

The IRIS Index Project: During the second quarter work has continued on the 

paper "Property and Contract Rights under Democracy and Dictatorship" and a 

revised version was presented at the Berkeley meetings of the American Law 

and Economics Association, May 12-13. The group also completed two 
chapters for the planned IRIS book, Institutions and Economic Development, 
which was 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 
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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). 

I. PROJECT IMPACT 

A. Achievements During Quarter. 

Ukraine: Competition Policy. IRIS resident advisors have assisted the Antimonopoly 
Committee of Ukraine (AMC) in drafting legislation on unfair competition and natural 

monopolies, training personnel, and undertaking a public education campaign. The AMC, 

upon the advice of IRIS, has created an Office of the Secretary, which permits improved 

case-load management, accountability to the public, and consistency in policy-making. IRIS 

helped draft an administrative code for the AMC, which provides for improved internal 

decision-making and management structures and which attempts to resolve difficulties 

inherent in a commission that is a law enforcement agency with quasi-judicial powers. 

Ongoing training includes topical seminars, a university-style course on economics and 

antitrust, and training conferences for regional AMC staffs. A international conference will 

be held in Kiev in October. 

Poland: Collateral Law. The draft was approved by the Social and Economic Policy 

Committee of the Polish Council of Ministers in June. On July 18, the Council of Ministers 

approved the draft collateral law with only minor revisions. The draft is now up for 

consideration by the Sejm. To help build public support for the reform, a TV program 

co-produced by IRIS/Central Europe with Polish TV Channel ONE was aired on prime-time 
The program, called "How to Make Money out of Bankruptcy,"

evening TV on June 6. 
showed in a drama how the present Polish collateral law system enables dishonest 

businessmen to use the same collateral over at numerous banks while moving it from one 

bankrupt company to another. The forty-minute drama was followed by a talk show where 

Polish experts responded to questions by the host. An audience estimated at 2 million 

persons saw the program. 

Russia. Policy Analysis. A study by Evgeny Gontmakher, Deputy Chairman of the Council 

on Social Policy with the President of the Russian Federation, is being used in drafting the 

"Program of Stabilization of Living Standards of the Population of the Russian Federation," 

authorized by President Yeltsin. In its current version, the program provides for welfare 

payments to the poor, funded from the federal budget. The project's outputs are also being 

used by the drafters of laws on indexation of the minimum wage and basic pension benefits. 
The results of a project by Lev Jacobson on public services provision under the 

transition have been used in drafting laws "On Non-Profit Organizations" and "On Charity 

10
 



IRIS QUARTERLY REPORT: 

APRIL I - JUNE 30, 1995 

and Charitable Organizations." (The latter passed a second reading in the Duma in May 

1995.) Materials developed under the project related to the health care reform and to medical 

insurance have been passed to the Ministry of Health and Medical Industry, and Duma 

committees of the on health care, labor and social policy, economic policy, and property and 

privatization. Recommendations on privatization of educational institutions and cultural 

facilities have been submitted to the State Committee on Post-Secondary Education and to the 

Ministry of Culture of the Russian Federation. The project's findings have also been used in 

incorporated in programs on social safety nets and the development of public services in 

Moscow. and economic and social rehabilitation for the Bryansk region. 

Recommendations developed by Igor Kolosnitsyn in a study of income distribution 

and inequality in Russia will improve the quality of the household budget surveys used by the 

State Statistical Committee by reflecting changes in income composition and expenditure 

patterns. This project also recommended the abandonment of the current social safety net 

system. which is pegged to the minimum wage and basic pension benefits, and its 

replacement by a modern welfare system. 
Related to Sergei Malakhov's analysis of enterprise financial behavior under price 

liberalization, proposals on tax reform-aimed at reducing the tax burden on firms while 

preserving the tax base-have been filed with the Government and Parliament of the Russian 
newFederation. Responding to these proposals, the Ministry of Finance has passed 

regulations on indexation of firms' working capital. Proposals to ease the interenterprise 

arrears crisis and to improve payment mechanisms are being considered. A methodology for 

establishing independent intersectoral clearing houses and centers has been implemented, and 

a decree is being prepared to establish a state clearing house for firms' promissory notes. 

Based on Roustem Noureev's study of institutional aspects of the credit market 

development, a set of recommendations has been prepared on bringing the Russian banking in 

line with international standards. The recommendations, which emphasize the necessity of 

creating in Russia a Federal Deposit Insurance Fund, have been discussed with the officials of 

the Ministry of Economy and the deputies of the Duma working to draft a law on deposit 

insurance. Regional authorities were consulted on means to regulate the banking system at 

the local level. A system for financial analysis of borrowers' credit-worthiness, aimed at 

preventing a liquidity crisis in Russian banking, has also been introduced at several 

commercial banks and is under consideration at the Russian Central Bank. 

An analysis by Sergei Prikhodko of the Russian foreign trade legislation and 

iegulations from (he viewpoint of the World Trade Organization's requirements was used by 

the Ministry of Foreign Economic Relations to answer questions sent to the Russian 

Government from GATT Headquarters. The project's materials have been included in the 

Russian Extractive idustries' hivestment Guide prepared by the Ministry of Economy and the 

State Committee for Natural Resources. 
Findings from a study by Alexander Radygin on secondary markets for corporate 

control were used in the development of the post-voucher privatization model, formation of 

the Russian Government's strategy for attracting foreign investment into Russian firms, and 

drafting of guidelines for the development of the Russian stock market. The impact of the 
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project is reflected in the draft law on the stock market, a draft law on joint-stock 
corporations, and the President's decree on the second (cash sales) stage of privatization. 

Sergei Sineinikov's examination of factors affecting tax revenue in Russia have 

provided insights into the impact of the Russian tax system on macroeconomic indicators, as 

well as on behavior of individual firms. These findings were used in budget amendments 

presented by the "Russia's Choice" faction in the Duma. As a result, more realistic estimates 

of the tax revenue were put in the budget. Based on the project's findings, the "Russia's 

Choice" faction initiated several legislative acts that have revoked some previous tax 

privileges and exemptions. Proposals on tax reform, to be included in the 1996 budget, have 

been submitted to the Ministry of Finance and the President's Administration. 
Sergei Tsukhlo developed a system of regular surveys of the Russian industrial firms, 

are either inadequate or missing altogether.in particular in the areas where official statistics 
The system reflects changes in market structure, patterns of demand, competition, and 

managers' expectations. Since the results of Tsukhlo's project are immediately communicated 

to the President's economic advisors, they have a strong impact on Russian economic policy. 

The State Anti-Monopoly Committee uses the project's findings on patterns of competition in 

the Russian Economy. The State Statistical Committee is interested in including the data on 

competition in the Russian official statistical system. The results of the project appear 

regularly in Financial Izvestia, Russia's leading economic and business periodical. 

Materials of a project by Alexander Yakovlev on financial futures markets have been 

included in the annual report of the Commission on Commodity Exchanges with the Russia!] 

Government. The project's outputs are being used by the Working Group established by the 

Commission on Commodity Exchanges and the Russian Commodity Exchanges Union to 

draft a new version of the law "On Commodity Exchanges and Commodity Trade." The 

leading Russian futures exchanges have used the results of the study to improve trade 

technologies and to strengthen the reliability of trading in US dollar-denominated futures 

contracts. 
Elena Zhuravskaya has examined the economic behavior and incentives of privatized 

enterprises. The results of the study are disseminated through the Russian Economic 

Barometer.an independent bulletin, published quarterly, that monitors microeconomic aspects 

of transition based on monthly surveys in 200 industrial enterprises and 50 banks all over 

Russia. The project's analysis on raising investment capital and restructuring of Russian firms 

has been used by the State Property Committee in drafting guidelines for post-voucher 

privatization. The results of the study have also been presented at hearings in the Duma on 

the priorities of the Russian social and economic policy set in the President's address to the 

Federal Assembly of the Russian Federation. 
In addition to the direct impact of the IRIS/lET collaboration on market-oriented 

reform in Russia, the project's outputs are used in courses taught at Moscow State University, 

the Higher School of Economics-a newly established Western-style economic university in 

Moscow. and Academy of National Economy with the Government of the Russian Federation. 

They also have been used by Lev Jacobson in writing the first Russian textbook on public 

economics. 
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NIS: Model Civil Code. In May, the Inter-Parliamentary Assembly of the Commonwealth of 

Independent States adopted Part II of the Model Civil Code. designed to assist law-makers as 

they revise their Soviet-era Codes. Significantly, unlike with the first part, the second part of 

the Model has been adopted before the Russian Parliament has begun to debate Part I of the 

Russian Code. This strengthens the collaborative process whereby representatives from across 

the CIS work together to develop model legislation and not simply borrow the Russian 

example. In fact, the head of the Russian Civil Code drafting team acknowledged that certain 

parts of the Model are better than the Russian draft and that the Russians intend to integrate 

what they have learned from their CIS colleagues into their own version. In April, IRIS 

experts Professors Robert Summers and James White worked with the CIS group in the 

Netherlands to help them improve the banking and sales law sections in the Model Code. 

Russia: Civil Code. In May 1995, IRIS and the Research Center for Private Law conducted a 

series of workshops on banking transactions, inheritance, franchising, commercial and 

residential leasing, intellectual property, and insurance. IRIS assembled a team of Western 

legal experts to work with those responsible for drafting, officials in charge of reviewing the 

document on behalf of the Government. and parliamentary staff members engaged in the 

legislative review process. The workshops were scheduled at an opportune time because as 

the drafters revised the text prior to submitting it to Parliament. During each of the six 

sessions, members of the drafting team stated that they planned to make changes in the Code 

based on their discussions with IRIS. For example, following advice by IRIS expert James J. 

White, of the University of Michigan, the drafters included provisions enabling banks to offer 

floating interest-rate accounts. The earlier draft enjoined banks from altering interest rates 

without government approval. This policy would have forestalled the development of an 

effective banking system, particularly in a high-inflation environment, and could have led to 

many bank failures. White, by explaining the pro-consumer aspects of this reform, overcame 

the objectives of State Duma members who were concerned that their Parliamentary 

colleagues would resist this reform. White noted that, in the absence of the reform, the likely 

bank failures would force the government to engage in an expensive bailout or result in 

consumers losing their deposits. 

Further important changes that emerged from the workshops: 

Inheritance:The drafters agreed to permit execution of wills despite the testator's failure 

to adhere to all formalities, an important change as wills become a key vehicle for 

protecting property rights. 

Franchising:The drafters agreed to consider allowing the franchisor the right to maintain 

control ovei prices, within limits set by anti-monopoly legislation, accepting the argument 

that price is a critical part of the franchise's identity. 

Leasing: The drafters agreed to differentiate between minor and major defects as grounds 
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for termination of a lease contract and to expand on tenant remedies in lieu of 

termination. Failure to adopt this change would have created distortions in the 

commercial and residential leasing market. 

Intellectual Property: The drafters agreed that trademark protection should extend 

beyond the strict class of goods in which a trademark is registered to other similar classes. 

a trademark registered for jeans would be enforced against its unauthorizedFor example, 
use on shoes if such use would be confusing to the consumer. This change not only 

expands the intellectual property protection afforded under Russian law, but it also 

reduces firms' costs by relieving them of the need to register in multiple classes at 

significant extra cost. 

Insurance:The drafters agreed to include a general definition that will permit new forms 

of insurance without requiring new legislation. This flexibility is important given the 

speed with which the Russian insurance industry is growing. 

In addition to organizing these workshops, IRIS solicited commentaries on the entire text of Part 

II from over 15 western law firms, as well as accounting firms and other USAID-funded 

organizations engaged in legal reform. Foreign law firms and businesses operating in Russia, 

because of their dual knowledge of Western and Russian commercial law and practice, are 

perhaps the best equipped to identify specific shortcomings in legislation. Their comments will 

be distributed to the Research Center to assist them in revising the draft Code. 

Russia: Regional Codes. A March 1995 workshop brought together representatives of regional 

of the Russian Federation togovernments, legal scholars and other experts from 27 regions 

review the development of constitutional charters for the Russian regions. The workshop led to 

circulated across the country by the President's Analytica set of recommendation that were 

Administration through the Council of Federation. These recommendations emphasize the need 

to restore a balance of power between the legislative and executive, accelerate the development 

of the judicial system at the regional level, provide the legal foundations for local government, 

and the need to coordinate the regional codes with the Federal Constitution. 

Russia: Economic Policy. An April 1995 conference in Moscow organized by IRIS, the IET, 

and the Analytical Center with the President of the Russian Federation examined how the Russian 

cope with widespread corruption and lobbies, the legal and economic prerequisitesreform can 
for stabilization and growth in Russia, and how to consolidate the country's reformist forces and 

reach a social consensus on a platform of economic reform. The 400 participants in the 

conference included 50 members of the Russian parliament, experts and policy-makers from the 

Russian government, leading scholars, and representatives of the business community, 

international organizations. press. and embassies. The conference received extensive and favorable 

coverage in the Russian and international media. The conceptual framework and even the new 

to be a welcome contribution to analyses of theterminology offered at the conference appeared 

14
 



IRIS QUARTERLY REPORT: 

APtIL I - JUNE 30, 1995 

current economic and political situation in Russia. Given the interest expresse'J in the conference 
by the participants, attendees, and the media, it was decided to publish in Russian and English 

an edited volume of the conference materials, which will be made available in advance of the 

federal elections campaign in Russia, serving as a valuable reference for the Russian public and 

contribute toward better understanding of political platforms and policy options. 

Russian legislation establishing aregulatory scheme for "natural monopolies," which received a 

third reading in the Duma in May, benefited from two IRIS activities. A seminar on price 

regulation in December convinced key policy makers not to proceed with broad price re-
IRIS teamregulation, according to the Deputy Minister of the Economy. At the same time, an 

in Moscow has supported the Ministry of Economy in developing the draft about to be 

considered by the Duma. 

B. 	 Core Administrative Functions 

I. 	 Research dissemination. 

Final Report. Work on this report has been postponed until January 1996. 

Requests for IRIS publications. 

Period 	 Number of requests Items requested 

I/l/95-3/31/95 Total: 21 	 Total: 60 

USAID: I 	 USAID: 1 

4/!/95-6/30/95 Total: 63 	 Total: 284 

USAID: 8 	 USAID: 56 

were held in this quarter: a talk by Grigorii Yavlinskii,WAFERS. No WAFERs 

leader of the liberal Duma faction "Yabloko," is planned for September 6th.
 

UPDATE. An Update was completed and mailed in early May; another is planned
 
for late August.
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"Lessons Learned" from Field Programs. Materials have been received from 
several IRIS field programs and will be utilized in IRIS presentations at an G/EG 

workshop in September. 

Economic and Political Institutions Book. Revised drafts have been received and 
production editing completed for 18 of the planned 20 chapters. The draft book 

was distributed to prospective publishers in June. 

Research Review. Preliminary material will be developed and presented at the 

September workshop. 

2. Scholarships/internships 

a. Activities planned for reporting quarter 

IRIS/lET Young Scholars Program. Final selection of young scholars would 

be made, and placements arranged. 

b. Activities during quarter 

IRIS/IET Young Scholars Program. Two Russian students were placed in a 

PhD program in Economics at the University of Chicago Business School. 

c. Activities planned for next quarter
 

None.
 

3. Other Issues: None. 

4. Financial Data: Following page. 

5. Attachments: None 
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Quarterly Field Report: Central Europe
 

I. 	 ADMINISTRATIVE DATA 

Reporting Period: April I, 1995 - June 30. 1995 
BOA Number: ANE-0015-B-1019-00 
Dehvery Order Number: 18 
AID Project Office: G/EG/EIR (Orest Koropecky. 522 SA-2) 
AID Office funding delivery order: EUR/RME (Susan Gurley 4733 NS) 
AID Office project: Institutional Reform and the Informal Sector (IRIS) Project 

II. 	 PERFORMANCE INFORMATION 

1. 	 Project purpose summary statement: 

A. 	 Proiect Purvose: The purpose of the IRIS-Central Europe' (Delivery Order 18) 
project is to create a positive commercial law institutional framework for the 
development of the financial sector in Poland and five other countries 
(Lithuania, Macedonia, Bulgaria, with limited activities in Croatia and 
Albania). This propose is being accomplished by assisting these countries to 
reform their collateral and bankruptcy laws. 

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

An important constraint to job creation and private sector expansion is 
the lack of credit. Numerous USAID financed studies and projects, the World 
Bank and the European Bank for Reconstruction and Development have 
identified the absence of a modem commercial banking system as one of the 
principal blocks to further development. Without it, private capital (foreign or 
domestic) cannot flow into the region for lending to credit-worthy firms. This 
has not happened because Poland. and indeed each of the countries of C&EE. 
lacks an effective collateral law which would enable banks or other creditors to 
do asset-based lending to new and existing 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 effective collateral law 
with a central registry to prevent fraud were enacted, commercial lending to 
the private sector would increase dramatically. 

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 
and to use the lessons learned in the other countries of C&EE. IRIS has 

-The IRIS-Poland Project III changed its name to IRIS-Central Europe effective February 1995. The new name 
better reflects the new regional scope of the Warsaw office and isdeemed less likely to arouse political apprehension in 
countries 	such as Lithuania. where there have been conflicts with Poland in the past. 
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encouraged the participation of local legal and banking associations in 
reforming their societies, leveraged upon other assistance and prograrls of 
USAID. the World Bank. and EBRD to the financial sectors, and will lead to 
sustainable economic development by making bank credit available to new and 
existing businesses starved for credit. IRIS-Central Europe has now added 
long-term advisors in Lithuania and Bulgaria to begin the same process, and 
during the quarter sent a temporary long-term advisor [LTAJ to open an office 
in Skopje. 

C. Highlights of program progress during the reporting period: 

1. Poland/Central Europe 

Polish CollateralLaw Reform. The major focus of IRIS-Central Europe 
continues to be Polish collateral law reform.2 Since its inception. IRIS has 
been working with the top legal experts of Poland who form the advisory 
Commission for Reform of the Civil Code [CRCC], the Polish Ministry of 
Justice [MOJ], the National Bank of Poland tNBPI 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 the creation and support of a local Polish-led coalition of academic, 
government, and business leaders interested in collateral law reform. 

The second quarter of 1995 was characterized by the consideration of 
the draft collateral law by the Polish Council of Ministers -- a normal 
preliminary step before its submission to the Sejm or Polish Parliament. The 
draft was referred to the Social and Economic Policy Committee and approved 
by it in June. In the Council of Ministers, it faced two major hurdles. The 
first was the requirement that the Minister of Finance agree to the elimination 
of the system of secret tax liens proposed by the draft. Aft-,, several weeks of 
discussion, the MOF agreed to address this through the submission of articles 
in the new proposed tax law. Under this proposal, any tax liens against real 
estate would be required to be filed in the perpetual book where all mortgages 
are normally filed. Precedence would be determined by date not by category. 
Tax liens against personalty will be registered in a newly created tax lien 
register, but priority with other public registers (i.e. the newly proposed pledge 
register) will be determined by the earliest filing date. While the creation of a 
second registry for tax liens on personalty is duplicative, the impact of this is 
the creation of the system of priorities which IRIS has been recommending. 

The second issue was the elimination of the bank erecution title, called 
the tytul wvkownawczy. Under present Polish laws, banks can collect debts 
without judicial process with the help of bailiffs. The NBP and the banks 
have been loath to give up this power. To foster a compromise. IRIS has met 
with bank representatives and signed a research contract with the Education 
Foundation of the Union of Polish Banks to research the actual practice of the 

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



use of the bank execution title. This report will be ready when the Sejm 
considers the draft. 

The NBP has been holding up the draft in the Council of Ministers, 
but on June 20, IRIS submitted a memorandum to and met briefly with Mr. 
Robert Clarke. former US Comptroller of the Currency. now a Barents KPMG 
consultant to the NBP. lie raised this issue with Hanna Gronkiewicz-Waltz, 
president of NBP. At the end of the quarter, IRIS legal experts were meeting 
regularly with the NBP experts to resolve this issue. IRIS has suggested that 
the execution title be retained for several years until present loans are paiu off 
and then that the privilege apply only where the debtor has agreed in his loan 
agreement to such a procedure. In this way, the practical needs of the banks 
will be satisfied and the impropriety of their being above the law will be 
resolved. 

At the end of the quarter. the collateral law is waiting for a last 
approval by the Council of Ministers before being sent to the Sejm. The 
former minister of Justice, Wlodzimierz Cimoszewicz. is now Vice-Marshall of 
the Sejm, and is ready to ensure sympathetic consideration of the collateral law 
draft when it is submitted there. IRIS consultants met with him on July 4 to 
brief him on the status of the law and issues in the central registries project. 

On a sad note, Professor Witold Czach6rski passed away in June. The 
distinguished scholar and longtime IRIS consultant had been a leading force in 
bringing about collateral law reform in Poland.3 

Central Registy,. The organization of a central pledge registry is a key 
portion of collateral law reform. For it to be effective, it must be planned in a 
manner that will allow it to become part of a centralized system of registries 
along the Norwegian model where the system is self-supporting. Information 
from many ministries is brought together and then sold on line to banks, 
lawyers, notaries, and others needing the information. During the quarter, this 
aspect of the reform stalled owing to the desire of the Ministry of Justice to do 
the project solely with the Norwegians and without the active participation of 
other ministries or USAID groups. On May 31. IRIS arranged a meeting 
between the Norwegians, PADCO. and Peter Kyle, Esq. of the World Bank to 
discuss the progress of the central registries project. Mr. Kyle told the 
Norwegians bluntly that the inexperience of the MOJ and the Norwegians with 
international borrowing made the present plan a waste of time. The WB 
would not write a check for $70 to $100 million dollars on the basis of the 
study which the Norwegians and the MOJ were preparing. WB rules require 
that it participate actively, hire the outside experts. and prepare the study itself 
for submission to its board. Kyle said that talk of the EBRD's financing the 
study was unlikely in view of the large sum involved -- beyond EBRD's 
lending capacity for such a project. 

In the ensuing weeks, IRIS diplomatically passed Mr. Kyle's message 
along to its contacts at the MOJ, Council of Ministers, and the MOF. By the 

See Attachment II. 
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end of the quarter, the MOJ seemed to be opening up the project to other 
agencies. calling interagency meetings, and realizing that it must open up the 
entire process to secure the essential WB financing for realization of the 
project. In late June and early July, IRIS took part in numerous meetings in 
conjunction with the WB mission to secure the broad consensus necessary for 
central registry reform to move forward. 

IRIS sent its main legal expert, Prof. Feliks Zedler. chairman of the 
Central Registries Project steering group, to Norway in mid-May on a fact­
finding trip with the MOJ Commission. 

Bankruptcy. IRIS assisted Deloitte & Touche to organize the April 26 
bankruptcy conference by arranging meetings with Vice-Minister of Justice 
Zielinski, assisting with administrative arrangements, and supplying the site for 
the conference.4 In May, the Polish Juridical Institute issued a book on Polish 
bankruptcy practice by Prof. Jan Br6l. IRIS-CE supported this project, wrote 
the English summary of the book, and assisted in its distribution to key policy 
makers.' At the end of the quarter. plans were made to support a drafting 
group headed by IRIS consultant, Prof. Feliks Zedler, of Pozfian: On June 6, 
Polish Television aired at 10:15 pm on prime time, the film jointly produced 
with IRIS-CE, "How to Make Money on Bankruptcy." Reviews were good. 
The film. as well as the earlier IRIS film on intellectual property issues, have 
had English sub-titles added so that .ney can be viewed elsewhere.6 

Intellectual Property Reform. Internet. IRIS computer consultant 
Adam Wasilewski was retained by USAID-Warsaw to do a study on how to 
connect all USAID contractors in Poland to the Internet. Although this is a 
separate contract of Mr. Wasilewski. it grew out of his experience from 
connecting IRIS-Poland to Internet for IRIS's communication needs. IRIS-CE 
conducts almost all its communications with IRIS-College Park, Maryland, and 
its offices in Vilnius, Sofia, and Skopje by e-mail through !nternet, saving 
many thousands of dollars monthly.' 

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. The 
Polish half was 90% complete by the end of the quarter. 

Collateral Law Survey. Much of the missing information in the 
Survey was obtained making it 99% complete. A new acknowledgements 

4 See Attachment XIV. 

See Attachment VII. 

See Attachment III. 

7 See Attachment I. 



section was added, giving detailed contact information for those experts in the 
region who participated. The Survey has received wide recognition, being 
referenced in the Economist: Business Eastern Europe ' and a German 
Publication, Ost Wirtschaft Report' . Hugh Pigott. member of the Editorial 
Board of Bttterworths Journal of hternationalBanking and Financial law, 
became acquainted with the survey while at the Ukrainian Collateral Law 
conference. Mr. Pigott passed it along to the other board members at 
Butterworth's and a decision was reached to publish the survey in the 
September issue. It was agreed that URCI would retain the copyright and IRIS 
would be given 200-300 copies to disburse at their own discretion 

Other activities included co-sponsoring with the concurrence of the 
local USAID office a lecture by former Chilean Minister of Labor Dr. Jose 
Pinera on pension law reform on June 8, 1995. "' A large audience heard Dr. 
Pinera eloquent description of how Chile's private pension system increased 
pensions for poor people and permitted the formation of a capital market to 
buy privatized state industries now making profits which go to pay for 
pensions. 

2. Lithuania. 

As the quarter began, a potentially divisive rift was developing 
between the two groups most active in collateral law reform in Lithuania. The 
group of individuals who drafted the currently ineffective "Hipotekos 
Istatymas", and who had previously been supportive of the Ministry of 
Justice's attempt at producing a separate law and system for the 
collateralization of movable property, reversed their position, and contended 
that their 1992 law was capable of governing all secured transactions in 
Lithuania. MOJ officials asked IRIS to opine as to the propriety of a law, 
which purports to govern the collateralization of both types of property and 
otherwise assist with regard to averting what would have been a time 
consuming and negative turn of events. 

IRIS-Lithuania project director John Corrigan, who had already 
provided an opinion letter for the MOJ and the Vice-Chairman of the Seimas, 
approached the drafters of the Hipotekos Istatymas, and suggested several 
meetings to discuss the practical reasons that underlie the separation of the two 
systems in all western systems, to discuss how the Hipotekos Istatymas might 
be amended, and finally to discuss secured transactions law in general. The 
drafters agreed, and throughout April such meetings occurred. Early in the 
process, Corrigan suggested that the pace of the reform would quicken if they 
were to work with the official drafting team whose work IRIS was supporting. 

See Attachment XI 

See Attachment XII. 

InSee Attachment X. 



They agreed after meting with Jadvyga Aleksaite, Chief of the MOJ's Private 
Law Division, and with Daina Petruaskaite, a staff lawyer at the MOJ. Shortly 
thereafter, they and the Ministry agreed that the Hipotekos Istatymas was, 
indeed, better suited to immovable collateral, and, in a small compromise, to 
movable property that is subject to general registration (e.g. automobiles). 
They crafted extensive amendments to the Hipotekas Istatymas, including three 
that Corrigan specifically suggested: (1) that the law permit the attachment of a 
previously created security interest to "after acquired" property; (2) that, to the 
extent that the Hipotekas Istatymas will govern the collateralization of certain 
types of movable property, it should allow collateral to be described 
categorically; and (3) that the law should deliberately instruct the MOJ to draft 
a law governing the collateralization of movable property as soon as possible 
(the Lithuanians chose to insert "before I January 1996"). The amendments 
were submitted to the Seimas and are to be considered by the full Seimas by 
July 1995. 

In the course of this process, Corrigan invited three drafters to become 
part of the "movables" effort and to become IRIS consultants. All three of 
them enthusiastically agreed and quickly completed necessary formalities. 
Thereafter, in May, Corrigan continued his "primer sessions" with these three 
individuals, covering such issues as the scope of the law's coverage, type of 
property governed by the law (including accessions and fixtures), and 
"enterprise" security interests. 

A common complaint in Lithuanian legal and business circles is that 
too few business persons or bankers are concerned about collateral law at all. 
To involve these constituencies in collateral law reform, Corrigan undertook 
several "consensus building activities during the quarter. On 7 June, Corrigan 
spoke before the Lithuanian Commercial bankers Association monthly meeting. 
The group meets 8-10 times per year to discuss issues of concern to the 
banking community. Earlier in May, Corrigan met with reporters from 
Versios Zinios (Business News) a Lithuanian business weekly launched in mid 

1994 with very wide circulation within Lithuania. Corrigan and the reporters 
discussed the need for collateral law reform in transition economies, IRIS­
Lithuania's goals, and the status of collateral law in Lithuania. The next day, 
at Corrigan's suggestion. the reporters interviewed Jadvyga Aleksaite (MOJ), 
and Rasa Melinkiene, one of the drafters of Hipotekas Istatymas. The 
following week, Versios Zinios published a front page lead article on the 
subject, extensively quoting Corrigan and Ms. Melinkiene. In laie May and in 
early June, Corrigan met with Laime Cernaite, Vice Chairman of the Board of 
the Bank of Lithuania. in an effort to involve Lithuania's Central bank in 
Collateral Law Reform. As a result, the Central bank has proposed one 
individual to work with the IRIS supported drafting group. 

Finally in June, the World bank's Economic Development Institute 
invited Corrigan to teach the collateral law section for a seminar entitled 
"Development of a Commercial Law Framework for the Baltic States", to be 

held 3-14 July 1995 in Vienna. IRIS nominated five Lithuanian participants 
for the seminar. 
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3. Bulgaria. 

On May 25, after one week of orientation in Poland reviewing 
IRIS-Central Europe operations and procedures, Mark Beesley launched IRIS' 
activities in Bulgaria. Mr. Beesley is a former CEELI Commercial Law 
Liaison who worked in Sofia from January 1994 to March 1995. 

IRIS-Bulgaria expects to build on the collateral law reform framework 
Beesley helped establish with the Center for the Study of Democracy (CSD), a 
think-tank and nucleus for commercial law reform in Bulgaria. In addition to 
drafting a work plan, organizing a small office at the CSD and hiring an office 
and project coordinator. Director Beesley has identified and met with the core 
members of a collateral law "Drafting Group". The Group will officially 
commence its work in July, but began on June 8 meeting on a weekly basis to 
organize itself and identify impediments to passing a workable secured 
transaction statute. At its first informal meeting, the group elected CSD 
lawyer and Bulgarian American Enterprise Fund counsel Stephan Kyutchukov 
as its chairperson. CSD has issued newsletters highlighting earlier CEELI-
IRIS cooperation in collateral law reform (see Attachment 8). 

In mid-June. Beesley and Kyutchukov met with Bulgarian Minister of 
Justice Mladen Chervenyakov to review IRIS objectives and secure the 
Ministry's support for those objectives. The Minister stated that he backs 
IRIS's efforts completely and asked Beesley to help the Ministry draft a 
legislative agenda to help secure approval of a new law."1 He also asked that 
IRIS coordinate its work with Vessela Stancheva, a lawyer at the Ministry and 
member of its Legislative Council. Ms. Stancheva is familiar with collateral 
law issues and attended the February IRIS Collateral Law Conference in 
Warsaw. 

One of the more substantial objectives for IRIS-Bulgaria is to help 
develop and implement a central pledge registry system. Beesley and 
Kyutchukov met with World Bank Economist Lubomir Mitov in mid-June to 
discuss World Bank participation in accomplishing this and other collateral law 
objectives. Mr. Mitov declared that the World Bank enthusiastically welcomes 
IRIS to Bulgaria. He noted that a soon-to-be-released Bulgaria private sector 
assessment highlights Bulgaria's collateral law problems and he agreed that the 
World Bank can play a key role in helping to develop a central pledge 
registry. As an initial effort to cultivate interest in and understanding of 
registry systems, IRIS and the World Bank have agreed to sponsor a Pledge 
Registry Development Conference, tentatively scheduled for October 5 and 6. 
This will follow the visit of several key Bulgarians to Norway from August 23 
through 27 to view the Norwegian central registry system sponsored by IRIS-
Central Europe for participants from the entire region. 

After consultations with USAID, the Ministry of Justice and numerous 
Bulgarian jurists, IRIS-Bulgaria prepared a draft work plan. The plan, 
modelled on the IRIS-Poland Project, will be ready for distribution in July. 

See Attachment XIII. 
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4. Macedonia. 

As no LTA had been chosen. William Rich of IRIS Central Europe 
was sent to Macedonia as acting director until the permanent LTA could be 
put in place. Mr. Rich arrived in Skopje on 6 June 1995 and began the work 
of setting up the drafting team, identifying the collateral law contact group and 
seeing to the administrative responsibilities of setting up the office. Professor 
Stefan Georgievski of the Law Faculty of Cyril and Methodius University, 
identified by Ronald Dwight as the top expert in the country, is the prospective 
Collateral Law Coordinator and leader of the drafting team. The make-up of 
the full drafting team is still being discussed.Prof. Georgievski will also work 
closely with two judges experienced in secured transactions. For the broader 
contact group Rich met with appropriate contacts at the Ministry of Justice, 
Ministry of Finance, The World Bank, the National Bank of Macedonia as 
well as USAID contractors, the IMF. and other bodies working on bank 
restructuring. Under Secretary Dragan Tumanovski, the main contact at the 
MOJ, agreed to provide one representative from the MOJ and one from the 
judiciary to participate in the inspection trip to the Norwegian Central 
Registries. The third Macedonian will be chosen by the drafting team. 

At first Rich explored the option of locating space within the Law 
Faculty, but decided that it would not be in the best interest of the program. 
Another space was located, which is inexpensive. spacious. comfortable and 
conveniently situated in the center of Skopje. Arrangements will be finalized 
in July. It was determined that IRIS-Macedonia should be registered as a 
representative office of a foreign company. A lawyer with competitive rates 
was identified to handle this. After the registration is completed, computer and 

office equipment can be purchased tax free. 

5. Croatia. 

It was decided to invite two Croatians involved with collateral law 
reform to participate in the visit to the Norwegian Central Registries in August 
1995, using USAID funding set aside for collateral law. William Rich spoke 
to one contact who identified Professor Mihaljlo Dika as the best candidate to 
go. IRIS contacted the USAID mission in Zagreb, and others, regarding this 
but received no response. 

6. Albania. 

William Rich spoke with the CEELI representative in Tirana and made 
tentative plans to visit Albania in July 1995. The purpose of the trip will be to 
determine the climate for possible collateral law work there and to possibly 
identify an Albanian participant for the Norwegian Central Registries Trip. 

7. Ukraine. 

Although IRIS-Central Europe is not funded to work directly in 
Ukraine, it was asked to assist the IRIS-NIS project in initiating collateral law 
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reform activities in the Ukraine. All this technical assistance was paid for by 
funds earmarked for the Ukraine and not from any IRIS-CE funding. Clara 
Lipson of USAID-Washington and IRIS-NIS organized a two-day seminar 
followed by a public policy breakfast on collateral law in Kiev from May 15 
to 19. IRIS-CE Director Ronald A. Dwight. Dr. Tomasz Stawecki of the 
Warsaw University School of Law and IRIS collateral law coordinator, and 
Hugh Pigott, Esq., IRIS collateral law consultant and former partner at 
Clifford. Chance all went to Kiev to assist Ukrainians meeting to review their 
collateral law situation and plans for improvements. The two-day workshop 
was followed by a public policy breakfast with the President of the National 
Bank of the Ukraine. Plans are now underway for the launching of a collateral 
law project at the request of the National Bank. IRIS-CE is making 
suggestions and recommending personnel to assist this separate project. 

2. Progress egort 

POLAND/CENTRAL EUROPE 

A. Technical Implementation 

Activities Planned for Current Explanations 
Reporting Quarter Status 

Collateral law project 2 	 Ronald Dwight met with Mr. 
Kazimierczak and Mr. Krysiak of the 
Polish Development Bank to discuss 
collateral law (6 Apr).
 
Meeting with Prof. Zedler (6 Apr).
 
Meeting with Marcus Rodlauer from
 
the International Monetary Fund (25
 
Apr).
 
IRIS negotiated hiring, as external
 
consultant, Prof. Anna Fornalczyk
 
(former President of the Antimonopoly
 
Office) who is now member of the
 
board in one of the major banks to do
 
lobbying for collateral law.
 
Meeting with Tomasz Stawecki (29
 
May, 20 Jun).
 

Annual meeting of EBRD in London I Ronald Dwight and IRIS consultant -
Tomasz Stawecki traveled to London 
(8 Apr - II Apr) to participate in 
EBRD meeting. They also took part in 
the London Meeting on Investment in 
C&EE (8 Apr). 
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Cooperation with Center for Strategic & 
International Studies (CSIS) 

Moscow Economic Conference 

Central 	Registry Project 

Cooperation with the British Chamber of 
Commerce 

Coordination with the World Bank 

2 	 William Rich and Artur Nowicki.of 
IRIS-CE met with Jeffrey Abramson 
from CSIS (II Apr). IRIS 
representative Witold Sulimirski took 
part in CSIS-U.S. Europe - Poland 
Action Commission at the Plenary 
Session in Berlin. William Rich 
prepared materials '2- (19-20 May). 

I 	 Ronald Dwight traveled to Moscow 
and spoke at conference organized by 
Yegor Gaidar (I 3 Apr - 15 Apr). 

2 	 Official Introduction Meeting of the 
Polish National Judaical Register 
Center (CORS) was made in Popowo 
Conference Center of the Ministry of 
Justice ( 18 Apr). 
Ronald Dwight met with Mr. iBylica at 
the Council of Ministries (1 2 Jun). 

2 	 Third Annual General Meeting of the 
Chamber's members at the British 
Embassy Commercial Section was 
organized (24 Apr). 
Monthly breakfast meetings (27 Apr, 
31 May, 29 Jun). 

2 	 Ronald Dwight met with Peter Kyle 
(24 Apr, 25 Apr with Tomasz 
Stawecki, 30 May). 
Ronald Dwight, Ewa Szymafiska, IRIS 
Vice Director, and Artur Nowicki, 
IRIS legal advisor, met with the World 
Bank representatives (30 Jun). 

1"See Attachment XV. 
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Bankruptcy Project 

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

Cooperation with the foundation CASE 

USAID 

Ronald Dwight met with Richard 
Coates from Deloitte and Touche (24 
Apr). 
Deloitte and Touche, with IRIS 
assistance, organized one day 
conference on Insolvency issues (26 
Apr).)' 
Ronald Dwight attended Deloitte and 
Touche Bankruptcy Conference in 
Macedonia (I1-12 May). 
Meeting on Bankruptcy at Deloitte and 
Touche (30 Jun). 

I 	 The film on intellectual property 
"Supez" was broadcast (25 Apr)."' 
Collateral law film "How to earn 
money on bankruptcy" was 
broadcasted (6 Jun) and was followed 
by studio discussion of Tomasz 
Stawecki and Judge Dariusz Czajka. 
About 1.6 mln viewers watched each 

5of the films."

2 	 Ronald Dwight met with Ewa 
Balcerowicz, CASE Vice-President (27 
Apr). Meeting (23 May). Seminar on 
Development paths of international 
financial markets organized by CASE 
and Polish Credit Bank. 

2 	 One day meeting of USAID in 
Jablonna (28 Apr). Meeting with 
USAID Banking Specialist Artur 
Wielkoszewski (5 May, 6 May). 
Networking meeting at U.S. Embassy 
(25 May, 29 Jun). 
CASE 	briefing for USAID (22 Jun). 
Meeting 	with John W. Wojtowicz (23 
June). 

" See Attachment XIV. 

'4 See Attachment VI 

' See Attachment !II. 

11 



SMEs and investment and business 
related activities 

Expansion of program to Macedonia 

USAID Ukrainian Collateral Law 
Conference 

Cooperation with PADCO 

Cooperation with the Warsaw Institute 
of Banking 
Social Insurance Reform project 

Real Estate conference in Cracow 

Ronald 	Dwight participated in the 
office opening of the Polish Federation 
of Independent Entrepreneurs (5 May). 
Polish Issuers and Investors Forum (24 
May, 21 Jun). 
Ronald 	Dwight participated in the 
meeting 	at the Ministry of Industry 
and Trade on Stimulation and Growth 
of SMEs in Poland through the 
Reform 	of Financial Sector Policy (14 
Jun). 
Task Force meeting for the 
Development of SMEs (21 Jun). 
Presentation on State policy toward 
SMEs given by Parliament Group of 
Entrepreneurs, Gemini Project and the 
Ministry of Industry and Trade at Sejm 
(29 Jun). 
Ronald 	Dwight traveled to Skopje to 
participate in the Workshop Insolvency 
Issues (10-12 May). 
William Rich traveled to Skopje as 
acting director until LTA could be 
hired (6 June). 
Ronald 	Dwight and Tomasz Stawecki 
traveled to Ukraine to participate in 
the conference in Kiev (16-18 May). 

2 	 Ronald Dwight met with John Olaisen 
and PADCO representatives (23 May). 
Meeting with Roman Pryjomko (26 
May). 
Meeting with PADCO and John 
Olaisen (31 May). 

2 	 Meeting (25 May, 6 Jun). 

2 	 Ronald Dwight met with Nicholas 
Studzifiski (30 May). Conference on 
the Reform of Social Insurance as a 
Condition of Economical Growth (8 
Jun) organized by Adam Smith Center. 

T 	 Ronald Dwight participated in the 
conference on Real Estate market 
reform organized by Cracow Real 
Estate Institute (9 Jun). 
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_____ _________________ 

II Cooperation with Foundation of 
I. Education and Banking Research 

Interviews concerning collateral law. 

Preparation of the Polish Model 
Contracts for Technology 
Commercialization Projects. 

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

Major Activities Planned for 
Next Quarter 

Collateral law project in Macedonia 
Intellectual property workshop 

B.Project Administration 

Planning Activities for 
Reporting Quarter 

Purchasing of computer equipment 
Hiring Ewa Szymauiska 

Hiring Roman Groysman 

See Attachment XI. 

2 


I 


3 

Estimated 
completionDate 

137/9 

Current 
Status 

I 
I 
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Artur Nowicki IRIS legal advisor met 
with Prof. Antoni Kantecki the 
president of the Foundation of 
Education and Banking Research (16 
Jun. 20 Jun, 26 Jun). 
Signing of an agreement (Jun 29). 
Louisa Vinton of the Economist 
Intelligence Unit interviewed William 
Rich (21 May) and Ronald Dwight (23 
May). Front page article appeared 29 
May 1995.16 
Artur Nowicki was interviewed on 
Polish Radio Program I (I I May). 
Prof. Michal du Val and doc. 
Wojciech Tabor will complete their 
book on July 18. 

Entity Respohsible for Action 

Hire LTA in US. 
IRIS will assist High Pressure 
Research Center and CETE in the 
preparation of a workshop on 
intellectual property. This workshop 
will be organized at the International 
Conference on High Pressure Physics 
held in Warsaw. 

Explanations 

Ewa Szyma6ska (advisor to the former 
President of the Antimonopoly Office) 
will be a vice director at IRIS. 

-7­
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Damian Sobiei's trip to Lithuania 

Hiring Monica Gessner 

Lease extension 

Current Status Key: 

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

Activities Planned for 
Next Quarter 

Hiring of receptionist to replace Robert 
Byers 
Hiring of driver to replace Witold 
Zawisza 
Hiring of financial assistant 

III. FINANCIAL DATA 

To Be Defined. 

A. Technical Implementation 

Activities Planned for 
Reporting Quarter 

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

I 


I 


I 

Estimated 
Completion

Date 

8-9/95 

-9/95 

-9/95 

LITHUANIA 

Current 
Status 

I 

Damian Sobieti went to IRIS-Lithuania 
to establish there a financial system. 
Monica Gessner has been working on 
IRIS budgeting system. 
IRIS renegotiated the office lease 
agreement with American Studies 
Center. 

Entity Responsible for. Action 

IRIS Warsaw office 

IRIS Warsaw office 

IRIS Warsaw office 

Explanations 

Corrigan met on several occasions 
with drafters of "Hipotekas 
Istatymas": Rasa Melinkione, Dalia 
Vidickiene, Salomcja Rasinskaite 
of New Economic Institute (NEI). 
As a result NEI retracted its 
opposition to IRIS's and MOJ's 
efforts at producing separate law 
on movables (April). 
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Activities Planned for Current Explanations 
Reporting Quarter Status 

Deliver Lithuanian language I IRIS-Lithuania translated into 

translations of relevant law review Lithuanian essay by Professor John 

articles. Spanogle. articles by Heywood 
Fleissig of WB. and US style 
commercial loan agreement 
(April). 

Expansion of Collateral Law Work 
Group. 

The 3 drafters of "Hipotekas 
Istatymas":Rasa Melinkione, Dalia 
Vidickiene, Salomcja Rasinskaite 

agreed to work as IRIS consultants 
and completed a biosheet (May). 
Corrigan met with Laime Celnaite 
of Lithuanian Central bank 
regarding inclusion of member of 
banking community (May). 

Produce itemization of conflicting Completed and delivered to MOJ 
statutory regulations and legislative (May). 
initiatives. 

Consensus building article and Corrigan worked with reporters 

public speaking engagements. and MOJ officials on an article 
emphasizing importance of 
collateral law. Verslos Zinios 
(Business News) published cover 
story on the subject, extensively 
quoting Corrigan and including his 
picture (II May). 
Corrigan addressed Lithuanian 
Commercial Bankers' Association 
regarding claim enforcement and 
western remedies (May). 
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Activities Planned for Current Explanations 
Reporting Quarter Status 

Interdonor coordination Corrigan met and discussed 
secured transactions with Barbara 
Lee, WB Country Director: James 
Riley Pitt, EBRD Senior Banker 
for the Baltics: Jan Hendrik Rover, 
EBRD Secured Transactions 
Project: Alan Babbington Smith, 
EBRD Economist and member of 
the Board of Directors Lithuanian 
Development Bank: Ulf Hindtrom, 
Nordic Investment bank. 
Corrigan Discussed collateral law 
component of WB upcoming 
"Commercial Framework for the 
Baltic States" (26, 31 May). 

B.Project Administration 

Planning Activities for If Current I[ Explanations 
Reporting Quarter Status 

Contact with AID mission IInformal interim report delivered, 
meetings with Mission Rep. Nicholas 
Jenks conducted, meeting with other 
staff members. 

Purchase computer, printer and Procurement documentation submitted 
dedicated phone line to AID- Washington (26 May). 

Obtain laptop. I Delivered 10 April. 
Financial reports/Replenish working 1 Tranches submitted every 14 days, 
account bank reconciliation statement at the end 

of each month. 

Obtain completed biosheets from I Obtain AID Vilnius relevant local hire 
Lithuanian consultants. pay scale information. 

Current Status Key: 

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

16
 

-t 



A. Technical Implementation 

Activities Planned for 

Next Quarter 


Coordination with Ministry of 
Agriculture officials and 
Agriculture Committee members 
who oppose "movables" effort. 

Obtain unequivocal decree that 
Seimas and government desire 

separate movables draft, and that 
draft will be accorded all due 

consideration when produced. 

Elicit assistance of WB's Financial 
and Enterprise Sector Reform Team 
regarding locally based opposition 
to movables law. 

Produce initial scope of coverage 
draft with those group members 
willing to work to produce a draft 

in the absence of a relevant decree 
from the Seimas. Alternatively, 

establish relationship with Min. of 
Agriculture in the event that the 

amendments referenced above are 
not enacted by the Seimas. 

Continue consensus building 
activities by producing follow up 

article for Verslos Zinios and 
further public speaking 

engagements. 

B. Project Administration 

Planned Activities for 
Reporting Quarter 

Continued AID coordination 

Finalize arrangements for payments 
of individuals 

Prepare level of effort estimates 

Complete budget projections 

Estimated Entity Responsible for Action 
Completion

Date I 

9/95 IRIS-Lithuania 

9/95 IRIS-Lithuania 

9/95 IRIS-Lithuania 

8/95 IRIS-Lithuania 

9/95 IRIS-Lithuania 

Current i Explanations
 
Status
 

7-9/95 IRIS-Lithuania 

8/95 IRIS-Lithuania 

8/5/95 IRIS-Lithuania 

8/15/95 IRIS-Lithuania 
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Hire one receptionist/support 9/1/95 
person 

Obtain computer equipment 8/1/95 
referenced in the previous section 

Minor office renovations [9/10/95 
BULGARIA 

A. Technical Implementation and Project Administration 

Activities 	Planned for Current 
Reporting Quarter Status 

Office Space 2 

Collateral Law Drafting Group 	 2 

Cooperation with Ministry of Justice 2 

IRIS-Lithuania 

IRIS-Lithuania 

IRIS-Lithuania 

Explanations 

Mark Beesley met with officials 
from the Center for the Study of 
Democracy to discuss- leasing 
agreement (6 June). 

Beesley met with core members: 
law professors Angel Kalaidjiev, 
Alexander Katzarsky; Judge 
Borislav Belazelkov; attomey Silvy 
Cherev and CSD Program 
Coordinator and Bulgarian 
American Enterprise Fund Counsel 
Stephen Kyutchukov (8 June). 

Beesley met with MOJ Advisor 
Vessela Stancheva to discuss 
Beesley's letter to Minister of 

Justice and to solicit Stacheva's 
participation in drafting group (9 
June). 
Beesley and Kyutchukov met with 
Minister of Justice Chervenyakov 
and Stancheva to review IRIS's 
objectives and seek MOJ 
cooperation (16 June). 
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Activities Planned for Current 
Reporting Quarter Status 

Cooperation with USAID 2 

Cooperation with World Bank 2 

Meeting with U S Ambassador I 
William Montgomery 

Meeting with U S Commercial I 
Attache Patrick Hughes 

MACEDONIA 

A. Technical Implementation and Project Administration 

Planned Activities for Reporting Current 
Quarter Status 

Office Space I 

19 

Explanations 

Beesley met with AID rep John 
Tennant and Private Sector Officer 
Skip Kissinger to provide entry 
briefing and review IRIS's 
objectives ( 16 June). 
Beesley attended AID Business 
Sub group meeting and briefed 
participants on IRIS's objectives 
(19 June). 
At USAID request, Beesley 
arranged for AID SME advisors to 
meet with Kyutchukov and 
Kalaidjiev. Beesley, Kyutchukov 
and Kalaidjiev. discussed the legal 
framework in Bulgaria and how it 
effects SME development (22 
June). 

Beesley and Kyutchukov met with 
WB Economist Lubomir Mitov to 
discuss WB participation in the 
collateral law project and 
assistance in developing a registry 
system (1 5 June). 

Beesley gave briefing and review 
of IRIS objectives (13 June). 

Beesley discussed bankruptcy, 
foreclosure and collateral law and 
also answered questions on 
intellectual property law. 

Explanations 

Space in center of Skopje 
located, usable as office and/or 
living space. Contract and first 
rent installment paid 5 July. 



Planned Activities for Reporting Current Explanations 
Quarter Status 

Collateral Law Drafting Team 2 William Rich met several times 
with various members of the 
team. Professor Stefan 
Georgievski was tentatively 
identified as leader of the effort 
and he recommended three junior 
colleagues at the Law Faculty to 
work with him: Vesna 
Pendovska, Sasho Georgievski 
and Goran Koevski. All received 
model drafts to review and 
Biodata sheets to complete 
(June). The composition of the 
team was discussed with AID. 

Cooperation with Ministry of 2 Rich met with Undersecetary 
Justice Dragan Tumanovski. the main 

contact person at the MOJ. to 
review IRIS's agenda and choose 
Norway Group 14 June). 
Rich sent formal letter to 
Tumanovski, proposing that he 
select representative from MOJ 
and Courts for Norway trip (25 
June). 

Cooperation with Ministry of 2 Rich met with Venislav Efremov, 
Finance manager of Legal Services -

Property law Affairs to discuss 
IRIS agenda and central pledge 
registry (26 June). 

Collateral Law Group 2 In addition to MOF and MOJ, 
Rich met throughout the month 
with various other experts to be 
included at different levels in the 
collateral law project: Diane 
Mendoza, Leslie Mathews, 
advisors to the Governor of the 
Bank of Macedonia (bank 
restructuring); James Satterfield, 
Barents, Snaiana Bundaleska 
National Bank of Macedonia; 
Alberto Eugren, The World Bank 
(June). 
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Planned Activities for Reporting Current Explanations 
Quarter Status 

Registration 2 Attorney identified to handle 
registration of IRIS upon receipt 
of documentation from CP. 

Norway Central Registries Trip 2 Decision made to take member of 
drafting team. representative from 
MOJ and from courts. 

Current Status Key: 

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

Ill. FINANCIAL DATA To be supplied. 

IV. ATTACHMENTS 

Attachment I .............................. USAID Internet Repcrt by Adam Wasilewski 

Attachment II ................................... Notice of W itold Czach6rski's Death 

Attachment III .......... Notice, newspaper advertisements and review of IRIS film How to Make 
Money in Bankruptcy 

Attachment IV ........................ White and Case Report "Polish Business Legislation"
 

Attachment V ...................... Report from the Ministry of Industry and Trade, which 
mentions the Law on Registered Pledges and the Pledge Registry (Polish and English). 

Attachment VI ........................... Announcement for IRIS co-produced film Supez
 

Attachment VII ........... Book on bankruptcy in Poland by Dr. Jan Brol, co-sponsored by IRIS.
 

Attachment VIII ............................... Bulgrian Magazine VEST! mentioning 
collateral law and IRIS Bulgaria Director Mark Beesley 

Attachment IX ............. Book PoradnikKreditiowy Bankowctsw (Credit Advisor for Bankers) 
with article by Ronald Dwight 
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Attachment X ......................... Program and articles concerning IRIS co-sponsored 
conference organized by the Adam Smith Center, featuring Dr. Jose Pinerv. 

Attachment XI ......................... .No Deposit No Return", article in The Economist 
Intelligence Unit:BusinessEastern Europe, about Polish Collateral Law, 

quoting William Rich. Ronald Dwight and mentioning collateral law survey. 

Attachment XII ....................... Fax from firm AGV, which refers to the mention of 
the Collateral Law Survey in the German press. 

Attachment XIII ....... Correspondences between Mark Beesley and Bulgarian Minister of Justice
 

Attachment XIV ................... Program for Deloitte and Touche Bankruptcy Conference
 

Attachment XV .............. Materials, Article from Zycie Gospodarcze,and report from CSIS 
Be'lin Conference 

#2 DA:WP5I\RI)\QT1.Y.15 
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ATTACHMEN I I 

Internet Reisearch for USAID 

PART I 

STUDY:
 
Internet Access for USAID
 

Contractors
 

PART II 

Adam Wasilewski, Computer Consultant, 
ul. Czeczota 15/3,
 

02-607 Warszawa, Poland
 
email address: irisa@plearn.edu.pl
 

Warsaw 12/06/1995
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The chart of USAID system 
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I ATTIACHMENT'III
 

Zarobic na bankructwie
 
(A) ,Jak zarobid na bankruc-

twie" - to tytul filmu wygwietlone-
go wczoraj na konferenci zorgani-
zowanej przez Ninisterstwo Spra-
wiedliwoki i po~sko-amerykafisk4 
flrni "r. Kon~ferencja po.lwi~conu 
byla przygotowywanemu projekto-
wi ustawy o zastawie rejestrowyin. 

Zas,.aw polega na tyin, it dluinik 
daje wierzycielowi jako gwaranejc 
spiaty dlugu jakit przedmniot. Je~fi 

diug meczostantie splacony - przcd­
mniot Len przechodzi na wfasnok~ 
wierzyciela. Przedstawiony wczoraj
projckt zakiada powolanic inscytucji 
zastawu rejestrowego, czyli takego, 
w kt6iym zastawiona rzecz moze po­
zosrnid w dyspozycji dinika. 

Obowi~zujqcc przepisy o banko­
wym zastawic rejescrowym s4 nie­
doskonale. Afcrzykci potrafiq wielo­
krotnie zastawiad tC samq rzecz. Do­
piero powszcchrde dostpny, skom­
puteryzowany rejestr pozwolilby 
kredyodawcom na szybkic spraw­
dzenie faktycznego stanu majqtko­
wego os6b ubiegajqcych sic o poiy­
czkC. 

Projekt przewiduje tei wprowa­
dzcntie znanci na Zachodzie tzw. 
umownej samopomocy. Gdyby dlui­
nik przescal wplacad kredyt, bank 
m6glby sam - bez po~rednictwa sqdu 
ani komrnika - zajmowad zastawio­
ne rzeczy i sprzedawa6 je na licyta­
cji. Ale to tylko pod warunkiem, ie 
dtuinik zgodzilby siq na to jui na pa­
cz4tku, podpisujqIc z bankiem umo­
wC krcdytu. (Jotka) 

)qbrowska I Barbara Warpechowaka 

qO~~ 



IRIS Central Europe 

uprzejmie zawiadamia, ze
 
6 czerwca 1995 (wtorek), o godzinie 22:15
 

w programie I TVP zostanie pokazany film pt.
 

w ramach cyklu "Ludzie-Wiadza-Pieniadze"
 

Produkcja: Apple Film Production
 
Reiyseria: Jerzy Krysiak
 

Scenariusz: Jerzy Morawski, Krzysztof Krauze
 

Film ten zostal sfinansowany przez TVP, Program I oraz IRIS
 
[ze grodk6w pochodzqcych od Amerykafiskiej Agencji Rozwoju Miqdzynarodowego (USAID)I.
 

Historia przedstawiona w filmie ilustruje sposoby nieuczciwego korzystania
 
z istniejqcego systemu zabezpieczania wierzytelnogci pieniqinych.
 

IRIS Central Europe 

has a pleasure to inform you 
that on June 6, 1995 (Tuesday), at 10:15 p.m. the film 

will be broadcasted 
on Channel I of Polish Television 

Producer: Apple Film Production
 
Director: Jerzy Krysiak
 

Script: Jerzy Morawski, Krzysztof Krauze
 

This film was co-sponsored by Polish Television, Channel I and IRIS
 
with funds supplied by USAID. Although a drama, it illustrates how the existing
 

collateral and bankruptcy law can be used by dishonest businessman.
 
It will be followed by a short discussion by group of experts.
 

1 II I': I Wlp " 
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ATTACHMENT IV
 

POLISH BUSINESS LEGISLATION 

Suggested Amendments 

Sumnmwy ofthe reportpreparedunder the auspices 
of the Amercan Chamberof Commerce in Warsaw 

at the request ofAmedcan Investment Initiative in Poland 
a Program of the FinancialServices Volunteer Corps, New York, 

under a grantfrom the United StatesAgency for InternationalDevelopment
by WHITE & CASE (POLAND)Ltd. (in cooperation with UNI-EXPER7) 

Warsaw, March 1995 



I. ATTACHMENT V
 

MINISTERSTWO PRZEMYSLU I HANDLU
 

MALE ISREDNIE PRZEDSIgBIORSTWA
 

W GOSPODARCE NARODOWEJ
 

POLITYKA WOBEC MALYCH ! SREDNICH
 

PRZEDSIEBIORSTW
 

(przyjita przez Rad@ Ministr6w 6 czerwca 1995 r.) 

Warszawa, maj 1995 



THE MINISTRY OF INDUSTRY AND TRADE 

"SMALL AND MEDIUM ENTERPRISES 
IN THE NATIONAL ECONOMY" 

POLICY TOWARDS SMALL AND MEDIUM SIZED
 
ENTERPRISES
 

(adopted by the Council of Ministers on June 6, 1995) 

(THIS DOCUMENT WAS TRANSLATED FROM POLISH BY GEMINI) 

Warsaw, June 1995 



ATTACHMENT VI 

IRIS Central Europe 

uprzejmie zawiadamia, ie 

25 kwietnia 1995(wtorek), o godzinie 22:15
 
w programie ITVP zostanie pokazany film pt. "Supez"
 

w ramach cyklu "Ludzie-Wtadza-Pienidze"
 

Produkcja: Apple Film Production 
Reiyseria: Jerzy Kryslak 
Scenariusz: Jerzy Morawski, Krzysztof Krauze 
W gf6wnych rolach: Sylwla Gtaszczyk, Ronald A. Dwight, Monika twitaJ 

Film ten zostal sfinansowany przez TVP, Program I oraz IRIS [ze grodk6w pochodzacych od 
Amerykafiskiej Agencji Rozwoju Miqdzynarodowego (USAID)]. Historia przedstawiona w filmie 
ilustruje aktualne w Polsce problemy zwiqzane z ochronq, wlasno~ci intelektualnej jak r6wniet 
szersze zagadnienie wa2no.ci reform prawnych. 
Z powodu ograniczonego bud~etu oraz trudno~ci ze znalezieniem odpowiedniego aktora 
(m6wicego po angielsku z akcentem amerykafiskim) Ron Dwight zostal poproszony o zagranie roli 
amerykafiskiego businessmana. 

IRIS Central Europe 

has a pleasure to inform you 

that on April 25, 1995 (Tuesday), at 10:15 p.m.
 
the film "Supez" will be broadcasted
 

on Channel I of Polish Television
 

Producer: Apple Film Production 
Director: Jerzy Kryslak 
Script: Jerzy Morawski, Krzysztof Krauze 
Starring: Sylwla Gtaszczyk, Ronald A. Dwight, Monika Switaj 

This film was co-sponsored by Polish Television, Channel I and IRIS with funds supplied by 
USAID. Although a drama, it illustrates contemporary problems in intellectual property issues and 
broader issues of the importance of legal reform and public sector support for that reform. 
Owing to the slim budget and difficulties in finding an American-accented Polish actor, Ron 
Dwight was asked to play of the American businessman role in the film. 

http:wa2no.ci
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Recenzencd
 
prof.dr hab. Mar kSWan
 

drJackKraus
 

ProJckt okladkl i tron tytulowych
 
MagdalenaMariaOozdek 

Radaktor 
Ewa PoJes ka.KqJcr 

Copyright 0 by OfIcyna Naukowa S.c.
 
& U.R.C.L (Univeraity of Maryland)
 

Warnzawa 1995
 

Kltlqka powatala dzlk*pomocy IRIS-Poland Project
 
- programu Unlwcrrutu Mayland ­

finanaowanego prz United States Agency for InternaUonal Development
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Sklad Ilamanle Michal Swtanewicz
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Biznes - Iudzie - pieniqdze 

W Chile kazdy pracujqcy przeznacza 10 proc. pensji na fundusz emerytalny 

BEZPIECZNA KASA 
Rozmowa z dr. JOSE PINER, bylym chiliskim ministrem pracy 

- Jest pan tw6rcq systemu ubezpie. 
czen spolecznych, w istocie bezpie­
czefistwa spolecznego, uwaianego za 
najlepszy na gwiecie. Jakie sq jego
gl6wne zaloienia? 

- W nowym systemic skladka eme­
rytalna, wynoszqca 10 proc. miesiq­
cznego zarobku, jest przekazywana na
 
rachunek osobisty pracownika. Pieni4­
dze sq chronione przez konstytucjq,

aby 2aden rzqd nie m6gi zawfaszczyd

tych oszczqdnogci. Kapitaly sq inwe­
stowane przez fundusze emerytalne w
 
bardzo bezpieczne i oplacalne przed­
siqwzi~cia. Po osiqgniqciu wieku eme­
rytalnego ubezpieczony wykupuje
 
emerytur dIa siebie, 2ony i dzieci do 
lat 21. Jezeli kogog nie stad na
wykupienie emerytury, pafistwo gwa­
rantuje mu emeryturq minimalnq. 

- Kiedy pracujqcy placi pierwszq 
skladk? S 

- W pierwszym miesiqcu pracy
pracodawca pyta mlodego cziowieka 
o to, kt6remu funduszowi emerytalne- ,mu ma co miesiqc przekazywad 10 proc. Jose Pinera: Po 15 latach obowlqzywanla nowego systemu ubezpleczeii emerytury sqjego zarobk6w. Je~li ubezpieczony ma wylsze nit wyptacane wedtug starych regur 

....... zwiqzki zawodowe. ki, kupujqc 30-40 proc. udzial6w
POLSKO-CHILIJSKA 

w 
I Konkurencja jest prywatyzowanych sp6lkach. Jest para-WYMIANA HANDLOWA : najlepszym sposo- doksem, 2e dopiero w prywatnejWedfug Banco Central, wartoid polskiego eksportu: bern na obnitanie gospodarce spelnily siq niekt6re ma.do Chile w 1994 r. wyniosla 8,056 mn USD, natomlest' prowizji. rzenia Karola Marksa. Nie przezImport slqgnql 3,698 min USD. Z Chile sprowadzamy' - Jakie sq gwa- przekazanie wladzy biurokracji komu­przede wszystkim koncentraty cynku, zwlqzkl boru,' rancje, ze fundusz nistycznej, lecz dziqki przekazaniumiedl, kawq, herbatq, owoce oraz agar. Z Polski do nie zbankrutuje? wlasnogci bezpogrednio robotnikom.Chile eksportuje sig wiele towar6w w niewlelkich - Fundusze emery- - W Polsce ciqgle dyskutujemy nadilodciach, gl6wnie mleko skondensowane I mleko w talne mog, inwesto- reformiq ubezpieczeti spolecznych.proszku, produkty ziemniaczane, p6twyroby ze stall, wad tylko w bardzo - Stary chilijski system by! podobnysprzgt gospodarstwa domowego, produkty chemi- bezpieczne przed- do polskiego, gdyz takze zarzqdzaloczne, silniki elektryczne, papier, aparaturg pomlaro- siwziqcia, np. obli- nim paristwo. W Chile skladka emery­wq, tekstylia I w6dkq ,,Wyborowq". Czq§6 dostaw: gacje. Obowiqzuje talna stanowila 20-25 proc. pensji. Sly­trafia na chilijski rynek przez zachodnich potredni-' tak2e 9cisla zasada szq, ze w Polsce wynosi ona 45-47 proc.k6w. Nledawno wznowiono eksport polonez6w I- maksymalnej Nie mi wierzyd.traktor6w z Ursusa. Podplsano te, kontrakt ' dywer- chce siq Tragedia

na syfikacji. Po 15 la- polega na tyr, ze parlament w kazdejprodukcjq 14 polskich kontenerowc6w o tqcznej tach obowiqzywa- chwili moze zmnicjszyd lub zwiqkszydwartosci ok. 380 mln USD. nia nowego systemu wymiar emerytury. Okreglanie pozo­
emerytury sq wyzszezamiar przejkc na wczesniejszq eme- nit wyplacane wedlug starych 

stajqcych w gestii panistwa ubezpieczefi
regul. mianem systemu bezpieczefistwa spo­ryturq, mozna podniec stawkq do Ulokowane pieniqdze przynoszq wyso- fecznego jest zartem. Nasz nowy20 proc. placy. Fundusze emerytalne kq stopq zysku - przecigtnie 13 proc. system funkcjonuje bez znian od 15 lat.sq tworzone przez przedsiqbiorc6w, powylej inflacji. Wszystkie fundusze Nieziniennok regul gry gwarantujeinwestor6w zaranicznych, a nawet braty udzial w prywatyzacji gospodar- poczucie bezpieczeistwa. 

RM4M KATOWICKIE: Katowice 71,75 & 93,0 FM 
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I ATTACHMENT VIII
 

B EC T
 
na I7paBnama npoepama 

Issue No 3 na QeHmbpa 3a u.3cAegfaxe na gemokpaqumma March 1995 

BECTI4 (Vesti) - Newsletter of the Law Reform Program 

of the Center for the Study of Democracy 
Published inEnglish and Bulgarian 

'VESTI" INFORMS 

BULGARIAN COLLATERAL LAW 	 Conference was provided by the INTHJSISSUE: 
American Agency for InternationalCONFERENCE 
Development (USAID), the IRIS - i!Theurgentneedforacollat-

The Center for the Study of Democracy Poland Project, Warsaw, Poland, the 'ral lawreform in Bulgaria 
organized an international conference European Bank for Reconstruction and 
on Bulgarian Collateral Law which was Development (EBRD), the World Bank, 0!u aiia.! ifeicaf 
held on 30- 31 January in Sofia. The 	 the Sofia City Court, Sofia University ECobnoiiiic Foruntoiencour-

Law School, and Chernev, Komitova age bilateral ivestnentandConference was sponsored by the 

American Bar Association's Central and and Partners law firm. trade 

East European Legal Initiative (CEELI), FOrmation-of aworking
the Government of Canada and the 	 The purpose of the Collateral Law " 

Fonada ind Conference was to study existing law tha Sivedmet ihe 	 group on practicaibankrupt-
Germany. Additional support for the 	 and identify its problems, review theGerany. AideFditions upprtfohe 	 t iued the cyj Ssues inBulzaria.(Conenifonevie 


(Continued on page 2) ei:-The .BulgaranDraft Law on 

Not~for.prot i tganizatons
t ~~was, ia 

diniern!: 	 .Sevcndliriternioni~ai'semi­

nat''Taininqoif raers 

P ' 	 HdW to estabsha more 
Va0bile environment for 
the development ofthel leas­

*1Acouirseobfsehinars'on 

CATTA r r ~e 
kranizatioin 

'V tiioduce-sejserhi Stewart
azid&anoriMitdeli- the 

.new CEEUiaisons i 
BUlgaria 

Stephan Kyutchukov,SlivyChernev and Bodalav B.lazlkov dlscus the foreclosure procedure 
under Bulgarianlaw and answer partidpants' quostlons 

AP0 No31995 
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ROIIRT PATTERSON 

PORADNIK KREDYTOWY
 
DLA BRANKOWCW
 



PROGRAM KONFERENCJI SPONSORZY
 

9.30 ROZi)OCZrCZIE KONFERENCJI 12.20 DYSKUSTA 
FIDELIA 

9.A0 (1 IILIISKA ZMIANA SYSTErMIJ
LIBI'ZPIECZEN EM ERYIALNYCH .IAKO 13.00 \VYPOWIIDZI PODSUMOVWUJ4CE 
MODELOWE ROZWI4ZANIE DYSKUSJF1 0, 

J)r/ost, 11iiera, .yl.",lfim i..I'r i.). 
chile/19 ­13.30 ZAKO$CZENIE KONFERENCJI ir iS > 

10.10 I)YSKUSJA 

IRIS--POLAND PROIECT"


\VYSTAPIENIA PRELEGENTOW
 
I DYSKUTANTOW BFID4 ThUMACZONE
11.00 - 11.20 PRZER\VA NA KAXVF 

11.20 MIY 0 FMERYTURACI I CENTRUM im. ADAMA SMITHA1)r Kt:vzszlofO.a.zc'tvsk, tifin,ierlVW ul. Beclnarska 16, 00-321 Warszawa P S D ALo is 'illc, US/I tel.& fax: 621 47 07, fax: 628 06 14 NIEZALEKNYCH FRZEDSI IORCOW 

11.50 UBEZPIECZENIA I SWIADCZENIA
BUDI'TOWE A BEZROBOCIE Przyjazd Dr Jose Pifieiy do Polski na zaprosze- RZC OLTADoc. Dr.au Macfe/a. hnslyttul Attttk nie Centrum im. Adma Smitha jest mo~liwy

Fkonomicznycb IIN &' 
 dzijki znacz:cej pomocy.
(.'uilt/ti ir. /Adc1(1t1t Smiltha INTIERNAI )NAI. CEN'EI FOR ECONOMIC GROWr I 

KONF-ERENCJA ODBYWA SII, W SALI KINOWEJ STOVARZYSZENIA DZIENNIKARZY POLSKICH, USAID 
IE FOKSAI. 3/5 V WvAwsZAXVIE 



Biznes - Iudzie - pieniqdze 

W Chile kady pracujqcy przez:nacza 10 proc. pensji na fundusz emerytalny 

BEZPIECZNA KASA 
Rozmowa z dr. JOSE PINERA, bylym chilijskim ministrem pracy
 

- Jest pan tw6rcq systemu ubezpie.

czeni spolecznych, w istocie bezpic­
czetistwa spolecznego, uwaianego za
 
najlepszy na iwiecie. Jakie sq jego

gl6wne zalozenia?
 

- W nowym systemie skladka eme­
rytaina, wynoszqca 10 proc. iniesiq­
czncgo zarobku, jest przekazywana na
 
rachunek osobisty pracownika. Pieniq­
dze sq chronione przez konstytucjq,

aby ,aden rzqd nie m6g! zawlaszczyd

tych oszczqdnogci. Kapitaly sq inwe­
stowane przez fundusze emerytalne w
 
bardzo bezpieczne i oplacalne przed­
siqwzi~cia. Po osiqgniqciu wieku eme­
rytalnego ubezpieczony wykupuje
 
emerytur dIa siebie, 2ony i dzieci do
 
lat 21. Jezeli kogog nie stad na .
 

wykupienie emerytury, paistwo gwa-
. 

rantuje mu emeryturg minimalnii.
 
- Kiedy pracuj4cy placi pierwsz"


skladkq?
 
- W pierwszym miesiqcu pracy 
 " pracodawca pyta mlodego czlowieka 

o to, kt6remu funduszowi emerytalne- , 
mu ma co miesiqc przekazywad 10 proc. Jose Pinera: .Po 15 latach obawlilzywania nowogo systemu ubozplczo6 emerytuly sqjego zarobk6w. Jegli ubezpieczony ma nlt wyplcano wedtug starych rvgur.wyzz. 

K zwiqzki proc......... 1 zawodowe. ki, kupujqc 30-40 udzial6w w
POLSKOCHILIJSKA Konkurencja jest prywatyzowanych sp6kach. Jest para-WYMIANA HANDLOWA najlepszym sposo- doksem, ie dopiero w prywatnej
Wedug Banco Central, warto 6 polsklego eksportu bern na obnizanie gospodarce spelnily siq niekt6re ma­do Chile w 1994 r. wynlosla 8,056 min USD, natomlast prowizji. rzenia Karola Marksa. Nie przezImport siqgnqt 3,698 min USD. Z Chile sprowadzamy - Jakie sq gwa. przekazanie wladzy biurokracji komu­przede wszystkim konc.entraty cynku, zwiqzkl boru, rancje, ze fundusz nistycznej, lecz dziqki przekazaniumied1, kawq, herbatq, owoce oraz agar. Z Polski do We zbankrutuje? wlasnosci bezpogrednio robotnikom.Chile eksportuje si9 wiele towar6w w niewielkich - Fundusze emery- W PoIsce ciqgle dyskutujemy nad-

ilodciach, gl6wnie mleko skondensowane I mieko w taine mog4 inwesto- reformq ubezpieczen spolecznych.proszku, produkty ziemnlaczane, p6twyroby ze stall, wad tylko w bardzo - Stary chilijski system byt podobnysprzqt gospodarstwa domowego, produkty cheml- bezpieczne przed- do poiskiego, gdyt tak:e zarzqdzaloczne, ailniki elektryczre, papier, aparaturq pomiaro- siqwziqcia, np. obli- nim panstwo. W Chile skladka emery­wq, tekstylia I w6dkq .Wyborowq". Czqid dostaw gacje. Obowiqzuje talna stanowila 20-25 proc. pensji. Sly­trafla na chilliski rynek przez zachodnich podredni- takie scisla zasada szq, ze w Poisce wynosi ona 45-47 proc.k6w. Niedawno wznowiono eksport polonez6w I maksymalnej dywer- Nie chce mi siq wierzyc. Tragediatraktor6w z Ursusa. Podpisano tei: kontrakt na syfikacji. Po 15 la- polega na tym, ze parlament w kazdejprodukcjq 14 polskich kontenerowc6w o lqcznej tach obowiqzywa- chwili mowc zmniejszyd lub zwiqkszydwartoici ok. 380 mln USD. nia nowego systemu wymiar emerytury. Okreglanie pozo­
emerytury sq wyzsze stajqcych w gestii paristwa ubezpieczeizamiar przejgd na wczegniejszq eme- ni2 wyplacane wedlug starych regul. mianem systemu bezpieczetistwa spo­ryturq, mozna podnie d stawkq do Ulokowane pieniqdze przynoszq wyso- lecznego jest zartem. Nasz nowy20 proc. placy. Fundusze emerytalne k4 stopq zysku - przeciqtnie 13 proc. system funkcjonuje bez zmian od 15 lat.sq tworzone przez przedsiqbiorc6w, powyiej inflacji. Wszystkie fundusze Niezmiennogd regul gry gwarantujeinwestor6w zaranicznych, a nawet braly udzial w prywatyzacji gospodar- poczucie bezpieczeistwa. 
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Biznes - ludzie - pienildze 
- Niektdrzv twierdzq, ze m6gl pan 

go wprowadzic tylko dzitki ochroniePinochet.-iSystem mozna bylo wprowadzie 

tylko diatego, ze byl dobrvm pomys-
lem. Trzeba bylo przekonac setki os6b. 
Na poczltku rzqd nie akceptowat tego 
rozwi,1zania. Jako minister pracy cz-
sto wystqpowatem w telewizji i uczest-
niczylem w wielu dyskusjach z prze-ciwnikami pomyslu. Nie byte wybo-
r6w. ale istniala swoboda debaty gos-podarczej. Mogq pojecha6 do kazdego 

demokratycznego kraju i przedstawic 
zalety naszego systemu. W Argentynie, 
Peru i Kolumbii parlamenty uchwalily
retormq svsternu ubc~zpieczcri spote-
cznych wedlug wzoru chilijskiego. 
Jestem przekonany, ze n asze rozwiq-
zanie zyska jeszcze wicej zwolenni-
k6w., Zmniejsza si liczba ludzi aktyw-nych zawodowo, mogqcych ,finanso-
wad" emeryt6w. U as kazdy sam dbanych enirdow. U nas k saminazddbaI 
o wtasnl erneryturg, a skladka jest
niezalezna od tendencji demografi-
cznvch. Bomba zegarowa tkwi w 
systemic zarzidzanym przez paristwo. 

FUNDUSZE BEZ RYZYKA 

Gdy na pocz.1tku lat 80. w wynikui 
rosnqcego bezrobocia gwattowniel
zwigkszaty siy budietowe wydatkil 
na zasilki, wladze Chile zdecydowa-i 
ly siq utworzyc narodowe funduszei 
emerytatne. Kazdy pracownik miall 
prawo wybrad formq ubezpioczenia. 
Wiqkszo~d obywateli zostala udzla-1 
towcami funduszy, kt6re od ponadi
10 lat s; najwigkszym inwestorem' 
instytucjonalnym w Chile. Spodr6dl
21 dziafajqcych 13 gra na gieldzie.1 

Dzialalnosc funduszy polega na' 
zarzqdzaniu rachunkami, pobiera-,
niu skladek, inwestowaniu powie-'
rzonych im pieniqdzy oraz wyplaca-.
niu emerytur I rent. Ich funkcjone-,
wanie reguluje ustawa, a nadzdr 
sprawuje wyspecjalizowana instytu-' 
cia rzqdowa. W 1994 r. zasobyi
chilijskich funduszy emerytalnych
byly r6wne prawie 45 proc. PKB; 
tego kraju. 

IPotityk must nice swiadomou przy-
tylko o wygraniu najblizszych wybo-
row. 

- Czy nowy system jest akeeplowany 
przez jhilijskich przyw6dc6w zwiqzko. 
wych? 

- Oczvwicie. chocian ,starzv" dzia-
lacze, ktorzv wchodzili w sktad r6z-

Produkt krajowy brutto w 1994 r. 
r. 
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nych ciat paistwowych, na poczqtku 
odnosili siq do niego nieprzychylnie.
Nowy system odbierat im wtadzq nad 
funduszem emerytalnym. Szybko jed-
nak zorientowali sig, ze 90 proc.
robotnik6w wybrato nowy model. Nic 
sidzq, aby robotnik chilijski tak bardzo 
r6znit siq od amerykafiskiego czy
polskiego. Lqczy ich dqtenie do wol-
no~ci i godno~ci. Je~li polityk to 
rozumie, jest mqzem stanu, a nie 
zwyklym politykiem zawodowym. 

- W jakim stopniu nowy system
emerytalny wplynql na zycie gospodar-
cze Chile? 

- Zmieniligmy je calkowicie. Ogro-
mnie wzrosly oszczqdnogci. Przedtem 
wynosily 10 proc. PKB, teraz siqgajq
26 proc. Pod tym wzgldem nie 
jestegmy gorsi od Korei Poludniowej 
czy Tajwanu. Stworzono solidne pod-
waliny pod inwestycje, dziqki czemu 
nie jestegmy uzaletnieni od wielkiego
kapitalu zagraniczncgo. Nie dotknq 
nas kryzys meksykariski; kapital nie 
zaczqt ,,emigrowad" z Chile. Oszczqd-
nogci przyczynily siq do podniesieniastopy wzrostu gospodarczego. W la-
tach 70. wynosila ona przeciqtnie
3 proc., w ciqgu ostatnich 10 lat- 7 proc. 
Nie wypada mi siq chwali, ale prof.
Gary Becker, laureat Nagrody Nobla 
w dziedzinie ekonomit, uwatnie zba-
dawszy nasz system ubezpieczer, 
stwierdzil, ze gl6wn, przyczynq wzro­
stu bvla reforma emerytalna. 

GOSPODARKA CHILE 
W 1994 r. doch6d narodowy Chile 

wyni6st 45,6 mid USD, inflacja ­
9 proc., zadluienie zagraniczne ­
21,6 mid USD, a rezerwY dewizowe 
- ok14 mid USD. ar ze iowestycj sqgdy 3,2 id z czegom USD, 

60 proc. przeznaczono na maszyny I 
ur'zcenia wykorzystywane gl6wnie 

kapital zaangazowany jest wg6mtctwte miedz, ziota, srebra I mo­

libdenu. Spore inwestuie sig rQwnl 
w rozw6j telekomunikaci I transportu. 

W 1994 r. wartor6 chilljsklegoeksportu wyniosta 11,575 mid USD,za§ import - 10,879 USD. Do g6w­
nych towarbw eksportowych nalez, 
miedf, Awiee owoce, celuloza,

I mczka rybna. Najczqclej 
mportue si ropynaftow , w glel, 
gzzenoeejdlegaz ziemny, oleje jadialne, migsois 
wolowe, bawelnq, tkanlny syntety­
czne, papier, aparaturV elektrycznq, 
sprzQt komputerowy, samochody,
autobusy, telewizory, kosmetyki,
obuwiei odzie±. 

- Czy nowy system przyczynil siq do 
spadku bezrobocia? 

- Do d zdecydowanie. Teraz wynosi 
ono 6 proc., a jeszcze kilka ]at temu 
siqgalo 10 proc., za w pierwszym roku 
reformy nawet 15 proc. Hiszpania - po
wielu latach rzqd6w socjalist6w - ma 
24 proc. bezrobotnych. Nasz system
nie kosztuje tak wiele ani robotnika, 
ani pracodawcy, kt6ry chqtniej zatrud­
nia nowych pracownik6w. Poprawilig­
my sytuacjq na rynku pracy i rynku
kapitalowym. Ich sprawne dzialanie 
ma najwazniejsze znaczenie dIa wzro­
stu gospodarczego. 

- Czy system chroni przed ewen­
tualnymi oszustwami? 

- Stworzyligmy wiele takich zabez­
pieczeri. Najwazniejsze jest oddziele­
nie zarzqdcy funduszu emerytalnego
od samego funduszu. Pod wzglqdem 
prawnym i ekonomicznym sq to dwie 
odrqbne instytucje. Zarzqdzajtca sp6t­
ka prywatna urzymuje siq z prowizji, 
kt6ra jest znana z g6ry i nie mote siq 
zmienid. Zarzqldca decyduje o inwesty­
cjach funduszu, ale zvsk przekazywanyjest na rachunek ubezpieczonego.
Przejrzystogci systemu pilnuje rada 
nadzorcza. Publikuje ona informacje 
na temat inwestycji i zysk6w poszczc­g6lnych funduszy. Dokumenty fundu­
szy sq chronione przez bank centrainy.
Przez 15 lat nie bylo zadnej afery. 

Rozmawiat Roman Stzemiecki 
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siness The Economist 

Intelligence UnitEastern EuropeOPMay 29, 199" 

A WEEKLY REPORT: BUSINESS. FINANCE d INVESTMENT
 
Debt doubts
 
The perils of East 

No deposit, no return provisionsEuropean collateralPage I 

An efficient collateral system is the backbone of commercial lending, but Eastern IOut of Moscow 
Europe is only beginning to lay the proper legal foundations T dtio rTV advertisers beginbegin 

to tailor advertising 
Inadequate security for loans is one of the prin- up as collateral if there are any unpaid taxes. Such to Ukrainian tastes 
cipal institutional weaknesses inhibiting the tax liens need not be recorded anywhere, so own- Page 4 
flow of capital into, and within, Eastern Europe. ers (new and old) can long remain in the dark. 
No country has yet established acentral pledge Although domestic firms are the most fre- Hungary 
registry; there is no way to verify that collateral quent victims, at least one major Western corn- How Western 
is unencumbered by prior claims. In Poland pany (which insists on anonymity) has suffered investors can avoid 

after making a future liabilities for"you can pledge acar at five different banks and the consequences. Two- years 

then drive it out of the country", says William multimlillon dollar acquisition, the firm faced a past pollution 
Rich of IRIS-Central Europe, a USAID-funded claim for back taxes from the Ministry of F-Page 
group promoting legal reform in the region'. nance. The company was forced to engage in Lobbying 

In sum, no asset-based loan Is fully secure. costly litigation with the Ministry of Privatlsa- The first In aBEE 
Banks are reluctant to lend to local companies, ton, which had claimed that the state firm was series on government 
and tend to require exorbitant amounts of secu- debt-free; until the case was settled, the property relations in Eastern 
rity in the form of cash deposits (which can even could not be sold or used as collateral. Europe 

exceed the loan's value). The deficiencies also 
make foreign investors hesitate, as acquisitions style advocacy takesPolish leap-frog Slovakia: Western. 

or credits to local partners can founder on hid- Change is under way, if slowly. The EBRD has back seat to cronyya 

den but costly liabilities, drafted amodel collateral law and Ispressing the connections Page6 

East European legal practice remains exces- region to adopt its provisions. Poland, where the 
sively "debtor-protective". The interests of se- defects are most glaring, Is expected to consider Czech Republic: 
cured creditors can easily be slighted. Other anew law this year which would make its system Success depends on 

the most modem in the region. A central pledge the government'sfactors hinder asset-based lending: 
e Creating an enforceable security interest Is registry would be created; the Ministry of Fi- bottom lne Page 7 
costly, as fees are generally calculated as a per- nance would have to register tax liens like any 
centage of the debt secured. Ukraine has a 5% other secured lender. Companies and banks may Kyrgyz Republic

Bishkek's tiny stock 
notarial fee, for example. In the USA, the proce- have to lobby to win this point, however, as the exchange starts 
dure normally costs no more than $5. finance minister has avoided taking aclear stance. trading Page S 
* Court costs to enforce the interest after de- Work on a computerised registry has already 
fault are also high, amounting to as much as begun, based on Norway's self-financing system Features 

12% of the debt secured (excluding lawyers' fees). (where a publicly owned corporation sells registry Spotlights ..... 2 
I The collateral market is underdeveloped; Information on-line). But decades will be needed What's new in 
bankers cannot be sure that pledged assets will to complete a central land registry system. your Industry... 9 
be redeemable, or at what value. Western legal norms of behaviour are as Im- Finance . 12 
* Court proceedings are protracted. "If you take portant as good laws In making asset-based lend­
a long time to execute, collateral has a way of Ing effective. Legal reform Is likely to solve many 
disappeanng," says IRIS's director, Ronald Dwight. of central Europe's problems, but countries with 
a In some countries, third parties, including the aweak tradition of the rule of law give cause for 
state, can jump ahead of secured creditors to concern. Russia has adopted a progressive Civil 
press claims in bankruptcy proceedings. Code, but the courts there seem apt to disregard 

The Polish hierarchy is particularly unfavour- (or the authorities to Ignore) Its provisions. 
able. Secured creditors come sixth In line for LOuISA VINTON 
compensation in settling bankruptcy claims; 
overdue taxes rank third. This means that the * A Survey of Asset-Based lending in Central and Eastern 

Ministry of Finance can step in at any point dur- Europe, available from IRIS-Central Europe, Ksawerow Vol XXIV No.22 
Ing bankruptcy proceedings to claim assets put 13, PL-02656 Warsaw; tel/fax: (48.22) 45 18 56. 

Eastern May 29, 19950 The Economist Intelligence Unit Limited 1995 Business Europe 1 
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AGV InrernarionalLeasing GmnbH 

TELEFAX 

IRIS CENTRAL EUROPE
 
Ksawerow 3
 

PL 02 656 WARSAW
 

Telefax No.: 0048 
- 22 - 45 18 6
 

Wiesbaden, June 30, 1995
 
G/Sel
 

Gentlemen,
 

from Ost Wirtschaft Report, a German publication,
 
we obtained the information, that from IRIS Central
 
Europe a "Survey of Asset Based Lending in Central
 
and Eastern Europe" can be ordered.
 

We are interested in this report and should like to
 
enquire about the procedures to receive it. Please
 
be so kind to send us the appropriate information.
 

Kind regards
 

AGV International Leasilg GIrH
 

Dr.q *Gazi 

Gesc/:ftie, 
Di-Ku.fikwnairt /DierI AMai.'
DieL Kaufmana Dr If'UllAffu / Vllaltmw.toal Lowin. G,;01 I lljjPB2jk0 
,Wrst.t:.Dr V;Commtntr,.ba.,: A,grLttn,/¢ZfD4'O.,1t,$8710hinzhxr GQuizel 

http:V;Commtntr,.ba
http:Wrst.t:.Dr


ATTACHMENT XIII
 

Translation of letter from Minister of Justice Mladen Chervenyakov to IRIS-Bulgaria 
Director Mark Beesley: 

MINISTRY OF
 
JUSTICE
 
1 Slavyanska Street
 
Sofia 1000
 

TO 
MR. MARK BEESLEY
 
DIRECTOR
 
IRIS - BULGARIA
 
CENTER FOR THE STUDY OF
 
DEMOCRACY
 
1 Lazar Stanev Street 
Sofia 1113
 

15 June 1995, Sofia 

Dear Mr. Beesley, 

Thank you for your letter of 9 June regarding IRIS's offer to assist in reformingBulgaria's collateral law. As we discussed when we last met, I believe that enacting a
modem collateral law and establishing a central pledges registry system will helpimprove the credit environment and is important for Bulgaria. Implementation of amodem collateral law should help open doors to enterprising individuals and small andmedium sized businesses whose initiatives are currently inhibited by lack of financing. 

I agree that IRIS may use expert technical assistance funds of the US Agencyfor International Development to assist our reform efforts. I ask that you coordinate 
your work with Ms. Vessela Stancheva -- an expert at the Ministry and member of the 
Ministry's Legislative Council. 

I am pleased to learn that you have returned to Bulgaria to direct IRIS's
collateral law reform project. We look forward to working closely with you and in the 
near future reviewing IRIS's plans for reform. 

MINISTER 

signed and sealed/
Mladen Chervenyakov 



ATTACHMENT XIV
 

Deloitte&
 
Touche
 

BANKRUCTWA W EUROPIE SRODKOWEJ I WSCHODNIEJ
 

ORAZ ICH PRAWNE KONSEKWENCJE
 

9:30 - 10:00 	 Rejestracjauczestnikdw - kawa/herbata. 

10:00 - 10:45 	 Otwarcie konferencji. 
Minister Sprawiedliwogci Jerzy Jaskiernia 
Ambasador USA w RP Nicholas A.Rey 

10:45 - 12:45 	Sesja przedpoludniowa: 

Prezentacja raportu - wyniki badafi w krajach regionu - Arlene 
Mirsky, Richard Coates. 

Wnioski z raportu dotyczqce Polski - Andrzej Kolifiski 

Komentarze do raportu - Zbigniew Strus, Sqdzia Sqdu 
Najwyiszego. 

12:45 - 14:15 	Lunch 

14:15 - 17:00 	Sesja popofudniowa 

14:15 - 15:45 	Dyskusje panelowe: 
*Reforma sqdownictwa - szkolenie i wspomaganie logistyczne dla 

grodowiska sqdziowskiego - Maria Majewska-Jurys, Sqdzia Sqdu 
Rejonowego; Palacyk; 

* Doskonalenie zawodowe syndyk6w - Feliks Zedler, Uniwersytet 

Adama Mickiewicza w Poznaniu; Rada Europy, sala 201; 

* Lekcja restrukturyzacji finansowej przedsigbiorstw i bank6w -

Leszek Pawtowicz, Instytut Badafi nad Gospodarkq Rynkowq; Rada 
Europy, sala 207. 

15:45 - 16:15 	Przerwa na kaw, - Palacyk 

16:45 	- 17:00 Prezentacja wynik6w dyskusji; prezentacia Programu USAID oraz 
moiliwosci dodatkowej pomocy technicznej w ramach Programu -

Pafacyk. 

17:00 	 Zakoticzenie konferencji. 

18:00 - 20:00 	Koktajl - Muzeum Xawerego Dunikowskiego w Kr6likarni. 
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Center for Strategic &International Studies
 
Washington, DC
 

June 15, 1995 

U.S.-EUROPE-POLAND ACTION COMMISSION 

REPORT OF BERLIN PLENARY SESSION 

OVERVIEW. On May 19-20,1995,70 commissioners and guests of the U.S.-Europe-Poland
Action Commission met with senior leader of the Polish government and conducted acooperative review of 19 actions supporting Poland's economic, political, and security
development. These actions reflect seven months of cooperative work to develop consensus 
among Polish and foreig n busines leaders and leadar from othor Sol"d G3 Wal a to pia
the involvement and insights of key members of the staff of Polish government ministries. 
This highly successful meeting was hosted by the Governing Mayor ofBerlin, Mr. Eberard 
Diepgen, and was supported by Mr. Jock Covey, Chief of the US. Mission in Berlin. 

Deputy Prime Minister Grzegorz Kolodko led the very strong Polish government
delegation participating in this plenary session, and carried a letter of appreciadon and 
encouragement from Prime Minister jozef Oleksy. A last minute change in the PrimeMinister's requirements prevented him from traveling to Berlin and speaking to the 
commissioners as planned. 

GOALS. Commission chairman Dr. ZTiguiew Brzezinski reminded commissioners that the
overarching goal for actions recommended by the Commission is to assist Poland's 
integration into the European Union and NATO. Co-chairman Mr. Percy Barnevik added 
a second goal of supporting a three to five-fold increase in foreign direct investment in
Poland. Co-chairmen Mr. Cezary Stypumlkmd highlighted the plenary session objective ofgaining government agreemen to act on concerns raised by the Commission's recommended 
actions. Dr. Brzezinski stressed that these actions are offered in a friendly and constructive 
spirit and that the Commission is a cooperative enterprise meant to help Poland. 

RESULTS. 

a 18 actions were developed with and recommended to the Polish government for 
evalation and implementation. 

- 15 actions have been acted on bythe ioyernmentor were aee d to and 
Implementation is bWnniug 
- 3 actions are still under discsion with the government. 

* a 19th action, on Inequitable trade barriers, is under evaluaton by the staff of
President Jacques Santer of the European Commission. 

1800 KStreet Northwest - Washington DC 20006 * Telephone 202A387-0200 
FAXt 202775-3199 
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A Lobby instead of a Grandfather

from our Berlin correspondent
 
A strong lobby is no lcss imporlant than good economic indfces and thd growth ofdemocracy, for we know that it is not only what is said but who says it, especially if wehave to convince the L~uropean Union, NATO and the interriatlonal business communjtythat the new outlook for Poland is good. rr the target is that lofty, the lobby has to hesufficiently influential. Just liko the US-13urope-Poland Action Commission, a name whichdoes not really (ranslato well into Polish. In fact, it is a pro-Polish lobby created in 1991 bythe intiative of Prof.Zbignicw Brzezinski, who managed to bring together the cream ofworld investors from ,rix countrirs, mainly from the USA, as well as political andeconomic leaders of the Polish transformation. Suffice it to say that co-chairmen of theComnssion are the President of the world's largest energy corporation, ABB, Mr. PercyBarnevik and the president of the Polish Commercial Bank, Mr. Cczary Stypulkowski.Tho main ob cctives of the Commission are to dcvelop and promote methods of economicgrowth and foreign investment, provide support for the military sector conversion forcivilian production, and assist Poland's Integration into UE and NATO. ZhignicwBrmzinski admits that the recommendations prescntcd to the government are not alwaysfollowed, but they arc always considered and discussed. Mr. Grzcgorz Kolodko, vicepremier and finance minister, a guest of the recent Bkrlin session, was encouraginginvestors to buy mit only the "raisin." but also "the dough," meaning at kinds of

enterpnises. 

Of course, nonc of the VIP guests Lad to wait In the traffc jam on the Polibs-Germanfrontier, but efficicncy of trmisxMation and frontier crossings was one of the importantsubjects under discu.ion.Another leading theme was an urgent need to prepare legislationon collateral. In Poland, interests of foreign creditors are almost at the end of the line in theevent of banknpy. Other countries of our region offer much better conditions in this 
respect. 

A special guest of the meeting was Mr. Ronald Freeman. Vice President of EBRD. Hism,-it,.age was contained in the following anecdote: While InTokyo, he asked aJapanesebusinessman why there is little counitment in Eastcrn Europe, Jicluding Poland. Theanswer 
was "Not every Japanese person has.a Polish grandfather." We should take thepunchlinc of this story seriously. Sentlimnial investments and sentimcntal motives aredefinitely not enough to meet the needs of the Polish economy and face competition inattractva big capital which islooking at Poland but still investing elsewhere. 

Rogda Zukowska 
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Requirementsfor SecuredLending 
A Comparisonof the UnitedStates andPoland 

US Poland 

praitopay • a combnltt npytazrIalfees,stp dties. indrt.Wears, and coveie -r c ts.: A/llofthiea eaercentage ofthe debt secured 

making the cost ini so- ecasesexorbitant. 

* It must cost little to enforce the The securedcreditor can seek eitherjudicial or non-judicial There are a variety ofcourt costs and bailifffees that are a
security interest, recourse after default. Non-judicial recourse includes the right percentage of the debt secured Their combined cost can be as
 

to repossess the collateral peacefully, to disable the collateral 
 high as 12 percent ofthe amount secured not including 
or make direct collections ofaccounts. attorneys 'fees 

'oluntarysubmission to execution can cost as much as 25 
million old Polish Zloties (over $1000). 
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The lender must be able to determine, For most types ofcollateral,there isa there is a single public There is no central registryfor movables making it impossible
 
with certainty and at little cost, before registrywhere a creditorcan checkfor previouslyfiledsecurity to ascertain whether the collateral has been charged with an

the loan is made, whether any other interests, existing security interest The Ministry ofFinance is not
la y required to give any public notice whatsoever that a tax lien has
 
lender has a better claim to the 
 been filed 
security. 

. The Jender must be protected fOm.the Te s1ecuedcreditor#L rpoeedaiginst-linsecured. The securedcreditorisigghqin t anbptcy.aresevrely
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Requirementsfor SecuredLending
 
A Comparisonof the UnitedStates andPoland 

t!
enforceable secuntyritz i'iie 

* 	 It must cost little to enforce the 
security interest. 

* 	 The security must produce real
commercil value for the ender when, 

enforced. 

The lender must be able to determine, 
with certainty and at little cost, before 
the loan is made, whether any other 
lender has a better claim to the 
security. 

The lender must beprotected fromtie 
cl inrtidparisicuii

secured arid unsecured creditors, the ­
trustee in bankruptcy and purchasers
of the security. 

approximately $5.00.1t eeds to re yrnce inJive, t 
years,andcoversafter-acquiredProberty. 

The securedcreditorcan seek eitherjudicialor non-judicial 

recourseafter default. Non-judicialrecourse includesthe right 
to repossess the collateral peacefully, to disable the collateral 
or make direct collections of accounts. 

The securedcreditor controlsthe resale ofthe collateral and is .ist Inline to receie the pr edsrom tt sale

Formost types ofcollateral,there is a there is a single public 

registrywhere a creditorcan checkfor previouslyfiledsecarity 

interests, 

The securedceditVo erl.cedaaint7pllunsecured 

securedcreditorsadpurchasersofthe ollateral. 

to aconaio ofiotarialfees, stampdicado 
costs. All of these areapercentageofthe debtsecured, 
making the cost in some cases exorbitant, 

There are a varietyof court costs and bailifffees that are a 

percentage of the debt secured 7heir combinedcost can be as 
high as 12 percent of the amount secured, not in'luding 
attorneys'fees. 

"oluntar submission to execution can cost as much as 25, 

million old PolishZloties (over $1000). 

There is no developed marketfor selling collateral,making it
impossibleto determine thefuture value ofsome types of 

property. Also, the value ofcollateralis erodedby lengthy,
 
uncertainenforcementproceedingsandlack ofsecuredcreditor
 
prioriy.
 
There is no centralregistryformovables making it impossible
 
to ascertainwhether the collateralhasbeen chargedwith an 

existingsecurity interest. The Ministry of Financeis not 
requiredto give anypublic notice whatsoever that a tax lien has 
beenfiled. 

The .Cr tor's rights in bankruptcy re severely 
'di iOnbr 1025ofth Code ofCMivi Poedure' An 

u'nse d bank loanhaspriorityover a secureddebtfrom a 
non-bank creditor.Subsequentlyfiledsecurityinterestscan
takeprecedenceoverpreviouslyfiledones 

IRIS-CENTRAL EUROPE 
Funded by USAID iris 



THE RIGHTS OF A SECURED CREDITOR IN CENTRAL & EASTERN EUROPE
 
Priority of Satisfaction in Bankruptcy
 

1. Secured creditors; 
2. Lien creditors; 
3. Bankruptcy costs; 
4. Employee claims; 
5. Social Security claims; 
6. Gov. claims (taxes); 
7. Post insolvency claims; 
8. Others 

IHUNGARY!l 

1.Proceedings costs including 
certain employee claims; 
2. Secured creditors; 
3. Alimony/child support 
4. Claims arising from civil suits 
against debtor; 
5. Taxes and social security 
claims 
6. Others 

1.Execution costs; 
2. Employee claims; 
3. Taxes; 
4. Usufruct fees; 
5. Bank loans 
6. Secured creditors 
7. Creditors who have started 
execution proceedings; 
8. Others 

1.Bankruptcy costs; 
2.Secured creditors; 
3. Employee claims; 
4. Claims incurred in business 
dealings of the debtor; 
5. Government claims (taxes) 
6. Other creditors paid 
proportionally from remainder. 

LITHUANI IA 

1. Secured creditors; 
2. Employee claims; 
2. Court and admin. costs of 
proceedings, 
3. Taxes and social security 
claims 
4. Unsecured claims, others 

I. Secured creditors and taxes; 
2. Court fees; 
3. Estate admin. costs; 
4. Employment contract claims; 
5. Alimony; 
6. Unsecured creditors 

1. Secured creditors and others 
entitled to separate satisfaction. 
2. Employee claims; 
3. Taxes, duties and social 
security claims 
4. Others (unsecured creditors) 

LI A . 

1. Employee claims; 
2. Government claims (taxes); 
3. Social Security claims; 
4. Environmental damage; 
5. Secured creditors; 
6. Due claims of general 
creditors; 
7. Others 

I. Secured creditors; 
2. Proceedings' costs; 
3. Employees' claims; 
4. Taxes, social security dues; 
5. Others 

I. Bankruptcy related expenses; 
2. Secured creditors; 
3. Wages and wage income
 
(pensions, attorney fees,
 
alimony)
 
4. Taxes and social security; 
5. Others 

~l MACEDON[ii IA
 

1.Secured creditors;
 
2. Bankruptcy costs including
 
certain employee claims;
 
3. Taxes and social security;
 
4. Others
 

1.Secured creditors;
 
2. Employee claims;
 
3. Certain obligations to other
 
enterprises.
 
All unsecured creditors share
 
equally, including taxes!
 

Source: A Survey of Asset-Based Lending in Central andEastern Europe, IRIS-Central Europe - William A. Rich, Coordinator d%w.,wordk,,,54cz.z2 doc 
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Quarterly Field Report: IRIS-INDIA 

I. 	 ADMINISTRATIVE DATA 

Reporting Period: April I, 1995 - June 30. 1995 
BOA Number: ANE-0015-1019-00 
Delivery order Number: 13 
AID Project Office: G/EG/E1R (0. Koropecky, 522 SA-2) 
AID Office funding delivery order: G/EG/SMIE 
AID Office project: Institutional Reform and the Informal Sector (IRIS) Project 

II. 	 PERFORMANCE INFORMATION 

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

B. 	 Relationship to USAID Program Strategy: The USAID program 
strategy in India is to help India make progress towards sustainable 
development by focusing on 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 the financial and regulatory 
environment. 



C. 	 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. The IRIS 
sponsored policy paper "The Food Corporation of India: Successes and 
Failures in Indian Foodgrain Marketing" by Ashok Gulati, Pradeep 
Sharma, and Satu Kiihkbnen generated and revived public debate on 
Indian foodgrain and rice marketing policies and buffer stocks. The 
results of the paper have been presented and discussed in Indian 
newspapers and magazines. Further, the task of revising the best of 
policy papers into a publishable form continued. Work also continued 
on the book which will include some of the best papers of the program. 
At the same time, IRIS in collaboration with the NIPFP solicited new 
policy analysis proposals throughout India and the United States. About 
750 Policy Analysis Program brochures were mailed to Indian and 
American universities and research institutes. The program was also 
advertized in the two leading Indian newspapers--The Times of'hidia 
and The Economic Times--and in the Indian journal Economic and 
PoliticalWeeklv. In addition, IRIS and the NIPFP issued a press 
release on the launching of the program. As a result, IRIS received 
over 400 inquiries about the program during the reporting quarter, and 
the proposals started coming in. The planning and organization of 
conferences proceeded also at a good pace. Unfortunately, the final 
agreement with CDE regarding their participation in the program broke 
down over compensation rates. Alternative arrangements for logistical 
support were, however, immediately made. IRIS hired a New Delhi­
based PR-firn to organize the press coverage of IRIS events in India, 
and to help with conference promotion, organization, implementation, 
and follow-up. The rest of the CDE functions were taken o, er by 
NIPFP. IRIS is also working on getting the CDE staff re-involved in 
the program. Individuals scholars associated with CDE are approached 
directly and invited to participate in the program. 
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2. Progress report 

A. Technical Implementation' 

Activities Planned for Reporting Current Explanations
 
Quarter Status
 

Revision (by Scholars) of Best 2 	 See Attachment I for the list and 
Policy Papers for Publication. 	 status of the IRIS sponsored policy 

papers. Copies of papers revised 
and completed during the quarter 
attached. 

Publishing Policy Papers in 3 Publications delayed because of 
IRIS/India Working Paper Series. other urgent activities. 

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

Public Debate on India's Foodgrain 2 	 IRIS policy paper on the Food 
Marketing Policies 	 Corporation of India generated and 

revived national debate in India on 
Indian foodgrain and rice marketing 
policies. See Attachment II for 
copies of some of the press 
coverage. 

Solicitation of Policy Analysis 2 	 IRIS, with the help of NIPFP, 
Proposals. 	 solicited policy analysis proposals 

throughout India and the USA. 
About 750 Policy Analysis Program 
Brochures were mailed to 
universities and research institutes 
in India and the USA. See 
Attachment III for a copy of the 
Policy Analysis Program Brochure. 

Status of activities as defined in the delivery order. 

3 



Advertising Policy Analysis 
Program. 

I IRIS advertized the Policy Analysis 
Program in the following Indian 
newspapers and journals: 
(1) The Times of India 
(2) Economic Times 
(3) Economic and PoliticalWeekly. 
See Attachment IV for copies of 
advertisements. 

Press Release of Launching of 
Policy Analysis Program. 

I IRIS and NIPFP issued a press 
release on the launching of the 
program. See Attachment V for a 
copy of the press release. 

Inquiries of the Policy Analysis 
Program. 

2 IRIS received over 400 inquiries 
(faxes, letters, e-mails, phone calls) 
about the program during the 
quarter. 

Forming of Proposal Review 
Committee 

I IRIS formed a Proposal Review 
Committee of Indian and American 
scholars to review and select the 
proposals. The members of the 
Committee will be as follows: 
IRIS: 

Dr. Mancur Olson 
Dr. Satu Kdihk6nen 
Dr. Brian Fikkert 
Dr. Anand Swamy 
Mr. Brian Steinhardt 

NIPFP: 
Dr. Parthasarathi Shome 
Dr. Indira Rajaraman 
Dr. Gupta 
Dr. Mishra 

Planning of Distinguished Speaker 
Conference to be held in November 

2 See Attachment VI for a summary 
of the status of IRIS conference 

1995. plans in India. 

Planning of Distinguished Speaker 
Conference Series to be held in 

2 See Attachment VI for a summary 
of the status of IRIS conference 

January 1996. plans in India. 
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Planning of Tele-Video Conference 
on "Is Democracy Slowing Down 
India's Economic Growth'?" 

Planning of Indo-American 
Scholarly Exchange Program. 

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

Planned Activities for Next Quarter 

Publishing Policy Papers in 
IRIS-India Working Paper Series. 

Book. 

Review and Selection of Policy 
Analysis Proposals. 

Contracting with Scholars. 

Commissioning of Policy Papers. 

Organization and Marketing of Tele-
Video Conference. 

Worldnet Tele-Video Conference on 
"Is Democracy Slowing Down 
India's Economic Growth'?" 

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

Planning of Distinguished Speaker 
Conference Series to be held in 
January 1996. 

Launching of Indo-American 
Scholarly Exchange Program 

2 

3 

Estimated
 
Completion 


Date
 

9/95 


12/95 


8/95 

9/95 

9/95 

9/95 

9/95 

11/95 

1/96 

9/96 

See Attachment VI for a summary 
of the status of IRIS conference 
plans in India. 

Launch of the program delayed by 
other pressing activities. 

Entity Responsible for Action 

IRIS 

IRIS, Scholars and Publisher
 

IRIS and NIPFP
 

IRIS
 

IRIS, NIPFP
 

IRIS, Worldnet TV, Genesis PR
 

IRIS, Worldnet TV, Genesis PR
 

IRIS, NIPFP, Genesis PR
 

IRIS. NIPFP, Genesis PR
 

IRIS
 



B. Project Administration 

Activities Planned for Reporting Current 
Quarter Status 

Finalization of Work Plan. I 

Finalization of Expenditure I 
Projection. 

Revision of Policy Analysis Program I 
Brochure. 

Subcontracting with NIPFP. 

Alternative arrangements for I 
logistical support in India. 

Travel of IRIS/India Project Director 1 
and IRIS Field Director to New 
Delhi to (i) interview Indian PR 
firms and select one to do PR work 
for the project, (ii) meet with 
NIPFP. (iii) meet with other relevant 
scholars and journalists. 

Hiring of Indian PR firm to (i) I 
organize the press coverage of IRIS 
events in India, and to (ii) help with 
conference promotion, organization, 
implementation, and follow-up, 

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

6 

Explanations 

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

Expenditure Projection approved. 

See Attachment III for a copy of 
the Program Brochure. 

See Attachment VII for a plan for 
replacement of CDE functions. 

IRIS/India Project Director: 
June 11-25, 1995 

IRIS Field Director: 
June 6-15, 1995 

IRIS solicited offers from around 
30 PR firms in India. IRIS/India 
Project Director and IRIS Field 
Director interviewed the firms with 
best offers in June in New Delhi. 
Genesis PR, a New Delhi-based 
woman-owned firm, was chosen to 
do the work. The selection was 
based on the following criteria: (i) 
quality and reputation of the firm, 
(ii) cost, and (iii) capability to 
undertake administrative tasks. 



(4) Action canceled 

Estimated 
Planned Activities for Next Quarter Completion

Date 
Entity Responsible for Action 

Finalization of Subcontracting with 7/95 IRIS, Genesis PR 
Genesis PR. 

Preparation of Marketing Materials 10/95 IRIS, Genesis PR 
for the program. 

CDE Participation 10/95 IRIS 

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

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

III. FINANCIAL DATA Please see attached. 
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IV. ATTACHMENTS
 

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

Attachment II: Press on IRIS Policy Paper on the Food Corporation of India. 

Attachment III: Policy Analysis Program Brochure 

Attachment IV: Policy Analysis Program Advertisements 

Attachment V: IRIS-NIPFP Press Release of May 1995 

Attachment VI: IRIS/India Conference Plans 

Attachment VII: Plan for Replacement of CDE Functions 



ATTACHMENT I to the IRIS/India Quarterly Report for April-June 1995 

List of IRIS/India Sponsored Policy Papers and Their Status 
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IRIS-INDIA Policy Analysis Program
 

Institutions, Incentives and Economic Reforms
 

Papers Revised and Completed: 

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

* "Refonns in Indian Income Tax Enforcement. 

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

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

* "Income Tax Enforcement in Spain." 

* "Refons in Income Tax 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 .or 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 hIdia's Technology Policies: The hnpacts of Liberalizationon Self-
Reliance and Welfare." 



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

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

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

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

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

Dr. Pradeep Agrawal (Indira Gandhi Institute of Development Research), 
"Regulationand Reform of the FinancialSector in India: An Analysis of the 

Underlying icentives ". 

Dr. Kaushik Basu (Cornell University and Delhi School of Economics), 
"Legaland InstitutionalPrerequisitesof Market Refonn in India". 

Papers Completed: 

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

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

Dr. Shashi Kolavalli (Indian Institute of Management, Ahmedabad), 
"Optionsfor Improving Performanceof IrrigationSystems in hdia". 

Dr. Ramaswamy Aiyar (Institute for Financial Management and Research, Madras) 
and Dr. Hanumantha Rao (Institute for Financial Management and Research. Madras), 

"IndianEnergy Scene--Problems and Prospects". 

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

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

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



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

Paper Under Revision: 

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." 



ATTACHMENT II to the IRIS/India Quarterly Report for April-June 1995
 

Press on IRIS Policy Paper on Food Corporation of India 
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BU SI N ESS 

I'FFER STOCK Chan&VJAIProblems of Plenty 15ilo onsProblemsRISING STOCKS 
llnmlonnes,30 

Surplus foodgrain stocks pose a dilemma for the Government 20 
Y E 15 

o. , 

The Cost of Carrying 
(as on April 1,1995) 

i1Average cost of stocks':
Rs670 perquintal 
:1 Actual stock: 
0million tonnes 

: Buffer stock norm:
14.5 million tonnes 

... "Z-,74 . :1 Capital locked up owing to 

an economy of shortages, govern-
ment agencies areexpected to be well 

fortacklingproblems.Butgive 
them overflowing granaries, and they 
flounder. The Food Corporation of India 
(Fct) the chief procurement agency of 
the Government. is grappling with a 
swellngstockof foodgrainsfortwoyears 
and the strain isbeginning to tell. 

The excess buffer stock of rice and 
wheat with the Government has locked 
upcapital worth Rs 8.425 crore-much 
more than the estimated Union budget 
deficit of Rs 5.00crorefor 1995-96. If 
the amount in the anaes islarge, the 
extentto which the bufferstock hasover-
shot targets is alarming. On April 1. 
1995. the FCIs stocks totalled 26.4 mil-
liontormes- 17.7millon tonnesofrice 
and 8.7million tonnes of wheat-which 
isfarbevondthel4.Smilliontonnesrec-
ommendedforoperauonalrequrements 
and use during an emergency by the 
Buffer Stocking Committee in the Food 
Ministry. Add,to that the procurement by 
state agencies and the stock vaults past 
therequiredamountby 100percent. 

What's worse. it isestimated thatthe 
cLIwill procure another 13 million 

tonnes of wheat between April 1 and 
June 30. Hard-pressed for room. it will 
have to opt for open storage for the in-
coming rabicrop. A forbidding prospect. 

.AnFCI granary: hard-pressed for room 

considering its record of storage and 
transit losses, which stood at Rs 214 
crorein 1993-94. AshokGulati. head of 
the agriculture and rural-development 
wing of the National Council of Applied 
Economic Research. says just t)5 per 
cent of what the Fci distributes reaches 
consumers because of improper weigh-
ing and pilferage during transportation. 

Besides leaving the targeted con-
sumers in the lurch, these loopholes 
addtothepressureson theeconomy. As 
:he Fci's issue pnce is much lower than 
itseconomic cost-which comprises 
expenses on procurement. storage and 
distribution-theGovernmentisforced 
to plug the gap w,,h a subsidy. which 
wasaround Rs 5.100 crore last year.Ex-
pens. however, point out that the FCI 
cannot paperover its blemishes by cit-
ingthelowerissue price. "The ci sinef-
ficiency reflects in the fact that even if it 
sold at the market price. itwouldn't re-
cover the economic cost." says Gu-
Iati.Officials at the FC say the agency 
has no option but to procure. Says A.V 
t;okak.managngdirectorof thecorpo-
ration: "There's an open-ended com-
mtment by the Government to offer 
minimum support prices to the farm-
ers. At the given procurement prices. 

Exports could reduce the excess buffer stock. but 
the C's non-competitive prices get in the wav. 

f68 P',I11 %TflIAV * .4A% 1i l 

ex= reserves: Rs 8.425 crore 

them is bound to buy from the farmers. 
however much they offer." 

Other factors on the supply and de­
mand fronts have also fed the problem. 
While seven normal monsoons in suc­
cession have ensured better crops, the 
off-take from the Public Distribution 
System PDS has been on the decline in 
the wake of rising issue prices. Accord­
ing to the 1994-95 Economic Survey. 
the off-take of both wheat and rice has 
been declining for the past three years. 

Exportisapossiblesolutionforreduc­
ng the excess buffer. but the to s non­
competitive prices stand in the way. 
Gokakconcedesthattheci'sbidtodabble 
in direct exports 1'ell through. As an alter­
native.theagency ismakingopenmarket 
saiesofwheattothe StateTradingCorpo 
ration which sells it abroad. For rice. the 
Fcihas been granted the authorisanon to 
expothisMarch.TheFtisalsotrvingto 
offload stocks in the open market. 

Such efforts alone may not be 
enough. "TheFLI'sroleshould gradually 
be reduced." says Gulati. Its operations 

eliethe premise of thethe FaActthatit 
ihould be nin asacommercialcompany. 
Private players. who are hemmed in by 
curbsonstocksandexportsasgramnsfall 
under the Essential Commodities Act. 
have to be given more leeway. The coun­
tr. say experts. can now afford to allow 
such a move as it has put behind it the 
daysof chronic oodshortage.Theques­
tion is: Will the Government go againstthegi- I 
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Policy Analysis Program Brochure 



0iris 
Institutions, Incentives,
 
and Economic Reforms
 
Policy Analysis Program: Call for Proposals 

......... 



IPOLICY ANALYSIS PROGRAM 

The Center for histitutional Refonn and the hIfonnal Sector (IRIS). jointly with the National 
Institute of Public Finance and Policy (NIPFP), is carrying out a policy analysis program on 
institutional and economic reform in India. The program sponsors policy analysis that explores 
whether and how the Indian current institutional arrangements impede economic reforms at the 
central and state levels and how they might be altered to promote equitable economic growth and 
the reduction of poverty. The current program will be an extension of the IRIS Center's Policy 
Analysis Program that was launched in September, 1993. That program generated substantial 
analysis. exploring such varied topics as the role and performance of the Food Corporation of 
India in Indian foodgrain and rice marketing to the role of foreign direct investment in India's 
technology policy. 

Institutions in Economic Development 

What are institutions? Institutions are understood as the rules and arrangements that govern the 
economy and economic policymaking. They include the fundamental political, social, and legal 
rules that establish the basis for production. exchange, and distribution. Examples are the rules 
governing elections, property rights, and the right of contract. Institutions are often refened to 
as social capital since they arise from social interaction: they emerge out of decisions of 
individual actors to obey the rules or to act collectively to change them. The rules car, 'e either 
formally written down and enforced by government officials or unwritten and enforced by 
informal sanctions. 

v 
progress and efficiency simply by having the government not interfere with the economy. A 
thriving market economy does not emerge automatically. It requires institutions that most people 
in the economically developed democracies take for granted. but many developing countries are 
lacking. For example, the incentives to save and to invest depend upon indl\ iduai rights to 
marketable assets--on property rights. These rights assure individuals. awd the firms they create, 
that they can best advance their interests by being as productive as possible and engaging in 
mutually beneficial trade. Further, if there is no right to create le,,:1ly secure corporations with 
limited liability, the private economy cannot properly exploit those productive opportunities that 
are too large for most individuals to undertake. If there is no legal framework to encourage 
innovation through patents and copyrights or to facilitate risk-sharing through insurance and 
hedging in futures markets, there will be too little innovation and risk-taking in the economy. 
Thus. appropriate economic institutions are essential for economic development. They structure 
individual incentives in production and exchange and. thereby, either impede or enhance 
economic growth and equitable economic development. 

Why do institutions matter in economic development'? A country cannot ach,c economic 
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A proper set of institutions can also have powerful equality-promoting effects. There are 
institutions which can enable individuals with little property and without political connections to 
make investments in themselves and in their enterprises so that they can accumulate wealth. Fair 
and transparent procedures for the enforcement of property rights, contracts and business 
regulation open the way for competition and for the participation of low- and middle-income 
people. 

There is a great deal of consensus among economists and other analysts of economic 
development on the kinds of policies and institutional arrangements that lead to poverty reduction 
and economic growth. A stable macroeconomic environment, open trade and investment, free 
operation of product and factor markets together with a legal and regulatory environment that is 
supportive of exchange, efficient pub!ic investment in infrastructure and human capital are the 
kind of arrangements that not only promote economic growth, but also are the way to reduce 
poverty dramatically in the long run. The policies and institutions governing economic life in 
India. however, are increasingly recognized as key constraints to broad-based economic growth. 
Burdensome procedures, complicated regulations and ineffective redress for contract breach 
distort the incentives of economic actors and hinder equitable development. This begs the 
question: Why are better policies not adopted'? Why do labor market institutions that impede 
progress persist? What are the obstacles to creating an institutional environment which can 
harness the vast energies of the Indian people to the wheel of progress? 

Understanding the obstacles to policy and institutional reform in India requires analysis of the 
problems of collective action. Government policies are the outcomes of political struggles in 
which organized interest groups play a great role. Similarly, institutional arrangements, both 
formal and informal, are strongly influenced by the pressures of interest groups. whose goals are 
often quite distinct from those of society at large. The policies and institutions, however, are also 
shaped by the intellectual environment within which the policy debates takes place. Thus, an 
understanding of the roles of interest groups and ideology in the formation and reform of policies 
is vital for bringing about the new policy and institutional framework that will enable India to 
conquer poverty and realize her economic potential. This program aims to enhance that 
understanding and explore how the,.: ,i.stitutional arrangements might be altered to promote 
equitable development. 

Objectives of the Program 

The objective of the program is to promote the design and adoption of economic policies and 
institutions that would encourage economic growth and ultimately reduce poverty in India. 
Strategies to alleviate poverty can be divided into three categories: providing goods and services 
directly to the poor. like famine relief- spending resources directly on the poor. by such means 
as increasing literacy and improving health care and housing programs: and implementing policy 
reforms and institutional improvements which will accelerate equitable economic growth raising 
incomes and living standards of the poor. While the first strategy can be justifiable, especially 
in the event of disasters, the second and the third ones are superior if the aim is to enhance long­
term sustainable development. This program uses the third strategy to attempt to improve the 
economic environment for the poor. 

(AS
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Further. the program aims 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. The program seeks to raise the quality of discussion about the effects of 
institutions on economic development by providing policy analysis results to the research 
community, to politicians and government officials, and to the media and the public. The 
purpose is not to ratify a preconceived set of conclusions, but to support serious inquiry and let 
the findings speak for themselves. 

Themes and Topics of Policy Analysis 

The analyses supported will illuminate the legal, political, and organizational arrangements which 
are relevant for policy formulation and economic reforms in India. The analysis will be guided 
by an appreciation of the incentives and the constraints facing all the actors in the complex 
relationship between business and government agencies and between government and special 
interest groups. Attention will be given to how these interactions might be altered in a more 
productive direction. The analysis will be unified by this focus on how the rules of the game 
affect the relationships among business, government, and the public: and hence affect the rate of 
economic growth and equitable economic development: and how these rules and institutions 
might be altered to encourage a more efficient and progressive economy. 

The program supports policy analysis in the following five areas: (1) Governance and Economic 
Development, (2) Agricultural Parastatals, (3) Public Enterprise Management and Industrial 
Deregulation, (4) Fiscal Federalism and Tax Administration, and (5) Women's Property Rights 
and Fertility, Poverty and Economic Development. Comparative studies of policies and 
institutions in India and other countries are strongly encouraged since they will help to identify 
characteristics of successful reforms which would benefit India. Strong emphasis is also given 
to state level analysis. There is no specific set of specific topics for papers, but an illustrative 
list of topics for each of these areas is as follows: 

!. GOVERNANCE AND ECONOMIC DEVELOPMENT 

Governance is defined as the act or process by which authoritative power is exercised. Good 
governance is vital for economic development because it complements sound economic 
policies. For example, efforts to encourage private production and market-led growth may 
not succeed unless investors face clear rules and institutions that reduce the uncertainty of 
future government action or inaction. A society cannot have much borrowing and lending 
or obtain many of the gains from mutually advantageous trade unless individuals and firms 
have the right to make contracts with one another that will be impartially enforced. Public 
expenditure reforms may fail if accounting systems are so weak that budgetary policies 
cannot be implemented or monitored, or if procurement systems encourage corruption. The 
aim here is to illuminate the system of governance in India: examine whether it impedes the 
economic liberalization process and to identify the problem areas and suggest how they might 
be altered in a more productive and equitable direction. 



4 INSTITUTIONS. INCENTIVES. AND ECONOMIC REFORMS 

Illustrative topics include the following: 

State level case studies on the requirements .or setting up a business. What kind of 
clearances are required? Do the regulatory environment, tax structure, property rights, 
and access to credit and other forms of finance inhibit economic activity? Is bribery 
necessary to conduct business in India'? Is the regulatory environment friendly towards 
new businesses and competition or are there entrenched interests that hinder entry? How 
can the regulatory environment be improved to encourage production and investment and 
discourage influence activities'? Does this require changes in the incentive structure in 
the regulatory bodies and the bureaucracy'? What kinds of changes are necessary? 

Case studies of the decision-making processes in state and local governments. Analysis 
of successes andfailures in the design of incentives for an efficient, accountable, and 
transparentpublic sector. What is the incentive structure in the bureaucracies; for elected 
officials? Are there policies that are generally recognized to be superior in terms of 
efficiency and equity that are not being implemented? Are there avenues of influence that 
distort the decision-making process? Who might utilize these avenues and for what 
purpose? Can the incentive structure be adjusted in such a way as to encourage a more 
efficient and transparent decision making process? 

Empirical evaluation of the informal market activities in indian states. How big is the 
informal sector'? What type of businesses engage in informal activity? Why do they 
operate in the informal instead of the formal sector? In what ways can local, state and 
federal policies be amended and simplified to encourage movement towards the formal 
sector'? Evaluation of the losses to the society from the informal sector activities? 

Analysis of the contract enforcement regime in India. f)r e.rample, through a 
questionnaireto business people asking them (i) to evaluate the problems they face, and 
(ii) to assess how much of their revenue would they be willing to give up if the problems 
were eliminated (contingent valuation). Can the economic losses from the operation of 
the Indian courts be quantified? Could contract enforcement be strengthened by a more 
permissive legal stance toward voluntary binding arbitration'? How does the state of 
contract enforcement in India compare with that in other developing countries? Are there 
alternative regulatory mechanisms for contracts enforcement? 

Evaluation of the property and land rights in hidia. Are these rights secure? If not, why 
not and what should be done? What is their economic impact'? What is the scope of land 
reform with special reference to land consolidation'? 
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II. AGRICULTURAL PARASTATALS 

The government intervenes in the agricultural marketing process in India through marketing 

boards and cooperative organizations. These parastatals are part of the public sector and 
have sprung up in response to many different impulses. These include the attempt to 
,tabilize commodity prices, to protect small farmers, and to control the market. Examples 

of parastatals include the Cotton Corporation of India. the State Trading Corporation, and the 

Jute Corporation of India. 

'[he aim here is to evaluate the role and performance of Indian agticultural parastatals. What 

effects, both good and bad, has the parastatal had on the economy'? Has the parastatal reached 
its set objectives'? At what cost? Is it efficient at doing what it originally set out to do? What 
is the incentive structure for the staff? Who benefits from its existence, who does not? Does 
a parastatal serve a purpose in a liberalized economy? If necessary, how should the parastatal 
be reformed? How does the commodity marketing in India compare to the marketing of that 
specific commodity in other countries'? 

III. PUBLIC ENTERPRISE MANAGEMENT AND INDUSTRIAL DEREGULATION 

Given the breadth of the Indian public sector, its performance is critical for the economic 
reform efforts. The focus here is on the deregulation of the Indian telecommunications, 
power, and banking sectors, whose efficient functioning is crucial for private sector 
development. The deregulation of these sectors has already started, but many issues still 
need to be resolved before their reform is complete. The aim here is to explore this 
deregulation process from the political economy point of view. In particular, it is important 
to assess how to proceed with deregulation and, if appropriate, with privatization. Further, 
the aim is to examine how the Lurrent legal and regulatory framework and competitive 
environment should be amended to make these reforms successful. 

Illustrative topics include the following: 

A survey exploring what the citizens and entrepreneursof different cities/states think of 
the public utilities and related agencie- that deliver services in the cit'v/tate. How 
satisfactory are the public services? What specific aspects are satisfactory or 
unsatisfactory? What does it cost for users to get the service or to solve the problems 
associated with getting these services? Has the efficiency and quality of public services 
improved as a result of economic reforms'? 

Analysis of what should be the appropriateroles of the qovernnent and private sector in 
these areas. In which areas might gains from privatization best be realized'? In which 

areas might corporatization or deregulation be the best solution'? What is the appropriate 
speed and sequencing of deregulation and privatization in India. Should the public sector 
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enterprises be restructured before privatization'? Evaluate enterprise restructuring in India. 
Are there legal and regulatory obstacles to mergers and acquisitions or liquidations'? 
What can India learn from the experiences of other countries with deregulation and 
privatization? 

Empirical evaluation of the current perfornanceof each of these sectors. For example, 
an examination might include a description of the adequacy of electricity supply in Indian 
states. What effects, both good and bad. have State Electricity Boards and the Coal India 
Ltd. had on the performance of the power sector and on the overall economy? Are their 
operations efficient? What are the problems? 

Analysis of the impact of enterpriserestructuringand liquidations on labor. Evaluation 
of the Indian unemployment insurance system anu retraining programs. How to develop 
safety nets, including a social security system? 

Benefits from deregulation and [ rivatization depend on the regulatoryand competitive 
environment in which the newlv-privatized finns operate. Is the current institutional 
environment deterring the private sector participation and foreign investment in these 
sectors? For example, deregulation and privatization envisages a major role for a stock 
market. Are the Indian stock market and related regulations adequate? What are the 
effects of barriers to internal and external trade on the private sector participation? 

The political economy of deregulation and privatization: how do political arrangements 
constrain the process? How can these constraints be overcome? 

IV. FISCAL FEDERALISM AND TAX ADMINISTRATION 

The Indian fiscal federal structure. within which tax, transfer and public spending programs
 
are designed and implemented. can be a major tool or impediment to Indian economic
 
development and the alleviation of poverty. It is important to examine the working of the
 
Indian fiscal federal structure from the political economy point of view. Does the current
 
structure impede equitable development and how? Identify the problem areas and suggest
 
how they might be improved in a more productive and equitable direction within the existing
 
political constraints.
 

The illustrative list of topics for this area includes: 

Analysis of the adequacy of infrastructuresupply, road construction and maintenance, 
electricity supply, goods distribution systems run by the government in dlfferent states. 
Analysis of interest group pressures and bureaucratic failures in government services 
delivery, as well as successes. Can state and regional variations in government 
performance be explained by differences in governmental structures or an incentive 
system'? 

C( 



7POLICY ANALYSIS PROGRAM 

Evaluation of the efficiency and equity q1 govenmental social services such as health in 
different Indian states. Analysis of interest group pressures and bureaucratic failures in 
government services delivery, as well as successes. Can state and regional variations in 
government performance be explained by differences in governmental structures or an 
incentive system? What is the impact of center-state jurisdictions over health care 
expenditure in service delivery? Do government services adequately reach the most 
vulnerable sections of the population'? What role can the private sector play in the 
provision of health care services? How do private and public sector health care providers 
compare with respect to cost and efficiency'? 

Evaluation of the efficiency and equit' of governmental social services such as education 
in different Indian states. Analysis of interest group pressures and bureaucratic failures 
in government services delivery, as well as successes. Can state and regional variations 
in government performance be explained by differences in governmental structures or an 
incentive system? What is the impact of center-state jurisdictions over education 
expenditure in service delivery'? How crucial has the role of the state been in the 
formation of an educated workforce'? What role can the private sector play in the 
provision of educational services? 

Study of the role of the Indian phannaceutical industr, in improving Indian health care. 
Is the Indian pharmaceutical industry responding to the health needs of the population? 
What is the appropriate patent regime for this sector? Is the regulation of antibiotics 
(which generate externalities) appropriate? How can cost recovery be utilized to channel 
more resources into the health care system? Is more cost recovery appropriate for 
medical education? 

Evaluation of the Indian fiscal federal system. Has the Indian fiscal federal system 
created opportunities for rent-seeking, dissuaded investment and production decisions and 
harmed domestic and foreign trade? What has been its impact on state finances'? How 
can the situation be corrected? 

Analysis of the economic impact of commodity taxes at the state and local level. What 
are the causes and consequences of octroi, central sales taxes, and differential state tax 
structures? How can the state taxation system be simplified and improved? 

Studies on tax administration in India: Income taxes: Analysis of the political 
economy of Indian income tax administration reform. Can social acceptance of income 
taxation be improved in India? How'? Can the base for income tax be increased? How? 
Is there a scope for changes in the tax laws and administration to widen the coverage? 
How to proceed with computerization and organizational reform'? What lessons can be 
drawn from the experience of other countries with a similar environment. 

Corporate taxes: Evaluation of the corporate tax enforcement in India. 

Customs duties: Analysis of customs fraud in India. 

f9
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V. 	 WOMEN'S PROPERTY RIGHTS AND FERTILITY, POVERTY AND ECONOMIC 
DEVELOPMENT 

With a population that will reach one billion by the year 2000, India will surpass China as 
the most populated country on earth early in the next century. How have the fertility rates 
in India been affected by the country's institutions, inparticular. by women's property rights? 
That is. what impact have female property rights, the lack of social security and pensions. 
and the dowry system had on fertility in India? Further, what kind of impact has the high 
population growth rate had on economic development? 

The illustrative list of topics for this area includes the following: 

Analysis of how women's property rights (the right to own property, the right to inherit 
property, the right to retain one's propert., and children in the event of the husband's 
death) affect fertili.', poverty and economic growth. How do women's property rights 
affect the intrahousehold distribution of money and non-monetary indicators of health and 
education? What is the effect of dowry on fertility? Evaluation of the social security 
system, or lack of it, on fertility. Examination of the effect of family planning campaigns 
on fertility? What are the causes and consequences of child marriages and their effect on 
fertility? What is the impact of population growth on the evolution of Indian rural 
institutions like the land tenure system'? 

SPECIFIC TOPICS WILL BE DETERMINED IN DISCUSSIONS BETWEEN INDIAN SCHOLARS AND IRIS. 

Duration of the Program: 

The program has a duration of eighteen (18) months. All policy analysis projects are expected 
to be completed by July 1, 1996. 

Level of Support: 

The size of policy analysis grants will vary between $500-$ 10,000: the grants to individuals being 
commonly between $500-$5,000. and the grants through institutions between $500-410,000. 

Policy Analysis Result Dissemination: 

The policy analysis results will be disseminated to Indian policymakers, scholars, and the media 
in India through conferences, working papers, and a series of edited volumes. Researchers may 
be asked to participate in seminars and conferences in India during the course of the program. 
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How to Participate: Guidelines for Proposals 

If you want to participate in the Policy Analysis Program. please send a 
proposal along with the attached Proposal Sheet filled in. the proposed budget, 
and the Curriculum Vita(e) of the author(s) to IRIS by July I, 1995. The 
program is open to all scholars interested in working on India. 

The Review Committee of both American and Indian representatives will select 
proposals for funding by August 5. 1995. The scholars selected will be notified 
in writing. 

For those scholars selected, mid-term progress reports are expected to be 
submitted on January 1. 1996 and final papers by July I. 1996. The final 
papers submitted on July i, 1996 are expected to be polished, and of journal 
length and quality. 

Please note that the call is for proposals for policy analysis papers. The 
program does not make grants to support conferences. 

ABOUT IRIS AND NIPFP 

The Center for Institutional Reform and the Informal Sector (IRIS), affiliated with the 
University of Maryland's Department of Economics, has two main purposes: enlarging knowledge 
about the role of institutions in economic development through research, and promoting 
institutional reforms in the Third World and in countries undergoing transition from communism 
by providing technical and organizational assistance. The Chairman and Principal Investigator 
of IRIS is Professor Mancur Olson. The main institutions of concern to IRIS are the rules that 
structure incentives to stimulate production and mutually advantageous trade, and those that 
provide legal framework for competitive markets. The premise of IRIS is that institutions in the 
less successful economies of the Second and Third World offer poor structures of incentives, 
inhibit economic growth and equitable development, and often force much economic activity into 
the informal economy. 

The IRIS/India Program is funded by the United States Agency for International Development. 

NationalInstitute of PublicFinanceand Policy (NIPFP),is the leading Indian research institute 
in public finance and related fields of policy. It is an autonomous non-profit organization whose 
main functions are to carry out research, consult Indian federal and state governments, and 
organize training courses in public finance and policy to the officials at various level of 
government. 
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For further information, please contact: 

Dr. Satu Kaihkonen, Project Director 
The IRIS Center 
2105 Morrill Hall 
University of Maryland at College Park 
College Park, MD 20742 
U.S.A 

Phone: (301) 405-3051 
Fax: (301) 405-3020 
E-mail: satu@iris.econ.umd.edu 



(Applicant fill in below) 

Name of Applicant(s): 

Organizational Affiliation: 

Proposed Title: 

Proposed Budget: 

Applicant's Address: 

Phone: 

IRIS/NIPFP Proposal Sheet
 

Fax: 

Attachments: 1. Proposal (20 page maximum) including: 

a. Summary (less than one page) 

b. Issue to be analyzed: connection to the theme of the 

program 

c. Description of methodology and data 

d.Potential implications for India 
e. Bibliography of latest related policy papers 

2. Proposed Budget (one page maximum) 

3. Curriculum Vitae 

Direct Applications and Questions to: 

Dr. Satu Kdhkonen 
The IRIS Center 
University of Maryland 
2105 Morrill Hall 
College Park. MD 20742, USA 
phone: (301) 405-3051 
fax : (301) 405-3020 
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Policy Analysis Program: Call For Proposals 
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The Center for Institutional Reform and the Informal Sector (IRIS) at the University 
thee 

of Maryland, in collaboration with the National Institute of Public Finance and 

withgroru
Policy (NIPFP), New Delhi, is seeking proposals for its policy analysis program in• 

econ 
areas relevant to policy formulation and economic reforms in India. 

6to" 
12pe 
shoo 

The program supports policy analysis in the following five mieas: (1) Governance 
?fiqofliq 

and Economic Development, (2) Agricultural Parastatals, (3) Public Enterprise 

Industrial Deregulation, (4) Fiscal Federalism and Tax |anga,
Management and 

tefonAdministration, (5) Women's Property Rights and Fertility, Poverty and Economic. 
love: 

Further details available upon request.Development. 

eDthueathe
 

The program is open to all scholars interested in working on India and its economic 
foreif 

reform effort. Each proposal selected for the program will be eligible for funding 

bythiup to the amount of $10,000. The last date for submission of policy analysis theThegt 

Those selected will be notified by August 5, 1995. 
proposals is July 1, 1995. 

evalu: 
eVaIU: 

For detailed information, and application procedures, please contact: 
funda 
reforr. 

socialDr. SaW Kiihk6nen, Project Director MW i;&=I(oThe IRIS Center2105 Morrill Hall 
also 

University of Maryland at College Park 
&-SipCollege Park, MD 20742, U.S.A. Seven 

Phone: (301) 405-3051 Fax: (301) 405-3020 indus 
E-mail: satu@iris.econ.umd.edu 
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aratists split into quarrelling factions
 
sican acts of revenge go, 

mid. The fierce dynamics o 
d's tlrist struggle last 
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Corsican affairs. Three factions have 
armed guerrilla branches. 

Mutual suspicion and con-
spiracies proliferate. In conversa, 
tions with members of 4ifferent 
groups it becomes cler thlt man-
euvering against rivals takeiat least 
as much energy as the fight against 
Paris. I 

There have been turf w over 
who collects which "revolutionary 
taxes" - the name for the protec-
tion money that many businesses-are 
forced to pay. In recent months, 
Nationalists have even killed one 
another. 

Ai worrying to many people isevidence that the separatist struggle 

has become a cover for common 
listinuishes the recent vi- crimes. "The worst part," an Alaccip 
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What is also different is that more 
Corsicans are tired of violence. In 
January, after four gangland murders 
in one week had traumatized the 
northern town of Bastia, some 500 
women published an anti-violence 
sIatement in the newspapers which 
they called a "Manifesto for Life." 

Since then, mor.: than 2,000 
women I-ave added their signatures, 
which is considered a high number 
in this secretive island society. "We 
get letters of support every day," said 
Bernadette Spagnole, one of the 
group's coordinators. "Women who 
had a son killed C" a husband or a 
cousin. Women who think we'vereached' the limits and who"wheredon't 

want any more armed bands." 
MISS Spagnole contrasted the situ­

ation in Corsica to Sicily's. "Itly Is 
coming.out, or this violence-2.;l we 
are sliding into it," she-said. "More 
and more young-people ar' armed." 

'What Corsica has In common with 

Sicily is the tradition of vendettas 
and the local rule of silence and fear 
that keeps witnesses and juries from 
speaking out in curt. 

In contrast to Sicily, though, Cor­
sican separatists, rather than 
profitirg from drugs, have called for 
the execution of drug dealem to 
keep Corsica -clean." Police believe 
that some killings and explosions at 
local bars are linked t the militants' 
anti-drug .=mpaign. 

T vo 
omens group has de­

manded a police crackdown on il­
legal weapons. They are alSO strging 

mon entrtins in font ogovernmentthey recitebuildngstthe death AacloIn toll o 

th month. The women's group ays 

ttakes no sIde In the sparia
stggle but denounces what it seesas its deterioration ito mercenary 
aits dtrior 
fights fo: power. 

- Neu York Times Service 

Institutions, Incentives 
Economic Reforms 

Policy Analyis Program: Cal for Propoual 
The Centre for InstitutioneJ Reform and the Informal, Sector 
(IRIS) at the University of Marylano, in collaboration with the 
National Institute of Public Finance and Policy NIPFP). Ne% 

-Delhi, isseeking proposals for its policy analysis-'rogram in 
areas relevant to policy formulation and economic reforrrs 
in India. 

The program supports policy analysis in the following five 
Tareas : (I) Governance and Economic Development, (2
Agricultural Parastatals. (3)Public Enterprise Management 
and Industrial Deregulation, (4)Fiscal Federalism and Tax 

Administration, (5) Women's Property Rights and Fertility, 
and Economic Develooment. Further details 

available upon request. 
The program isopen to all scholars interested in working on 
India and itseconomic reform effort. Each proposal selectei 

•

for the program will be eligible for funding up to the amount 
of $110,000. The last date for submission of policy analys!s 
propbsals ItJul i 1995. Those selected will be-nfotifiedBy 
Auqust 5, 1995 

For detailed information, and application procedures; Dleasm 
contact 

Dr. Satu Kahkonen, Project Director 

IRIS CENTER 
1 02105 Morrill Hall 


University of Maryland at College Park
 
College Park, MD 20742, USA
 
Phone: (301) 405-3051 Fax: (301) 405-3020
 
E-mail: sau @ iris. econ.umd, eou 
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PRESS RELEASE
 

INSTITUTIONS. INCENTIVE AND ECONOMIC REFORMS
 

Policy Analysis Program
 
May, 1995
 

"Do political and economic institutional arrangements impede econotnic growth in India?" is 
the question posed by the new Policy Analysis Program of The Centerfor Institutional 
Reform and the Informal Sector (IRIS) and the National Institute of Public Finance and 
Policy (NIPFP)introduced today. Studies and conferences to be arranged under this program 
will explore how reforms at both the state and the central level can be used to promote 
equitable economic growth and reduce poverty in India. Past studies, supported by the earlier 
phase of this program. have examined topics such as the role of the Food Corporation of 
India in Indian foodgrain and rice marketing and the role of foreign direct investment in 
India's technology policy. 

The program announced today supports policy analysis in the following five areas: (1) 
Governance and Economic Development. (2) Agricultural Parastatals. (3) Public Enterprise 
Management and Industrial Deregulation. (4) Fiscal Federalism and Tax Administration, and 
(5) Women's Property Rights and Fertility. Poverty and Economic Development. Proposals 
will be solicited and funded based on merit from those interested in doing policy analysis in 
these areas. 

ABOUT IRIS AND NIPFP 

The Centerfor InstitutionalReform and the Informal Sector (IRIS). a non-profit 
organization affiliated with the University of Maryland's Department of Economics in College 
Park. Maryland. U.S.A.. has two main purposes: enlarging knowledge about the role of 
institutions in economic development through research. and promoting institutional reforms in 
the Third World and in countries undergoing transition from communism by providing 
technical and organizational assistance. The Chairman and Principal Investigator of IRIS is 

INSTITUTIONAL REFORM AND TilE INFORMAL SECTOR 
\r T It E LNIVE R S I T RYY):L AN DD \ C 0 L. .E G 1: P \ R K 

2105 Morrill Hall. College Park,Maryland20742. Phone: (3OlJ 405-3110, Fax: (301) 405-3020 
IRIS CENTER OF UNIVERSITY RESEARCH CORPORATION. INTERNATIONAL 



Professor Niancur Olson. The main institutions of concern to IRIS are the rules that structure 
incentives to stimulate production and mutually advantageous trade, and those that provide the 
legal framework for competitive markets. The premise of IRIS is that institutions in the less 
%.tlCC sSful economies of the Second and Third World offer poor structures of incentives. 
inhibit economic growth and equitable development. and often force much economic activity 
into the informal economy. 

The IRIS/India Program is funded by the United States Agency for International 
Development. 

NationalInstitute of Public Financeand Policy (NIPFP)is the leading Indian research 
institute in public finance and related fields of policy. It is an autonomous non-profit 
organization whose main functions are to carry out research, consult Indian federal and state 
governments, and organize training courses in public finance and policy to the officials at 
various level of government. 

For further information, please contact: 

Dr. Satu KAhk6nen, Project Director 
The IRIS Center 
2105 Morrill Hall 
University of Maryland at College Park 
College Park, MD 20742 
U.S.A 
Phone: (301) 405-3051 
Fax: (301) 405-3020 
E-mail: satu @iris.econ.umd.edu 

Dr. Indira Rajarman 
National Institute of Public Finance and Policy 
1812 Satsang Vihar Marg 
Special Institutional Area 
New Delhi 110 067 
India 
Phone: 91-11-6856087 
Fax: 91-11-6852548 
E-Mail: indira%nipfp@sirnetd.ernet.in 

mailto:indira%nipfp@sirnetd.ernet.in
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Background: Institutions in Economic Development 

What are institutions'? Institutions are understood as the rules and arrangements that govern 
the economy and economic policymaking. They include the fundamental political, social, and 
legal rules that establish the basis for production, exchange, and distribution. Examples are 
the rules governing elections, property rights, and the right of contract. Institutions are often 
referred to as social capital since they arise from social interaction: they emerge out of 
decisions of individual actors to obey the rules or to act collectively to change them. The 
rules can be either formally written down and enforced by government officials or unwritten 
and enforced by informal sanctions. 

Why do institutions matter in economic development? A country cannot achieve economic 
progress and efficiency simply by having the government not interfere with the economy. A 
thriving market economy does not emerge automatically. It requires institutions that most 
people in the economically developed democracies take for granted, but many developing 
countries are lacking. For example, the incentives to save and to invest depend upon 
individual rights to marketable assets--on property rights. These rights assure individuals, and 
the firms they create, that they can best advance their interests by being as productive as 
possible and engaging in mutually beneficial trade. Further, if there is no right to create 
legally secure corporations with limited liability, the private economy cannot properly exploit 
those productive opportunities that are too large for most individuals to undertake. If there is 
no legal framework to encourage innovation through patents and copyrights or to facilitate 
risk-sharing through insurance and hedging in futures markets, there will be too little 
innovation and risk-taking in the economy. Thus, appropriate economic institutions are 
essential for economic development. They structure individual incentives in production and 
exchange and. thereby, either impede or enhance economic growth and equitable economic 
development. 

A proper set of institutions can also have powerful equality-promoting effects. There are 
institutions which can enable individuals with little property and without political connections 
to make investments in themselves and in their enterprises so that they can accumulate 
wealth. Fair and transparent procedures for the enforcement of property rights, contracts and 
business regulation open the way for competition and for the participation of low- and 
middle-income people. 

There is a great deal of consensus among economists and other analysts of economic 
development on the kinds of policies and institutional arrangements that lead to poverty 
reduction and economic growth. A stable macroeconomic environment, open trade and 
investment, free operation of product and factor markets together with a legal and regulatory 
environment that is supportive of exchange. efficient public investment in infrastructure and 
human capital are the kind of arrangements that not only promote economic growth, but also 
are the way to reduce poverty dramatically in the long run. The policies and institutions 
governing economic life in India. however, are increasingly recognized as key constraints to 



broad-based economic growth. Burdensome procedures, complicated regulations and 
ineffective redress for contract breach distort the incentives of economic actors and hinder 
equitable development. This begs the question: Why are better policies not adopted? Why
do labor market institutions that impede progress persist? What are the obstacles to creating 
an institutional environment which can harness the vast energies of the Indian people to the 
wheel of progress'? 

Understanding the obstacles to policy and institutional reform in India requires analysis of the 
problems of collective action. Government policies are the outcomes of political struggles in 
which organized interest groups play a great role. Similarly. institutional arrangernents, both 
formal and informal, are strongly influenced by the pressures of interest groups, whose goals 
are often quite distinct from those of society at large. The policies and institutions, however, 
are also shaped by the intellectual environment within which the policy debates takes place. 
Thus. an understanding of the roles of interest groups and ideology in the formation and 
reform of policies is vital for bringing about the new policy and institutional framework that 
will enable India to conquer poverty and realize her economic potential. This program aims 
to enhance that understanding and explore how these institutional arrangements might be 
altered to promote equitable development. 
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IRIS/INDIA CONFERENCE PLANS 

Worldnet Tele-Video Conference: 

Date: September 27 1995 

Venue: USIS Television Studios in 1) Washington DC, (2) New Delhi, and (3) Calcutta. 

Duration: 2.5 hours 

Tentative Title: 
Is Democracy Slowing Down India's Economic Growth? 

Topic: Democracy and Economic Development 

The purpose of the Worldnet conference will be to discuss the question whether 
democracy furthers or hinders economic reform and development. In general, the 
conference will discuss the relationship between democracy and development, and 
the effect of the political regime (civilian/military, democratic/authoritarian) on the 
speed of reform and development. 

India embarked on program economic liberalization in the summer 1991. Over 
the past three years. the Government of India has taken a number of initiatives 
aimed at basic economic restructuring and reform, with the objective of putting 
the Indian economy on a sustainable path of high growth. The reforms initiated 
so far have been dramatic in Indian standards. However. compared to China or 
Eastern European countries, like Poland, the Indian reforms have been modest and 
the speed of overall reform slow. The common view in India is that the speed of 
overall economic reform has been slow because the country is a democracy. Is 
this view correct? Why or why not? The conference will aim to answer these 
questions. 

INSTITUTIONAL REFORM AND THE INFORMAL SECTOR 
AT THE UNIVERSITY OF M A RYLAND AT COLLEGE P.\RK 

2105 Morrill Hall,CollegePark. Maryland20742, Phone: 301) 405-3110. Fax: 301) 405-3020 
IRIS CENTER OF UNIVERSITY RESEARCII COR PORA TION . INTER NA -IONAL 



Speakers: In Washington DC: 
1. 	 Professor Mancur Olson 

University of Maryland 
Center for Institutional Reform and the Informal Sector (IRIS) 

2. 	 Professor Seymour Martin Lipset
 
Hoover Institution. Stanford University
 
George Mason University
 

In New Delhi: 
1. 	 Dr. Montek Singh Ahluwahlia
 

Finance Secretary, Ministry of Finance
 

2. 	 Mr. Gautam Adhikari
 
Executive Editor, The Times of India
 

In Calcutta: 
I. 	 Mr. Pramit Pal Chaudhuri
 

Assistant Editor. The Telegraph
 

2. open 

Proposed Structure: 

1. 	 Pre-taped debate or lecture involving the two speakers in Washington. This part of the 
conference will run 30 minutes in length and be shown to the Indian audience prior to the 
Worldnet event. The purpose of this part of the conference will be to introduce the 
audience to the issues in question. stimulate ideas for debate and discussion, yet allow for 
a maximum amount of time for interaction between the audience in India and the 
participants in Washington. D.C. 

The taped debate or lecture will try to show: 

a) 	 What is the relationship, if any, between democracy, development and the speed 
of reform? 

b) 	 The Case of India: Has the speed of overall reform in India been modest because 
the country is a democracy? Why or why not'? 

2. 	 Moderated Discussion in India: 30 minutes of questioning. discussion and debate will 
immediately follow the pre-taped debate or lecture. This will take place separately in 
each of the Indian venues. 

Format: Two distinguished Indian speakers in each venue will open the discussion. Each 

2 



speaker will first give a ten minute presentation on the topic responding to the pre-taped 
debate/lecture. These addresses will he followed by a moderated discussion and question 
period between the speakers and the audience. The aim here is to generate discussion and 
to gather relevant questions to be posed to the speakers in Washington during the 
Worldnet Dialogue. The moderated discussion will provide a prelude to the actual 
Worldnet Conference. where questions from the speakers and audience will be relayed to 
the Worldnet speakers in Washington. 

3. 	 Worldnet Dialogue: 60 minutes of discussion and debate between the Indian speakers and 
two or three speakers in Washington. The dialogue will be a culmination of the ideas and 
discussion instigated in the above two sessions. The Worldnet will allow for Indians to 
directly interact and exchange ideas with their colleagues in the United States on this 
important topic. 

4. 	 Tea and Coffee served. 

Approximate Running Time: 2 1/2 hours. 



Distinguished Speakers Conference 1: 

Date: October/November 1995 
(The exact date is open. We are currently trying to match the schedules of 
different speakers.) 

Place: New Delhi 

Venue: open 

Duration: one day 

Tentative Title: 
Need for Goldilocks Government: Implications for Collective Choice Approach 
for India. 

Overall Topic/Theme: 
New Institutional Economics and Collective Action 

Speakers: Top economists in the field of new institutional economics and collective action 
will be speakers at this conference. 

The list of speakers and their affiliations is as follows: 

I. 	 Professor Robert Cooter
 
University of California, Law School
 

2. 	 Professor Bradford DeLong
 
University of California at Berkeley
 

3. 	 Professor Brian Fikkert
 
University of Maryland
 

4. 	 Professor Anand Swamy
 
University of Maryland
 

The exact topics of talks are open.
 

Discussants: open 

Chairmen: open 
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Distinguished 	Speaker Conference Series II: 

Dates and Places: 
January 9-10. 1996: New Delhi 
January 12-13, 1996: Madras 
January 15-16. 1996, Calcutta 

Duration: 1.5-2 days/city 

Venues: open 

Title: open 

Overall Topic/Theme: 
New Institutional Economics and Collective Action 

Speakers: 	 Top economists in the field of new institutional economics and collective action 
will be speakers at this series of conferences. 

The list of speakers and their affiliations is as follows: 

1. 	 Professor Mancur Olson
 
University of Maryland and IRIS
 

2. 	 Professor Oliver Williamson
 
University of California at Berkeley
 

3. 	 Professor Pranab Bardhan
 
University of California at Berkeley
 

4. 	 Professor T.N. Srinivasan
 
Yale University
 

5. 	 Professor Don McCloskey
 
University of Iowa
 

6. 	 Professor Joel Mokyr
 
Northwestern University
 

7. 	 Professor Edward Montgomery
 
University of Maryland
 

8. 	 Professor Axel Leijonhufvud
 
University of California. Los Angeles
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9. 	 Professor Gene Grossman--NOT CONFIRMED 
Princeton University 

10. 	 Dr. Nicholas Stern--NOT CONFIRMED 
EBRD 

I1. 	 Mr. Eric Moberg--NOT CONFIRMED 
Moberg Publications Inc.. Sweden 

12. 	 Professor Edmund Phelps--NOT CONFIRMED 
Columbia University 

13. 	 Professor Andrei Shleifer--NOT CONFIRMED 
Harvard University 

14. 	 Professor R.C.O. Matthews 
will submit a paper. no travel 

The exact topics of talks are open. 

Discussants: open 

Chairmen: open 

6 



Policy Analysis Conferences I and 11: 

Since the purpose of the these conferences will be to review and discuss the results generated by
the Policy Analysis Program. the details of these events are all open. 

The first one of these conferences is tentatively scheduled for April 1996 and the second one for 
early September 1996. 

.7 
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PLAN FOR REPLACEMENT OF CDE FUNCTIONS 

The planned functions of CDE will be taken care of by IRIS. NIPFP. an Indian PR firm, and,if needed, an Indian administrator. The attached Table inaicates the division of these tasks
between these organizations. 

IRIS will hire by the end of July 1995 a PR firm to do PR tasks. If appropriate. IRIS will also arrange for this PR firm to provide New Delhi-based administrative support for the program.not appropriate. IRIS will hire by the end of July 
If 

1995 an Indian administrator--a firm or anindividual--to provide administrative support in India. The administrative tasks to be undertakenwill be. illustratively: conference logistics, that is, arranging conference venue and conferencelunches, mailing out invitations, taking care of RSVPs: mailing out working papers in India. 

The search for a PR firm. and an administrator as a back-up, is currently in full-speed. First,NIPFP is looking for names and addresses of Delhi based PR firms and administrators. Second,an Indian is looking for information on Delhi-based PR firms for IRIS. Third. the director of theRajiv Gandhi Institute for Contemporary Studies is gathering information about Delhi-based PRfirms and administrators for IRIS. Mancur's letter to the director is attached. Fourth, IRIS islooking for names and addresses of Delhi-based PR firms through the Indian Embassy and 
international PR firms. 

IRIS will initially contact the recommended PR firms from College Park. IRIS/India ProjectDirector and IRIS Field Director will arrange to meet with the most promising candidates in NewDelhi in June. IRIS will choose the PR firm only after these interviews. The selection will bebased on the following criteria: 6i) quality and reputation of the firm, (ii) cost, and (iii) capability
to undertake administrative tasks. 

INSTITUTIONAL REFORM AND THE INFORMAL SECTOR
AT THE LNIVERSITY OF MARYL AND A r COLLEGE PARK 
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The Planned Functions of CDE Were 

CDE will coordinate the Policy Analysis Program in India. 

CDE will solicit proposals: mail out program brochures 
throughout India. receive proposals from scholars, forward 
proposals to the members of the Review Committee. 
CDE will prepare advertisements jointly with IRIS. 
CDE will forward advertisement to newspapers and 
magazines in India. 
CDE will assist IRIS in preparation of press releases. 

CDE will circulate the prepared press releases in India. 
CI)E will participate in the selection of proposals. 

CDE will review with IRIS the mid-term and Final reports

of scholars.
 
CDE will comment on the plans and offer suggestions for 

activities.
 
CE will transmit information relevant to the program to 

and from IRIS.
 
CDE will co-organize conferences with IRIS to disseminate

policy analysis results and to enhance the policy dialogue. 


These Functions will be Taken Care of by 
IRIS NIPFP PR firm 

X 
(with the assistanceof NIPFP) 

X 

X 

X X 

X X 

X 

X X 

X X 

X 

X 

X X 
(NIPFP will (PR firm/Indian 
assist IRIS in administrator will 
identifying take care of the 
chairmen and 
discussants.) 

conference logistics.) 



Ouarterlv Field Report: Mongolia 

1. 	 ADMINISTRATIVE DATA 

Reporting Period: April I - June 30, 1995 
BOA Number: ANE-0015-B-00-1019-00 
Delivery order Number: 10 
AID Project Office: G/EG/SMIE (0. Koropecky, 522 SA-2) 
AID Office funding delivery order: G/EG/SMIE
AID Office project: Institutional Reform and the Informal Sector (IRIS) Project 

II. 	 PERFORMANCE INFORMATION 

1. 	 Project purpose summary statement: 

A. 	 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. 

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

C. 	 The purpose of the project, namely "strengthening capacity of Mongolian
decision-makers", was extended in the past quarter in a new direction by
the implementation of the fifth workshop. Reaching beyond official 
decision-makers in government, political parties, and 	 theuniversities, 
project targeted journalists in their roles as multi-directional information 
conduits and facilitators of public discourse. Held during May in 
Ulaanbaatar. the workshop introduced fundamental concepts of economics 
to a group of thirty journalists from newspapers, radio, and television. The 
workshop instructors particularly emphasized several topical examples to 
illustrate how economic knowledge could be practically applied by
journalists. A Western journalist and a Mongolian accounting instructor 
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assisted the IRIS staff in presenting sessions. A trip report describing the 
workshop in more detail is attached as Appendix I. 

Preparation for the last workshop in the series began during the last 
quarter. The topic will be Institutions of Corporate Governance. 

2. Progress report 

A. Technical Implementation' 

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

Design and presentation of fifth I Thirty Mongolian journalists with 
workshop, College Park: responsibilities for economic and 
logistical preparation, Ulaanbaatar. business reporting attended a two­

week workshop in Ulaanbaatar in 
May, 1995. Five instructors, 
including IRIS staff, led the 
workshop sessions. A full list of 
participants and session topics can 
be found in the trip report attached 
as Appendix I. 

Background research on existing 2 Research includes interviews with 
institutions in Mongolia, officials from government, political 
institutions relevant to the fifth and parties, and regulatory agencies, 
sixth workshops, Ulaanbaatar. editors, reporters, academics, 

members of parliament, and the 
foreign assistance community. 

Research/Workshop development 3 
trip to Mongolia by IRIS-College 
Park staff responsible for sixth 
workshop. 

Translation and compilation of laws 2 Copies of these documents will be 
and documents relevant to the sixth available upon request in 
workshop, Ulaanbaatar. Ulaanbaatar and in College Park. 

Status of activities as defined in the delivery order.
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Attendance at "State Seminar of the I James Anderson represented IRIS 
People Engaged in Production and at this conference held in April 
Trade" sponsored by the 1995 in Ulaanbaatar. 
Government of Mongolia. 

Roundtable discussion with key At the request of Member of 
representatives of institutions Parliament Ochirhuu (also 
relevant to corporate governance. Advisory Committee member) IRIS 

co-sponsored a roundtable 
discussion on development of 
effective corporate governance 
during the fifth workshop with the 
National Association of Corporate 
Directors and the Enterprise 
Management and Restructuring 
Center. A more detailed 
description and a list of. 
participants are contained in 
Appendix 1. 

Solicit suggestions of Advisory Advisory Council suggestions were 
Council members on participants for solicited and forwarded to the 
fifth workshop. USAID Representative in April 

1995, along with evaluations 
developed by IRIS staff. 

Development of follow-up technical 3 IRIS-College Park was unable to 
assistance as requested by workshop staff the activity on developing 
participants and approved by the procedures for enforcement of the 
USAID Representative in Mongolia, Law on Prohibiting Unfair 
Ulaanbaatar. Competition in the time frame 

requested by the National 
Development Board. Assistance to 
drafters of a new insurance law is 
now being provided by another 
donor; possibilities for other 
follow-up assistance by IRIS in the 
area of insurance will be assessed 
in the next quarter. 

3
 



Co-sponsorship with the Asia I Mr. Batbayar, Director the Institute 
Foundation of a roundtable of Oriental and International 
discussion of "Views on the Status Studies, gave a general overview of 
of Political and Economic Reform politics, economics, and 
and the Need for Continued international relations. Mr. 
Assistance". Buyantogtokh, Advisor to the 

Minister of Finance and 
Commissioner on the Mongolian 
Securities Commission, discussed 
the progress and set-backs of 
economic reforms. Ms. 
Sukhjargalmaa, Assistant to the 
President's Foreign Policy Advisor, 
discussed civil society in 
Mongolia. 

Development of follow-up technical 2 James Anderson and Georges 
assistance on market-based Korsun are working with John 
incentives in air quality regulations. Horowitz, instructor in the fourth 

workshop on environmental 
economics, and Mongolian 
participants from the fourth 
workshop to develop a topic for a 
follow-up trip. 

Interviews on various topic granted I James Anderson, Peter Murrell, 
to reporters from "Government and Cynthia Clement granted 
News", a newspaper of the interviews to workshop 
Mongolian Government, and "The participants. 
Business Times", an independent 
news weekly. 

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

Completion 
Date 

Entity Responsible for Action 

Design and prepare for sixth 
workshop on corporate governance. 

10/31/95 IRIS-Mongolia 

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

9/30/95 Advisory Council; IRIS-Mon­
golia 

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

9/30/95 IRIS-College Park 

Conduct follow-up technical 
assistance on training relevant to 
insurance law and regulatory 
framework. 

9/30/95 IRIS-Mongolia (develop 
agenda for assistance); IRIS-
College Park (identify and hire 
appropriate experts in the area 
of insurance regulation) 

Conduct follow-technical assistance 
on market based incentives in air 
quality regulations. 

10/31/95 IRIS-Mongolia (coordinate 
with Mongolian counterparts); 
IRIS-College Park (coordinate 
with consultant) 

Forward participant requests for 
new follow-up technical assistance 
arising from the fifth workshop to 
the USAID Representative in Mon­
golia: if approved, proceed with 
implementation. 

12/30/95 Workshop 5 Participants; 
IRIS-Mongolia 
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B. Project Administration 

Activities Planned for Reporting 
Quarter 

Travel to Beijing for the acquisition 
of supplies. 

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

Initiate new PIOT to release 
incremental funding for the 
remainder of project and extend the 
completion date to May 1996. 

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

Planned Activities for Next Quarter 

Travel to Beijing for the acquisition 
of supplies. 

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

Current 
Status 

I 

2 

I 

Estimated
 
Completion 


Date
 

9/30/95 

9/30/95 

Explanations 

Trip completed in June. 

Discussions, both electronic and in 
person, continue between the 
USAID Mission Representative and 
IRIS-Staff. 

Funds 	made available in May. 

Entity Responsible for Action 

IRIS-Mongolia 

IRIS-College Park and 
Mongolia Staff. 

3. Other problems/issues and intended steps toward resolution. None. 

Ill. 	FINANCIAL DATA 
Following page. 
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APPENDIX I 

Day I 

Introduction to 
Workshop 

(Clement and 
Eaton) 

Macroeconomics: 
Money, Inflation 
& Unemployment 
(Clement)I 

Day 7 

Using Econominic 

Tools to Analyze 
Mongolia's 
Privatization 
Program 
(Murrell) 

Small Group 
Question-and-
Answer (Clement 
and Eaton) 

- IRIS-MONGOLIA QUARTERLY REPORT, APRIL-JUNE 1995 

WORKSHOP 5 - ECONOMICS FOR THE MEDIA 

Day 2 	 Day 3 Day 4 

Banks, the 	 Microeconomics: Using Economic 
Government Competition, Tools to Analyze 
Budget, and Other Barriers to Entry, Recent Economic 
Macroeconomic and Monopoly History in 
Institutions (Murrell) Mongolia 
(Clement) 	 (Murrell) 

Economic 
Reporting ABCs 
(Eaton) 

Day 8 Day 9 Day 10 

Interviewing Interpreting and Roundtable on 

Techniques Presenting Problems and 
(Murrell and Information Progress of 
Eaton) (Anderson, Eaton Corporate 

and Clement) 	 Governance and 
the Securities 

Market in 
Mongolia 

International 	 Interactions 
Markets and Between Politics 

Institutions and Economics
 
(Clement and (Murrell)
 
Murrell)
 

Day 5 

Practical Exercise: 
Writing an Article 
on Economics 
(Clement, Eaton, 
and Murrell) 

Mongolian 
Financial 
Statements (R. 
Batjargal) 

Day II 

Discussion of 

Team Articles 
(Clement, Eaton 
and Murrell) 

Conclusions 
(all three) 

Day 6 

The Search for 
Information: How 
and Where to 
Look (Eaton) 
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In May of 1995 a team made up of two IRIS staff members and a consultant travelled to 
Ulaanbaatar, Mongolia. to conduct the fifth workshop in the current series on the subject of 
"Economics for the Media". The IRIS team included: Dr. Peter Murrell. Professor of Economics 
at the University of Maryland, College Park, and Project Economist: Mr. William Eaton, Curator 
of the Humphrey Fellows Program at the School of Journalism, University of Maryland, College 
Park, and former correspondent for the Los Angeles Times; and Ms. Cynthia Clement, Project 
Workshop Coordinator. The Mongolian participants in the workshop included thirty individuals 
from a wide variety of newspapers and broadcast entities: a list of the participants with their 
affiliations is attached. The workshop was conducted in English with consecutive interpretation 
by (ne of the participants. Nomin of the Business Times. The Mongolian Press Institute, set up 
by DANIDA to provide training to journalists, provided assistance in identifying participants from 
newspapers outside Ulaanbaatar and in covering their transportation costs. 

The team discussed several economic concepts which were deemed to be particularly 
useful for journalists, including macroeconomic measures of performance and microeconomic 
concepts of supply and demand. The use of these conceptual tools was illustrated by explaining 
Mongolia's economic history since its transition began and by developing applications relevant 
to current events in Mongolia. These examples included meat price controls, government budget 
cuts, a ban on the export of raw cashmere, use of inflation measures, and exchange rate 
fluctuations. In addition to his usual logistical duties, James Anderson, Project Field Coordinator, 
developed and presented applications of the ways that official Mongolian statistics on inflation 
can be interpreted. In order to promote development of business reporting a Mongolian 
accounting instructor, R. Batjargal, presented an overview of income statements and balance 
sheets, with special attention to differences between previous methods and the new practices 
which follow international standards. Mr. Eaton also discussed traditions of a democratic, free 
press and techniques used by Western journalists in reporting on economic and business events. 
A schedule of sessions is attached. 

Special attention was also given to current issues relevant to the aftermath of privatization; 
the next set of issues for a transition country involve developing institutions of corporate 
governance. After a workshop session defining the issues for the journalists, a roundtable 
discussion with several influential policy-makers and general directors of privatized firms was 
held. The roundtable was chaired by Yondon, Deputy Minister of Trade and Industy and 
Director of the Mongolian National Association of Corporate Directors. Peter Murrell opened 
discussion with an an overview of the concept of corporate governance. In reviewing the various 
institutions of corporate governance Murrell made clear the connection to the workshop topic, 
in hat an energetic media, investigating and reporting on the good and bad performances of 
corporations to shareholders and the public more broadly, is a vital element of corporate 
governance. Several policy-makers reviewed developments in their respective areas of activity, 
making clear that, with the advent of secondary trading. the enterprise sector of Mongolia is 
entering a new era. The heads of four Mongolian companies then gave their perceptions on the 
policy mechanisms that would be needed in Mongolia. The session concluded with a brief 
question and answer period, so that journalists attending the workshop could apply the skills that 
they had learned in the previous days. A list of Mongolian policy-makers in the roundtable 
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follows. 

The workshop participants were asked to write articles on one of the applications, and the 
instructors provided feedback on their results. Sodontogos, Project Interpreter and Administrative 
Assistant, helped Ms. Nomin translate the articles in a very short period of time in order to 
facilitate this exercise. The participants were also asked to complete written evaluation 
questionnaires; copies of the questions and the responses collected are attached. Overall, the 
frank comments made by the participants were deemed to be positive. The next-to-last question, 
drawn from USAID Handbook 10, asked participants to evaluate aspects of the workshop on a 
scale of I to 5, with I indicating most satisfied. The overall average score was 1.76, and the 
average for each of the different aspects was as follows: 

1. 	 Program content and delivery 1.85
 
(technical level, length, amount of information)
 

2. 	 Relevance of training to job 1.85 
3. 	 Applicability of training to Mongolia 1.67 
4. 	 Balance of theory and practice 2.12 
5. 	 Competence of instructors 1.35 
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IRIS-Mongolia Workshop on Economics for the Media 
Central Palace of Trade Unions 

May 24 - June 2, 1995 

List of Participants 

Altangerel 
Baasandorj 

Batbold 
Batmunkh 

Boldoo 
Chuluunbaatar 

Dashmunkh 
Enkhtur 

Erdenebaatar 
Erdenebilig 

Ganbat 
Ganbat 

Gantulga 
Guchin-Yes 
Jigjidsuren 
Lkhagvabat 


Lkhagvadorj 
Lkhagvadorj 

Myagmar 

Naidandorj 
Narantuya 

Navciaa 
Nergui 
Nomin 

Nyamaa 

Oyunbileg 
Purevsuren 


Sandagsuren 
Sharav 

Tsogzayabaatar 

"Government News" 
"Ardyn Erkh" 
Government's Press Agency 
"Arkhangain Unen" 
(Arkhangai Aimag) 
"New Countryside" 
President's Press Agency 
"Ardyn Erkh" 
"Ardyn Erkh" 
"Blue Spot" 
Mongolian State National 
University 
Ih Hural's Press Agency 
"Truth" 
"Word" 
Mongolian Television 
"Labor" 
Mongolian Television 
"Ulaanbaatar" 
MONTSAME 
"Altain Ugloo" 
(Govi-Altai Aimag) 
Mongolian Radio 
"Business Times" 
Mongolian Radio 
"Open Chronicles" 
"Business Times" 
Mongolian Radio
 
"Government News"
 
"Hadag"
 
(Dundgovi Aimag)
 
"Government News"
 
"Mongol Messenger"
 
"Golden Entrance"
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Roundtable Discussion
 
The Problems and Progress of Corporate Governance and the
 

Securities Market in Mongolia
 

List of Special Roundtable Discussants:
 

Gerelchuluun General Director of the Mongolian Enterprise 
Management and Restructuring Center 

Bailykhuu Secretary of the State Commission for 
Privatization and Executive Secretary of the 
Mongolian National Association of Corporate 
Directors 

Zoljargal Director of the Mongolian Stock Exchange 
Yondon Deputy Minister of Trade and Industry and 

Director of the Mongolian National Association 
of Corporate Directors 

Yadamsuren Head Commissioner of the Mongolian 
Securities Commission 

Khunikhuu General Director of Mongol Savkhii 
Tsedev General Director of Altan Taria 
Khenmedekh General Director of Bayangol Hotel 
Bud General Director of Moninjbar 
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The evaltation questionnaire for the workshop "Economics.for the Media" is replicated below 
with responses to each question grouped together, except for question #7 as its responses are 
summarized above. 

Your opinions about the workshop would be very helpful to us as we plan future 
activities for the IRIS-Mongolia project. Please answer the following questions honestly; 
comments and criticism are welcome wherever you feel it is appropriate. 

I. Which workshop sessions were most useful to you and why? 

- I am not a journalist specialized in economics, so all topics were interesting for me. 

- The journalism related topics were the most interesting. Most Mongolian journalist 
protect the government policies through their articles. So I hope that the journalists 
who participated in the workshop will think and write in a little bit different manner 
after the workshop. 

- All topics on market economy theory (for example, prices). These lectures were very 
useful to us who were taught socialist economy and just were restrained to thinking, 
working and living in one stagnant way. 

- All lectures on market ecconomy theory at macro and micro levels. Sessions on 
journalism were also interesting. 

- Privatization program and generally economics session were interesting. Also the 
lectures of Bill Eaton on journalism and his examples of American journalists' 
activities were attractive. 

- I have learnt a lot about economics, interaction between politics and economics. It 
was incredibly interesting and is useful to learn about the modern western economists 
teachings.
 

- All lectures on journalism were very effective as well as the ones on economics. 

- I. Reading the financial documents of Mongolia; 
2. Macroeconomics: money, inflation, unemployment; 
3. Ways of information dissemination. 

- Banks, Government budget and other macroeconomic institutions; the search for 
information. 

- This is the first seminar on economics designed for media people. It was very useful. 
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- It was interesting to do analysis on economics using financial statements. The
 
session when we talked about competition, monopolies, financial statements,
 
interaction between politics and economics and the search of information were of
 
peculiar interest.
 

- Techniques to write on economic topics, reading Mongolian financial statements, 
interviewing techniques, roundtable with the company directors are very important for 
journalists. 

- Lectures presented by Mr. Eaton. For us it is important to learn journalistic skills and
 
of course, economic knowledge.
 

- Interviewing techniques were the most important and interesting for me. Also the 
lecture taught by Mr. Batjargal on financial statements were of particular interest.
 
These lectures are mostly required for the journalists and closer to the Mongolian
 
reality.
 

- Personally I think that all topics in the curriculum were very useful. Among the
 
sessions I attended the most interesting one was the presentation of interviewing
 
techniques. Generally, all sessions were very informative.
 

- Macroeconomic topics; financial statements. The macroeconomic topics have helped 
me a lot to understand the Mongolia's current economic situation in transition. For
 
example, the economic explanation (using an equation) of the Government Resolution
 
#20 of 1991 opened my eyes to the reality. The second topic had practical
 
significance. 

- L.Interaction between politics and economics;
 
2.Ways of information dissemination;
 
3.The reason of naming the first topic is that it helped a lot to analyze the
 

Mongolian case and understand its reality. 

- The lectures on international economics and financial institutions were the most
 
interesting ones. Also I would like to name the sessions on interaction between politics
 
and economics, privatization and macroeconomic issues. The seminar went well thanks
 
to the variety of information, valid explanations. 

-Macro and microeconomics, writing on economic topics, interaction between politics
 
and economics, privatization program analysis. In general all topics are very useful.
 

- Privatization program analysis and all lectures presented by Mr. Murrell were the
 
most useful and interesting ones. I have learned about the success and mistakes of the
 
Mongolian privatization process.
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- Money, inflation, banks, government budget, reading Mongolian financial statements.
 

- Money, inflation, unemployment; reading the Mongolian financial statements.
 

- Techniques on writing on economic topics, microeconomics, interaction between
 
politics and economics.
 

- All sessions on economics and journalism were important and useful.
 

2. Which workshop sessions were least useful to you and why? 

- No. I wish IRIS continues its series of workshops. 

- There was not even a minute useless. 

- No sessions are to be said least useless. 

- Congratulations: there was no session of low importance. 

- Difficult to say. 

- Reading Mongolian financial statements. 

- The were no session without use. 

- Some economic concepts and terms were difficult to understand and sometimes the 
teachers failed to consider Mongolia's specific features. 

- I had some difficulties with understanding the lectures on macroeconomic topics, 
maybe because the examples were not relevant to the Mongolian case. 

- The least useful activity was the roundtable discussion on corporate governance. We 
had to use this opportunity of having so many journalists at one spot and develop real 
discussions with the people who were invited. 

- No sessions can be called "low significance". 

- Reading Mongolian financial statements: it was too long and boring, though I 
understand its significance. 

- Roundtable on corporate governance. 

- Roundtable on corporate governance; because the director of Stock exchange and 
Securities Commission Head left earlier. 
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- Roundtable on corporate governance was least interesting and useful. I was expecting 
a warm discussion, however, very few people came. 

3. Was the overall level of discussion satisfactory, too advanced, or too simplistic for 
you? 

- Everything was clear to me. Teachers worked really hard. 

- Some sessions on the theory of economics were little difficult to understand. 

- We generally understood the lectures, but was difficult with terms. 

- There were no complications. 

- All sessions were understandable. Especially, I liked that teachers could'give a lot in 
a short time. 

- The level of lectures was fine with me, the person who did not know any ABC of 
economics.
 

- Sometimes the lectures were little boring. Generally the lectures were fine.
 

- Everything was understandable.
 

- Generally it was not so difficult to understand.
 

- Easy to understand. The teachers taught very well.
 

- The level of presenting the lectures was not very difficult.
 

- It was difficult sometimes. I did not hear any good examples when we talked about
 
the Mongolian privatization program and the interaction between the politics and 
economics. 

- The sessions targeted the intermediate participants and were very vivid. I was 
surprised and delighted with the sincerity of teachers, which made their lessons so 
interesting. The teachers did not try to simplify the materials which was very good. 

- I liked the training methodology of our teachers, their examples and explanations.
 

- The sessions were conducted in a very good, explicit manner.
 

- The level was perfectly fit with the background of the participants. Special thanks
 
should go to translators.
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- Everything was easy to understand. Especially the ones where we talked about 
Mongolia 

- Though we had a translator, I had difficulties with understanding some topics. 

4. Would you recommend any changes in the format of future workshops? For 
instance, number of sessions, involvement of participants, etc. 

- I understand that there might not be such a possibility, but it would be very effective 
if IRIS organizes a step-by-step course involving the previous workshop participants 
thus systematically deepening their knowledge. 

- Everything was O'K. Nothing more to say.
 

- It would be useful to introduce American life: companies, their structure and
 
operation, ordinary peoples life etc. It'll be also nice to show videotapes about on
 
those topics.
 

- It would be very important if the professional terms \both english and mongolian\
 
would be given to the journalists on a separate piece of paper. More examples from 
American experience are needed. Also it would be more effective if more time is 
allocated for questions and answers. 

- Sessions should not be longer than this time. The number of participants is fine. The
 
interpreter did a nice job. But in future a professional economist would be preferred as
 
a translator.
 

- Is it possible to reduce the number of participants'?
 

- I think it will be more effective if the number of participants and the session length
 
be shortened. Wasn't it possible to run this workshop within 7-8 days.
 

- There is no need to modify the format of the future IRIS workshops.
 

- No changes required.
 

- No need for change.
 

- I think more discussions are needed.
 

- Would be nice to have handouts with the summery of lectures to be presented.
 

- The workshop will be more effective if the number of participants are little reduced.
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- The format of the workshop was fine. But it would be more productive if the length 
of the total course would be reduced a bit. 

- No need to change anything. Everything was perfect. 

- The format of the IRIS workshop is a classical way of conducting seminars. I would 
like to remind just one thing: please, take into your consideration some of the 
significant dates and accordingly plan your activities. 

- The format is good. The best way of working with journalists is organizing 
roundtable discussions. 

- The number of participants and the length of the sessions are fine, though 
considerable amount of time goes for translations. The group sessions were of high 
use. In future more group discussions are needed. 

- The workshop was organized very well. Does IRIS plan any workshops in the USA? 
If IRIS organizes a workshop on that particular topic in certain period of time, I would 
wish to actively participate in it. 

- The format is nice. More participants from countryside are to be invited. Personally I 
would like to have the length of the workshop be prolonged to 21-30 days in order to 
provide deeper and systematic knowledge. 

- The workshop format is nice. Another training will be nice to the workshop 
participants in a year after this one. 

5. How do you intend to use what you have learned during the workshop when you 
return to your regular work? Please give specific examples. 

- First of all on the basis of the learnt economic knowledge I will write an article 
whether it was correct to limit the meat prices. Further, in writing my articles and 
essays I will broadly use this knowledge. 

- I will consider the information and knowledge for my future writings. 

- I've learned that in order to survive in the market economy we need to "intensively 
mobilize our brains". I will attempt to convey this idea to my readers. 

- I will permanently use the knowledge in economics rendered by the IRIS workshop. 
I will write a small article in my newspaper called "The Miracle of Seventy". 
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- First of all I'll write an interview or a comparative article. Also I have agreed with 
our editor-in-chief to read 2-hour lecture to my colleagues- I am happy that now I got 
food for thoughts. 

- I. Will deepen the knowledge obtained from the IRIS workshop. 
2. Will use this knowledge when writing on economics, business and finance 

- Since the newspaper where I work mostly writes about economics and business, it 
has become easier for me to write on those topics and edit the materials sent for our 
newspaper. To be honest, before, sometimes we would just publish the articles of 
professional articles as they were originally written and could not understand them 
very well. 

- Now I have become capable of making programs on Mongolia's current economic 
situation. 

- I will use this knowledge when teaching my students at the university. 

- I will use this knowledge as broadly as I can. 

- I will follow the interviewing techniques taught by Dr. Eaton. I will never forget the 
methodology taught by Jim and will try to apply them to my writings. I have found 
many interesting articles topics from the sessions conducted by Dr. Murrell and Mrs. 
Clement 

- I will broadly use this knowledge for my programs on economics and will use the 
analysis methodology taught at the seminar. 

- I will use this knowledge in writing on economics and analyzing the other 
journalists' works. 

- I will write about the methods of writing on economics. I will find the use of all the 
knowledge and information rendered by the workshop. 

- I will find the use of my knowledge in making programs on economics. Also I am 
composing my monthly and yearly plans, where I will reflect my economic 
knowledge. 

- I will enrich my knowledge from what's happening in Mongolia. 

- I'll use some journalistic techniques, will use the economic knowledge when writing 
on economics and finance. 

- I will use all the knowledge from the workshop in my work, especially, journalistic 
skills. 
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6. Were there particular issues during the workshop on which you would like more 
information or assistance? 

- I've got enough knowledge and information.
 

- Political significance of Foreign Aid.
 

- I would like to have more information on insurance and tax systems.
 

- I am interested to learn about American Welfare system, the system of distribution;
 
budget structure (income and expenditure), American privatization, its history,
 
American citizens' evaluation of the role and responsibilities of the Government of
 
America.
 

- I would like to develop an active form of future cooperation: be always in touch and
 
solicit articles to our newspaper.
 

- I would be interested to get more and more information about every session and
 
topic. The session would be more interesting if we take examples of success and
 
failures of many countries of the world.
 

- I will be interested to get some more information on journalism.
 

- I would wish to have more knowledge on the techniques of interviewing.
 

- I am interested to learn more about economics journalism.
 

- Analysis of the Mongolian current economic situation using economic tools.
 

- I. Interaction between economics and politics:
 
2. Issues at macroeconomic level; 
3. International organizations; 
4. Banks, Government budget. 

- Invite some Mongolian economists and professionals on certain topics, like you did 
with the financial statements. 

- I would like to be deeply enlightened on Mongolia's current situation of the above 
mentioned two topics [privatization and interaction between politics and economics] 
and some others. 

- I want some more explicit examples of reading the financial statements. More 
practice is needed. 

- Banks, Government budget, interviewing techniques. 
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- I need some more information and practical experience on financial and accounting
 
topics.
 

- Analyzing Mongolia's current economic situation using economic tools.
 

- I would like to have deeper knowledge on all topics that we developed during the
 
seminar in one year in a refresher training course.
 

- More information on journalism in America.
 

8. 	 Please write any other comments below. Thank you for helping us. 

- I would like to learn IRIS attitude towards the cashmere issue in Mongolia. 

- I would repeat again that constant contacts are necessary and most welcome. Please, 
don't forget about your alumnus. Regular meetings and contacts with your workshop
 
participants are the best follow-up activities for IRIS.
 

- I have learned a lot of useful information needed for my job. Thank you again.
 

- The lectures were successful because the teachers knew Mongolia very well.
 

- The was no comments on the topics that I mentioned in my pre-training
 
questionnaire.
 

- In future, please try to involve journalists in your seminars.
 

- The seminar was very useful for the journalists and for Mongolia too. Thank you
 
very much and I wish you success in your work!
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Quarterly Field Report: NEPAL 

1. 	 ADMINISTRATIVE DATA 

Reporting Period: April I. 1995 - June 30, 1995 
BOA Number: ANE-O015B-00. 1019-00 
Delivery Order Number: 367-0161 
AID Project Office: G/EG/EIR (0. Koropecky, 522 SA-2) 
AID Office project: Institutional Reform and the Informal Sector (IRIS) Project 

II. 	 PERFORMANCE INFORMATION 

I. 	 Project purpose summary 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. 

B. 	 Relationship to USAID Program Strategy: The USAID program strategy in Nepal 
is to help the economy enter a new era of economic prosperity by promoting 
market reform and addressing the health, education, and other neeas 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 esnecially 
helpful for small and micro enterprises which are crucial to the success of any 
poverty alleviation scheme. 

C. 	 Progress towards Proiect Purpose: The IRIS-Nepal Project continues to support 
the Government with expertise on policy and institutional reform that contributes 
to economic liberalization. During the early part of the last quarter, the IRIS-
Nepal project had initiated a number of policy related projects, including those 
on bui Id-operate-transfer (BOT) legislation, problems with export procedures. 
difficulties associated with minimum investment requirements for foreigners, and 
obstacles in the implementation of the one-window system. All these studies 
were undertaken to help the Government in the Fiscal Year 1995/96 Budget. The 
IRIS-Nepal project also funded a day-long workshop that discussed possible 
policy directions for the FY 1995/96 budget. The Prime Minister as well as the 
Minister of Finance attended the discussions. The media provided extensive 
coverage on the workshop. 

In addition, continuing IRIS's advocacy role on economic reform, the Monthly 
Newsletter included a public (business, politicians. consumers) poll on what 
policy initiatives should be included in the Budget. Businesses were far less 
supportive on the need for policy reform than consumers. The results of the poll 



received front page coverage in the Gorkhlapatra, Nepal's most widely circulated 
newspaper. 

However, on June 9, 1995. Prime Minister Man Mohan Adhikari, after learning
of a special session of Parliament in which a no-confidence motion was to be 
tabled against his Government. requested the King to dissolve the Lower House 
of Parliament and announce fresh elections. The King acquiesced, set November 
26 (Thanksgiving Day) as the election date, and appointed Adhikari as the 
caretaker Prime Minister. The Opposition, unhappy with the verdict, filed a 
petition in the Supreme Court to nullify the King's action. 

Dissolution of Parliament meant that the Annual Budget had to be promulgated 
as a Royal Ordinance without any new policy initiatives. But, procedural matters 
could still be included, and the Budget Ordinance mentioned the need to address 
difficulties on export procedures, one-window implementation, and minimum 
foreign investment requirements. All these are part of on-going IRIS projects 
requested by the Government. 

The additional work bestowed on the IRIS-Nepal office by USAID/Kathmandu 
since Febnary 7, 1995 to provide logistic support to the Policy Dialogue 
Committee (PDC) and Business Development Committee (BDC) continues. In 
this context, the IRIS-Nepal office initiated a number of business development 
activities as well. Prominent among these are business consultancy services in 
various parts of rural Nepal: local IRIS consultants helping small businesses with 
product development, product identification, and marketing. Some other business 
development activities undertaken during the last quarter include preparatory work 
on assistance to various organizations such as the Janakpur Women's 
Development Center, Women Entrepreneur Association of Nepal (WEAN), and 
the Small Business Promotion Program. 

Negotiations are still underway between IRIS and USAID to conclude a new 20­
month contract--to be known as Nepal V--which includes support for policy 
dialogue, business development, and PDC/BDC committee support activities. The 
new contract is expected to go into effect on August I. 

IRIS representative Praveen Dixit continues to spend some afternoons at the 
Ministry of Finance helping co-ordinate Economic Liberalization Program 
activities and assisting the Government with policy work as requested. During 
the quarter, he spent a better part of two weeks helping the Ministry prepare the 
annual Economic Survey and the Budget Ordinance. 

Neal Cohen, USAID's Project Officer for IRIS, has left Nepal for another 
assignment in Kenya. Carol Carolus is to replace Neal starting the second week 
of July. Our best wishes to both. 

2
 



2. Progress Report 

A. Technical Implementation 

Activities Planned for 

Reporting Quarter 


Review problems on policies 

and procedure for exports of 

small business 
Review relevance of minimum 
investment requirements for 
foreigners 

BOT legislation preparation 

Consumer Protection Act 
advocacy 

Contract Law completion 

Grameen Banks 

Assistance to Nepal Stock 
Exchange 

Assistance to Securities 
Exchange Board (SEBNO) 

Liaison with Government 
officials 

Current 

Status
 

2 

2 

2 

3 

2 

2 

2 

2 

2 

Explanations 

First draft of study discussed. 
Mentioned in Ordinance Budget. 

First draft of study discussed. 
Mentioned in Ordinance Budget. 

Arrangements being made for IRIS 
consultant Scott Custer to visit Nepal. 
Local contractors being identified. 

Planned workshop, in. conjunction with 
Ministry of Supplies, to sort out 
technical details on the legislation 
postponed because of dissolution of 
Parliament. 

Final draft of legislation from Nepal 
Law Society received in English and 
Nepali. Sent to IRIS/UoM for expert 
Paul Mahoney's comments. 

Contracts signed with Center for Self-
Help Development (CSD) and Nirdhan 
to provide 6-8 months of training for 
various staff and bank clientele. 

IRIS consultant Andrew Haber 
completed work plan and first draft of 
report to improve information flow at 
the Exchange. 

TOR being readied for PR support 
(TV, print). Emphasis is on educating 
the public about the capital market. 

IRIS representative helping 
communications between USAID and 
Government agencies as and when 
needed. Also assisted the Govt. in 
preparation of annual Economic Survey 
and Ordinance Budget. 
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Janakpur Women's 
Development Project TOR 
preparation 

2 HURDEC proposal to JWDC complete. 
IRIS team visited Janakpur to give final 
touches to TOR and explain to JWDC 
management and Board IRIS's 
expected role. 

Business Consultancy Service, 
Eastern Nepal 

2 IRIS consultants Surendra Shahi visited 
various parts of Eastern Nepal to help 
small businesses and Grameen Bank 
clientele identify, develop, and market 
products. 

Business Consultancy Service, 
Central and Western Nepal 

4 IRIS consultant Reeta Simha visited 
Makwanpur and Palpa districts to 
identify, develop, and market regional 
products. Simha submitted a report on 
future course of action on business 
consultancy for the region. 

Workshop on Budget 2 Funded a Nepal Intellectuals' Council 
workshop on the Annual Budget. The 
Prime Minister, Finance Minister, and 
others attended. 
coverage. 

Extensive press 

Newsletter 4 Two newsletters (attached) completed. 
Newsletter that conducted a poll on 
policy direction for the budget received 
front page coverage in Nepal's largest 
daily newspaper. 

Nepal V contract negotiations 2 A new contract, Nepal V, is being 
negotiated with USAID/Kathmandu 
which expands IRIS's role to include 
business activity for micro-enterprises 
and ELP steering committees support. 

Current Status Key: 
H1) Action completed 
(2) Action in process 
(3) Action delayed 
(4) Action canceled 
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Planned Activities for Estimated Completion Entity Responsible for 
Next Quarter 

Completion of Contract Law 

Assistance on information flow at 
Nepal Stock Exchange
 

Assistance on Central Depository 

Service at Nepal Stock Exchange
 

Review foreign investment provision in 
Industrial Enterprise Act 

Review problems on policies and 

procedures for exports of small 

business
 

Pursue Build-Operate-Transfer (BOT) 
legislation 

Review problems on policies and 

procedure for exports of small
 
businesses with one window system
 

TOR preparation and contract 
finalization for assistance to Janakpur 
Women's Development Project 
(JWDC), Women Entrepreneur 
Association of Nepal (WEAN), Small 
Business Promotion Project (SBPP), 
and Association of Nepal Cottage and 
Small Industry (ANCSI) 

Project Newsletter 

Business Consultancy Service to 
Eastern Nepal 

Identification of additional consultants 
for consultancy and business literacy 
programs 

B. Project Administration 

Activities Planned for 

Reporting Quarter
 

ELP Secretariat Support 

E-mail for staff 

Hire drivers for IRIS's two new 

vehicles 


Date 

August 1995 

on-going 

August 1995 

August 1995 

August 1995 

not definite 

September 1995 

August 1995 

Monthly 


September 1995 


September 1995 


Current Status 

2 

I 

I 

5 

Action 

Nepal Law Society
 

Andrew Haber
 

Ravi Peiris 

Nepal Society for Applied 
Economics 

Development Projects Science 
Centre 

National Planning 
Commission and IRIS 

Ministry of Industry 

IRIS/Nepal 

IRIS/Nepal
 

Surendra Shahi
 

IRIS/Nepal 

Explanation 

IRIS continuing with business 
development and Secretariat 
support on an interim basis 

E-mail installed for professional 
staff 

Laxmi Narayan Dongol and Ram 
C. Shrestha hired 



Activities Planned for Estimated Entity Responsible for Action 
Next Quarter Completion Date 

Negotiations on Nepal V August 1995 USAID and IRIS 

Install new phone line and system August 1995 IRIS/Nepal 

Purchase 2 PCs and 2 printers September 1995 IRIS/Nepal 
Purchase air conditioner. fridge. and September 1995 IRIS/Nepal 
battery back-up 

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

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

Currently no outstanding problems. 
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IJSAiD/Kathmiidu %%as instru-

nwital in initiutiig the iconioIiic. 


liheialization Pro ject.,He rct yrun

left to take up a IIew aSsigilllnniet

with USAIDNairohi. Kem. Here 

ure sonie ot'his rcollectionis.)

After over 2000 days,

five and a half'years. it Is dlif-

ficult to depart. Departure Is 

all the harder because of the 

friends we have made here. 

The beauty and strength 61 

Nepal is more In its people 

than In its physical setting.


Is there another third world country that made
the transition to democracy so peacefully ? Or, thatmade such Incredible progress toward economic free-
dor In such a short period ? As we worry about the
current problems, we need to reflect on the distance
Nepal has travelled. There is increasingly an informed
debate in a very free, and increasingly responsible,
press, there is better analysis being dlone, there is 
greater involvement in decisions. Nepal must assure
that she uses her economic resources as well aspossible to Improve the prospects for economic devel-
opment. 

We emphasized the process of economic liberali-
zation not because It was taught to us as a theoretical 
construct that works in the US and therefore must be
applied universally, but because it makes sense, and
Is vitally necessary for Nepal's development.

The Panchayat's emphasis on crony capitalism
where who you knew was more important than pro-
ductive skills, abilities or ideas, worked against devel-
opinent. Its lack of development and lack of a sense
that progress was possible was palpable.

What did the change to economic liberalizationbrig ?abilities. 
bring ?Simplified licensing and registration opened the
floodgates of new businesses of all sizes, but especially
small businesses. and businesses owned bv women,Finally these businesses could become legItlimate and
thus qualil for loans and other foins of sLpport. This was a benefit of economic liberalization. But the bu-
reaucracy appears to be reversing some of the gains of
simplification and thus we must seek further simplifi-
cation. 

Financial sector refonn increased the number of 
commercial banks, and allowed for the rapid develop-
ment of new financial institutions. This Increase Incompetition Increased the flow of money to private
businesses. But more than that. the better banks have
begun developing innovative programs to service cli-
ents previously discriminated aganist. The changes Inpolicy permitted the establishment of Grameen Bank
clones that provide credit for the poorest rural women,
This was a benefit of economic liberalization,

Privatization took public sector companies that 
were moribund, drains on theTreasurvand harmful tofarmers, and sold them to private businesses. We can
all take pride that the process was transparent without 
even a hint of corruption. Few countries have imple-
mented privatization as well as Nepal. But more impor-
tant the result was more investment, more production, 
more exports, more overnm ent tax revenue, and allthis without a reduction in employment (in fact. some
have begun to hire new people). This proaram's suc-

THOUGHTS 
- Neal P.Cohen 

cess has been noted around the world. Is there anyone who could arpue that Government should 
a paper factory? a brick and tile company ? The

benefits to the poor of the new investment In these.and other companies is clearly visible. But the proc­
ess was not completed.

Many forget how difficult and capricious it was 
to secure foreign exchange before it was liberalized.
Now any business person. not Just some one with
connections, or some one with money to burn. can
walk Into a bank and secure the foreign exchange
needed for trade purposes. How much better the 
system will be when the same applies to all transac­
tions. 

The capstone, and the most Important ele­
ment. Is tax reform. The Nepali system of taxation
discourages Innovative business people: the
unpredictability of taxes makes rational investment
planning Impossible amd thus reduces investment.
The corruption in taxes makes the system grossly
unfair. benefitting those with power, and those seek­
ing quick gains. Further, the meager resources avail­
able through the current system has made Nepal too
dependent on foreign donors. Nepalies don't deter­
mine the nature of development now, but foreign
donors decide what they the donors. will fund. The 
programs desired by the Nepali people, often more
worthwhile, cannot be implemented because there is 
no money. It is time for Nepal to begin to stand on Its 
own feet and become economically independent.

The success of liberalization would not have
been possible without the incredible talents of the
Nepali private sector. These innovative people. will­
ing to risk their own money, possess the ideas and
talent necessary to help the country become richer.
But government policy has usually thwarted their 

and encouiraged less production oriented 

activities. The onfuture of the country depends
encouraging the productive investment of the Nepali
business community.

Without nourishingsmaller Nepali businesses.
and the new women-owned businesses, the fruits ofliberalization will not flower. USAID must make sure 
our assistance does not create donor-dependent
enterprises, or those that cannot flourish In a com­
petitive environment. A trait of Nepali business peo­pIe will, and have. donated their time to help others.

We shall help to capitalize on that. Most of the skills
 

shall he to capit ae ost ote sllsneeded by the new business people arc already
possessed by other business people here. We shall

hell) to tap those 
resources to create sustainable 
development.

That there is a link between economic and
political freedom Is not in doubt. Political democracy
cannot flourish In an economically controlled soci­ety. Similarly, people In an economically liberal envi­
ronment will become richer faster than those In astate dominated environment. It does not take long
for people who are used to making their own eco­
nomic decisions to demand the sameriht politicall.y
How long it may take for one to lead to the other. orwhether economic of political freedom ought to come 
whether eono blc epal need om o t t 
 as 

first, is debatable. Nepal needs both, not just as
words to be said, but concepts to be implemented. 
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I. ADMINISTRATIVE DATA
 

Reporting Period: April 1, 1995 - June 30, 1995 
BOA Number: ANE-0015-B-00-1019-00 
Delivery Order Number: 12 
AID Project Office: G/EG/SMIE (R. Mitchell, 300 SA-2) 
AID Office funding delivery order:
 

Democracy and Governance
 
AID Office project: Institutional Reform and the Informal
 

Sector (IRIS) Project
 

II. PERFORMANCE INFORMATION
 

1. Project purpose summary statement:
 

A. Project Purpose
 

The objective of the IRIS-Russia Project's
 
Commercial Law Reform Initiative is to assist and
 
train Russian law makers, judges, and legal

practitioners at the Federation level as they
 
develop the components of a commercial law regime

essential for Russia's transition to a market
 
economy. Specifically, 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.
 

B. Relationship to USAID Program Strategy
 

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
 
legislation, but will also emphasize the broader
 
economic and market principles that form the
 
foundation of an effective commercial law regime.

Additionally, IRIS will encourage Russian policy
 
makers and draftsmen to open the legislative
 
process to include input and discussion from
 
private sector groups most affected by the laws.
 
Finally, IRIS recognizes the critical role Western
 
advisors play in the reform process. They should
 
not, however, attempt to dictate the reform agenda
 
or take the place of Russian draftsmen. Therefore
 
the foreign assistance component of Russian legal

reform should be less and less visible as local
 
experts and political leaders lead and complete the
 
process. IRIS will provide policy makers with the
 
tools necessary to accomplish this task.
 

C. Progress toward Project Purpose
 

i. Civil Code.
 

On 01 January 1995, Part I of Russia's new
 
Civil Code went into effect. Identified by

President Yeltsin as the "economic constitution of
 
the Russian Federation," the Code establishes
 
fundamental principles of civil and commercial law.
 
Part I contains the general provisions of civil
 
law, including sections on corporations, property
 
rights, contracts, and secured transactions.
 

Although not a cure-all to Russia's economic
 
problems, this commercially modern Civil Code is 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-effective system of debt
 
recovery -- a significant improvement over the 
current Russian Law on Pledge of 1992. The Code
 
will also serve as a sword against the
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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 Private 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
 
only with the drafters but conducted talks and
 
lectures on issues raised in the text with groups
 
of officials, judges, lawyers, and business people;
 
and 3) briefings by the RCPL and IRIS were
 
organized for similar groups. Efforts to implement
 
the new law have been promoted through activities
 
such as the EBRD/IRIS/Supreme Arbitration Court
 
Conference on Secured Commercial Lending. This
 
event targeted practical aspects of using the new
 
Code for an audience of judges, lawyers,

businesses, and parliamentarians.
 

With the introduction of Part I, the Research
 
Center and IRIS are now directing their attention
 
to the second part of the Code, due to be presented
 
to the State Duma in July 1995. The Duma is
 
scheduled to begin reviewing Part II this summer
 
and hopes to enact it before the parliamentary
 
elections at the end of the year. Part II will
 
contain more detailed provisions of commercial law,
 
including the law of sales, banking transactions,
 
leasing, torts, intellectual property, and
 
inheritance.
 

During the reporting period, IRIS and the
 
Research Center for Private Law conducted a series
 
of workshops on selected chapters of Part II. The
 
topics covered over a two-week period in May were:
 

* Banking Transaction 
* Inheritance 
* Franchising 
* Commercial and Residential Leasing and Rent 
* Intellectual Property 
* Insurance 

IRIS and the Research Center targeted these
 
specific issues in Part II because American law
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offers important lessons in these areas that differ
 
from European law which the drafters have carefully
 
studied. Additionally, the drafters had more
 
unresolved questions with respect to these chapters
 
than others in Part II.
 

IRIS assembled a team of western legal experts
 
drawn from academia and private practice, including

lawyers working in Russia, to conduct these
 
sessions. The Russian side included not only those
 
responsible for drafting the particular chapters,
 
but also officials in charge of reviewing the
 
document on behalf of the government and
 
parliamentary staff members engaged in the
 
legislative review process.
 

In addition to organizing these workshops,
 
IRIS solicited commentaries on the entire text of
 
Part II from over 15 western law firms, as well as
 
accounting firms and other USAID-funded
 
organizations engaged in legal reform. Foreign law
 
firms and businesses operating in Russia, because
 
of their dual knowledge of western and Russian
 
commercial law and practice, are perhaps the best
 
equipped to identify specific shortcomings in
 
legislation. Their comments have been translated
 
into Russian and distributed to the Research Center
 
to assist them in revising the draft Code.
 

ii. Secured Commercial Lending.
 

In market economies, the institutional
 
framework of clear laws, fast and inexpensive
 
self-enforcement procedures--supported by the
 
judicial system--and collateral 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 to their fears of
 
inflation than to fears they will not be repaid.
 
Therefore, the ability particularly of small and
 
medium size enterprises (SMEs) to borrow in order
 
to expand their businesses will not improve
 
substantially even when inflation is eventually

brought under control. The creation of legal and
 
institutional mechanisms to ensure credit repayment
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is thus one of the most important reform
 
initiatives in the transitionary process.
 

Among the legal and institutional
 
prerequisites for a viable system of commercial
 
lending are an effective law on secured
 
transactions and easily accessible property

registries. IRIS has worked with the drafters of
 
the Civil Code to incorporate an improved

collateral law into the new Code. However, the
 
Russian government has paid little attention to
 
registration issues, except in the area of real
 
property.
 

In order to focus greater attention on the
 
existing barriers to financial lending, IRIS co­
sponsored an International Conference on Secured
 
Commercial Lending in the CIS on November 4-5, held
 
in Moscow at the Supreme Arbitration Court of the
 
RF. Additional sponsors included the European Bank
 
for Reconstruction and Development, the Inter-

Parliamentary Assembly of the Commonwealth 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 legisiotion 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 speakers reviewed secured lending

laws and practice in Russia, the CIS, and western
 
market economies. In the afternoon, panelists

discussed specific elements of secured
 
transactions, such as property, enforcement,
 
insolvency, and registration. On Day Two, the
 
audience participated in analyzing a hypothetical
 
secured transactions deal.
 

The Conference was a huge success, attracting
 
almost 200 people from over 90 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 Uzbekistan.
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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 Summer.
 

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 Code has changed
significantly since then, thus necessitating a 
revised edition.
 

IRIS and the Research Center selected editors
 
and translators to update the Russian-language UCC.
 
The editor, a prominent Russian judge, was one of
 
the original translators of the 1960s edition.
 
During the reporting period, the majority of the
 
translation was completed. The text will be edited
 
and published in September 1995. The final product
 
will include introductions by Prcfessors Robert
 
Summers and James White, authors of the most widely
 
used hornbook on American commercial law, and by
 
the Russian editor.
 

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

iv. Forums on Commercial Law and Economics
 

Russians recognize the importance of the
 
economic underpinnings and incentive structure that
 
a commercial law regime should reflect. In order
 
to enhance this understanding, the IRIS Center, in
 
cooperation with assorted Russian institutions, has
 
organized an on-going program of workshops,

seminars, and lectures on the concepts central to
 
the establishment of an effective commercial 
law
 
system, including commercial law and practice,

market economics, and the rule of law.
 

Specifically, IRIS has sponsored a lecture at
 
the High Arbitration Court on American perspectives
 
on the draft Russian Civil Code by Professors
 
Summers and White. IRIS has also run seminars for
 
both faculty and students at Moscow State
 
University Law School on banking and securities
 
law, on legal developments for Peace Corps

volunteers, and on collateral law for 
Russian
 
credit officers. Additionally, IRIS
 
representatives have delivered speeches on topics
 
such as law reform, contract performance, foreign

investment, commercial dispute resolution, 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 Code to western audiences.
 

Additionally, IRIS is working to establish 
a 
Business Law Roundtable at which the ultimate 
consumers of law -- entrepreneurs, bankers, and 
lawyers -- can meet with the drafters of commercial 
legislation to discuss the effects of prospective

laws on economic activity prior to enactment.IRIS
 
and the International Lawyers Group in Moscow
 
('ILG") have invited the drafters of the Code
 
section on legal entities at the ILG's next monthly

meeting in July to explain and discuss the Civil
 
Code provisions on shareholders' liability

(Articles 56 and 105), which have caused some
 
concern among foreign investors.
 

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
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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. In particular, IRIS hopes to set up a
 
training course for judges from across Russia to
 
raise their level of understanding of securities
 
legislation, which is especially important now that
 
the new Russian Federation Law on Securities Market
 
is scheduled to come into effect this summer or
 
early fall at the latest.
 

D. Lessons Learned
 

i. Opening the Governing Process.
 

Traditionally, the Russian governing process
 
is not open to input from those most effected by
 
the decisions. For instance, the parliament does
 
not hold public comment sessions in which business
 
leaders can express their concerns about pending

legislation. To help reverse this practice, USAID
 
projects should endeavor to expand public access to
 
the decision making process. This can be
 
accomplished in a number of ways: organizing

conferences or roundtable discussions among key
 
government officials and private sector groups,
 
disseminating drafts of laws; and publishing
 
articles in the press.
 

IRIS has played an important role in opening
 
the legislative process with respect to the Civil
 
Code, disseminating drafts to Russian and Western
 
government officials and businesses and encouraging
 
their comments. IRIS has also organized briefings
 
on the Code by drafters and western experts for
 
groups of lawyers, judges and parliamentarians, and
 
entrepreneurs.
 

During the reporting period, the May 1995
 
workshops on select chapters of Part II of the
 
Civil Code, which IRIS conducted together with the
 
Research Center for Private Law, brought together a
 
broad range of perspectives and interests. The
 
Russian participants included not only those
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responsible for drafting the particular chapters,
 
but also officials in charge of reviewing the
 
document on behalf of the Government and
 
parliamentary staff members engaged in the
 
legislative review process. For instance, officials
 
from the "notary" department of the Ministry of
 
Justice were invited at the inheritance workshop to
 
get acquainted with the draft section 
 on
 
inheritance at a relatively early stage of the
 
legislative process, and express their concerns on
 
the basis of their profound knowledge of the
 
current organization and functioning of the
 
"notary" in Russia. Also, parliamentary staff
 
members were invited to the banking workshop, to
 
indicate what political resistance may be expected

from the parliament with regard to the chapters on
 
banking transactions. With the assistance of
 
Professor James J. White, the drafters and
 
parliamentary staff members used the opportunity to
 
work out solutions that will be both politically

acceptable and supportive of banking practice.
 

ii. Russian Driven Process
 

Reforms, to be successful, must enjoy

indigenous support and be locally generated. So
 
while western advisers can play an important role
 
in the reform process, they should not play a
 
primary role. Moreover, assistance should be
 
targeted toward enhancing Russian capacity to
 
initiate and complete the needed changes because in
 
future they will have to do so independent of
 
foreign assistance. Likewise, westerners will not
 
always agree with the decisions or timetables
 
chosen by the Russian government. Nevertheless, the
 
objective should be to help create the best Russian 
law, taking account of the full local context -­
political, cultural, economic -- and not simply
 
attempt to impose the best western solutions. That
 
approach has been tried during the transition,
 
across Russia and Eastern Europe, with little
 
success.
 

Bearing this in mind, IRIS has not engaged in
 
drafting per se. Rather, IRIS has worked with the
 
Russian drafters to enhance their understanding of
 
the economic and commercial law principles
 
underlying their Civil Code and to improve their
 
capacity to write good laws.
 

The May 1995 workshops on selected chapters of
 
Part II of the Code were therefore not limited to
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an article by article commentary, but also served
 
to provide the drafters with useful background
 
information on U.S. experience in regulating and
 
implementing the selected areas of law. The U.S.
 
experience may help the drafters to anticipate

future developments and identify the gaps in the
 
current draft. This approach was particularly
 
useful with regard to the Code chapters on
 
insurance, franchising, inheritance and banking.
 

iii. 	Coordination Among Donor Organizations And
 
Contractors
 

Many different donor organizations and
 
contractors are working on overlapping issues.
 
Coordination among them is critical, less they end
 
up either duplicating each other's activities or,
 
as is too often the case, working at cross
 
purposes.
 

IRIS has coordinated its Civil Code efforts
 
closely with other organizations working on related
 
matters. During the reporting period for instance,

IRIS has invited the Urban Institute; which is
 
working on leasing and mortgage issues, and the
 
Financial Services Volunteer Corps (FSVC), which is
 
studying banking law, to attend its Civil Code
 
workshops on leasing and banking, respectively. In
 
addition, IRIS has provided documentation to Sibley

International, which is involved in a USAID funded
 
franchising project, and suggested to distribute to
 
the drafters Sibley's comments on the chapter on
 
franchising. IRIS has also worked with the Harvard
 
Institute for International Development (HIID),
 
which is assisting in the development of company

and securities law, to ensure that these laws are
 
compatible with the Civil Code and to strategize on
 
ways to improve both the Code and this supplemental
 
legislation. Finally, IRIS has cooperated with
 
ARD/Checchi in advising the Inter-Parliamentary
 
Assembly of the CIS on the Model Civil Code.
 

iv. 	 Implementation
 

The major impediment to the development of a
 
functioning legal system in Russia is the
 
implementation and enforcement of laws. The best
 
written legislation is useless if the courts are
 
not properly trained to interpret and apply it. In
 
turn, highly qualified judges are ineffectual if
 
their decisions are not enforces. Much attention
 
has been focused recently on drafting laws. Equal
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if not greater effort must be devoted to the more
 
time-consuming, difficult, and costly issue of
 
institutional reform, particularly in the areas of
 
judicial training, enforcement of judgements, and
 
administrative reform.
 

While it has assisted the Russian government
 
develop the new Civil Code, IRIS has simultaneously
 
worked on implementation. organizing an
 
international conference on the practical and legal
 
aspects of the secured commercial lending issued
 
raised in the Code. additionally, IRIS has trained
 
chief judges from over a dozen federal and regional
 
commercial courts to understand better the legal

and economic principles at the heart of the new
 
Code. Certainly, more work needs to be done on
 
implementation. Further legislation will be
 
required to effectuate the Civil Code fully.

Significant training is necessary to build the
 
judiciary's capacity to enforce contract and
 
property rights.
 

2. Progress report
 

A. Technical Implementation'
 

Activities Planned for Current Explanations (Problems,

Reporting Quarter Status steps to resolve, etc.
 

Status of activities as defined in the delivery order.
 

1i
 

1* 



1. Civil Code
 

a. IRIS Workshops on 1 Ran Drafting Workshops

Civil Code, Part II, over a two-week period in
 
Moscow. Sections covered: May 1995. American
 
Banking Transactions; experts, drawn from both
 
Inheritance; Franchising; law firms and law
 
Commercial and schools, focused on
 
Residential Leasing; select articles from Part
 
Intellectual Property; II.
 
and Insurance.
 

b. Translation and 1 IRIS had draft of Part II
 
Dissemination of Civil translated and
 
Code, 	Part II. distributed widely to
 

businesses and law firms
 
in Russia and interested
 
groups in US.
 

c. Analysis and 1 IRIS solicited
 
Commentary on draft Code. commentaries on the
 

entire text of Part II of
 
the Civil Code from over
 
15 western law firms in
 
Russia. The comments
 
were translated into
 
Russian and distributed
 
to the drafters of the
 
Code.
 

d. Articles on new 2 	 Blumenfeld, IRIS-Russia
 
Civil Code. 	 former Director, is
 

drafting article for
 
publication in Journal of
 
High Arbitration Court
 
and western journal.
 
Wissels, IRIS-Russia
 
Commercial Law Project
 
current Director is
 
drafting articles and
 
working papers on
 
selected issues of the
 
Civil Code.
 

e. Briefing on Part I of 2 IRIS has invited the
 
the Civil Code drafters to the monthly
 

breakfast meeting of the
 
international lawyers
 
group to discuss articles
 
56 and 105 of the Code on
 

___ shareholders' liability. 
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2. Secured Commercial 
Lending. 

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

2 EBRD and IRIS are 
preparing the Conference 
proceedings for summer 
publication. 

b. Report on collateral 
law in Russia. 

1 IRIS-Russia prepared a 
report on collateral law 
in Russia for inclusion 
in survey of collateral 
law in Central Europe, 
compiled by IRIS-Poland 
Project. 

c. Chapter on collateral 
law in Russia. 

2 Wissels is co-author of 
the chapter on Russia in 
the book "Security and 
other Credit Enhancement 
Methods", which will be 
published by Kluwer Law 
International later this 
year. 

3. Uniform Commercial 
Code. 

a. Translation, Editing, 
Introductions, 
Publication. 

2 IRIS, Research Center, 
and editing team 
completing all aspects of 
UCC production. Hope to 
publish in summer/fall. 

4. Forums on Commercial 
Law and Economics. 

a. Conference on legal 
aspects of investments in 
Russia, organized by the 
AIJA (International 
Association of Young 
Lawyers) in cooperation 
with the All Russian 
Association 21 Century 
Lawyers and the German 
Bar Association. 

1 Wissels delivered speech 
on "Introduction to the 
new Civil Code of the 
Russian Federation and 
the IRIS-Russia 
Commercial Law Project" 
to an audience from 
Russian and foreign 
attorneys. 
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5. Judicial Training 

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

2 IRIS is examining 
possible follow-up 
activities for judicial 
training, in particular
with regard to the new 
securities legislation. 

6. Add'l Activities. 

a. International Lawyers 
Association. 

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

b. USAID Rule of Law 
Monthly Meeting. 

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

c. US Government Rule of 
Law Briefing. 

1 IRIS made a presentation 
on the new Civil Code and 
IRIS' role in assisting 
the drafters to over 15 
representatives from 
USAID Mission, US 
Embassy, and various non­
governmental
organizations involved in 
legal reform. 

d. Conferences 1 IRIS-Russia Director 
attended the EBRD Annual 
Meeting; a conference on 
Polish Collateral Law in 
Warsaw; a conference on 
leasing in Moscow. 

e. CIS Model Civil Code 

L _ 

1 

_ 

IRIS representatives 
attended the CIS Model 
Civil Code working group 
in Petersburg in April. 
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Current Status Key:
 
(1) Action Completed
 
(2) Action in process
 
(3) Action delayed
 
(4) Action cancelled
 

Planned Activities for
Next Quarter 


1. Civil Code
 

a. Support to Research 

Center for Private Law 

during legislative
 
drafting and legislative
 
debate on issues of major
 
concern to the
 
parliamentarians
 

b. Seminars and training 

on new Russian Securities 

legislation. 


c. Articles on new Civil 

Code. 


d. Translation and 

publication of 

commentaries on selected 

issues of the Civil Code
 
by the drafters
 

e. Distribution of the 

Civil Code to Russian and 

foreign jurists and
 
businessman and women
 

2. Secured Commercial
 
Lending.
 

a. Publication of 

proceedings of Conference
 
on Secured Commercial
 
Lending.
 

3. UCC
 

a. Finish all aspects of 

project. Publish. 


Estimated
Completion
Date
 

Summer -

Fall 


Summer -

Fall 


Summer 


Summer -

Fall 


Summer 

Fall
 

Summer 


Summer -


Fall 


15
 

Entity Responsible for
Action
 

IRIS-Russia/Research
 
Center for Private Law
 

IRIS-Russia/IRIS
 
Center/Resource
 
Secretariat
 

IRIS-Russia/IRIS
 
Center
 

IRIS-Russia/IRIS
 
Center/Research Center
 
for Private Law
 

IRIS-Russia
 

IRIS/EBRD
 

IRIS-Russia/Research
 
Center for Private Law
 



4. Forums on Commercial 
Law and Economic. 

a. Business Law 
Roundtable sponsored by 
IRIS in conjunction with 
the International lawyers 
Group - Discussion with 
drafters of the Civil 
Code chapter on legal 
entities on shareholders' 
liability under Articles 
56 and 105 of the Civil 
Code. 

July IRIS/ILG 

5. Judicial Training 

a. Possible follow-up to 
US training program. 
Possible training and 
teaching program for 
judiciary on the new 
Russian Federation Law on 
Securities Market 

Summer 
Fall 

- IRIS-Russia, IRIS-
Center, AED, Resource 
Secretariat 

6. Additional 
Activities. 

a. International Lawyers 
Group. 

on-going International Lawyers 
Association. 

b. USAID Rule of Law 
Contractors Monthly 
Meeting. 

on-going USAID Rule of Law 
contractors. 
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B. Prolect Administration
 

Activities Planned for 

Reporting Quarter 


Registration 


Open Russian Bank 

Account. 


Move into new offices. 


Install Satellite Line. 


Hire 

Administrator/Accountant. 


Hire new program manager 

for Commercial Law II 


Hire Russian Lawyer, 

short term. 


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

Current 

Status 


3 


3 


1 


4 


3 


1 


3 
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Explanations (Problems,
 
steps to resolve, etc.)
 

Accreditation with
 
Russian Chamber of
 
Commerce is put on hold
 
in view of the creation
 
of the new Russian Bureau
 
for International
 
Humanitarian Aid and
 
T'Vchnical Assistance of
 
the Government of the
 
Russian Federation
 
("Bihata"). Will seek
 
accreditation with Bihata
 
as soon as procedures are
 
known.
 

Will open upon completion
 
of registration orocess.
 

Office move fully
 
completed.
 

Present phone system
 
deemed sufficient for
 
current needs.
 

Decision on
 
administrator-accountant
 
postponed.
 

Dutch lawyer, hired and
 
trained as new program
 
manager. Financial and
 
administrative
 
responsibilities
 
transferred to new
 
manager and to managers
 
of other IRIS-Russia
 
projects in Moscow.
 

No Russian lawyers hired
 
at this time.
 



Planned Activities for Estimated Entity Responsible for
 
Next Quarter Completion Action
 

x QDate
 

Accreditation. Delayed 	 IRIS-Russia/IRIS
 
Center/Bihata
 

Open Bank Account. Delayed 	 IRIS-Russia/IRIS
 
Center
 

Hire American Lawyer/law Summer - IRIS-Russia
 
student at Junior Fall
 
Associate level
 

3. Outstandincr problems and issues and intended steps toward
 

resolution
 

N.A.
 

III. FINANCIAL DATA
 

See Appendix I.
 

IV. ATTACHMENTS
 

1. Civil Code
 

a. Three-page Report on the Workshops and Commentary on Part
 
II of the Russian Civil Code;
 

b. Agenda of the May Workshops on Part II of the Civil Code);
 

c. Summaries of the May Workshops on Banking Transactions,
 
Inheritance, Franchising, Commercial and Residential Leasing
 
and rent, Intellectual Property, and Insurance;
 

d. Background Briefings prepared by IRIS - Russia on: (i)
Agency, Commission Agency And Franchising In the Russian 
Federation; (ii) Inheritance Law in the Russian Federation; 
(iii) Leasing in the Russian Federation; (iv) Intellectual
 
Property Law in the Russian Federation; and (v) Insurance law
 
in the Russian Federation. (Not attached. Available upon
 
request from IRIS-Russia or IRIS Center.);
 

e. Commentaries from law firms and accounting firms operating

in Russia on Part II of the Civil Code: i) Comments on
 
Chapter 30 on Purchase and Sale by Steptoe and Johnson; (ii)

Comments on Chapters 30, 31, 32 on Sale and Purchase, Barter
 
and Gift by Latham and Watkins; (iii) Comments on Chapters 41
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- 48 on Banking Transactions and Agency by Skadden & Arps;
(iv) Comments on Chapter 49 on Franchising by Deloitte and
 
Touche; (v) Comments on Chapter 35 on Residential Lease by The
 
Urban Institute; (Not attached. Available upon request from
 
IRIS-Russia or IRIS Center.)
 

f. Memorandum on the Draft Law " On the State Registration of 
Rights to Immovable and Real Estate Transaction" by Corinna
 
Wissels;
 

g. Memorandum on The new Civil Code and Legal entities -
Directors', Shareholders' and Parent Liability" by Corinna 
Wissels; 

h. An introduction to the Civil Code of the Russian Federation
 
and the IRIS-Russia Commercial Law Project by Corinna Wissels,
 
congress material of the AIJA Congress on Legal Aspects of
 
Investment in Russia, June 22-25, 1995;
 

i. IRIS - USAID Briefing Paper: Russia Enacts New Civil Code
 
With USAID Assistance, dated June 1, 1995;
 

2. Secured Commercial Lending
 

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

3. AIJA Conference on Legal Aspects of Investments in Russia
 

a. Conference Program
 

V. ANNEXES
 

N.A.
 

VI. APPENDICES
 

Appendix I: Financial Data
 

#3 C:\WPS I\IRIS\REPORTS\QR'r8.RiT 
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Research Center for Private Law-IRIS
 

Workshops and Commentary on
Part II of the Russian Civil Code
 

Report
 

May 1995
 

With the introduction of
Code, the Part I of the new Russian Civil
Russian government 
is now focusing 
on drafting the
second part, which it will officially present to the State Duma
within 
the next few weeks. 

reviewing Part 

The Duma is schedul d to begin
II this summer and 
hopes to enact
parliamentary elections at the end of the year. 
it before
 

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
or contracts. 
 Part II will cover specialty areas of commercial
and civil law, divided into four major sub-parts:
 
(1) Individual Types of Obligations (Specialty Contracts)
(2) 

(3) 

Exclusive Rights (Intellectual Property)
Law of Inheritance (Succession or Wills and Estates)
(4) Private International Law (Conflicts or Choice of Law)

The largest section, on Individual Types of Obligations, inc.udes
chapters 
on Sales and

Insurance, Personal 

Purchase, Banking Transactions, Lease,
Injury (or Torts) 
, and Franchising, amongmany others.
 

President 
Yeltsin has authorized 
the Research Center for
Private Law attached to the President of the Russian Federation
to coordinate 
the drafting of 
the Civil Code. The 
Research
Center has assembled a working gzoup composed of some of Russia's
best civil lawyers drawn 
from all 
 branches 
of
Organizations participating in the drafting project 
government.
 

Supreme Arbitration Court, include the
the Ministry of
Duma Justice,
and Federation the State
Council, 
 the International
Arbitration Court cf the Chamber of Commerce and Industry of the
RF, Moscow State University's Law Faculty, the Institute of State
 

Commercial
 

and Law of the Russian Academy of Sciences, and the Institute of
Legislative and Comparative Law under the Government of the RF.
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With support from the United States Agency for International
Development (USAID), the Center for Institutional Reform and the
Informal 
Sector (IRIS), an affiliate 
of the University of
Maryland, has been assisting and advising this working group as
it has developed Parts I and II of the 
new Russian Civil Code.
 
In May 1995, 
IRIS and the Research Center for Private Law
conducted a series of 
workshops on 
select chapters of Part II.
The topics covered over a two-week period were:
 

*Banking Transactions
 
*Inheritance
 
-Franchising

*Commercial and Residential Leasing and Rent
*Intellectual Property

*Insurance
 

IRIS and the Research Center targeted these specific issues in
Part II because American law offers important lessons in these
areas that differ from the European law which the drafters have
carefully studied. 
 Additionally, 
the drafters
unresolved questions with respect to these chapters than others
 
had more
 

in Part II.
 

IRIS assembled a team of western legal experts drawn from
academia 
and 
private practice, including 
lawyers working in
Russia, to conduct these sessions. 
The Russian side included not
only those responsible for drafting the particular chapters, but
also officials in charge of reviewing the document on behalf of
the Government and parliamentary staff 
members engaged in 
the
legislative review process.
 
The results 
of the session
effectiveness of the Workshop. 

on Banking illustrate the
 
draft, banks could not 

Under an earlier version of the
change 
the interest
Professor rate unilaterally.
White stressed that this 
would
detrimental to have proved highly
the development of 
an effective banking system,
particularly in a high inflation economy where banks must react
quickly 
to market changes. Moreover, a law
potentially have led such could
to bank failures. Following advice from
IRIS expert James J. White of 
the University of Michigan, the
drafters 
included important 
new provisions
banks which will
to offer floating, enable
 as well as, 
 fixed interest-bearing

accounts.
 

The representatives 
 from the 
 State Duma
Parliament would resist this rerjrm out of concern for consumers.
 
feared 
 the
 

In response, 
White explained the pro-consumer aspects
freedom 
of 
 contract provision for both the 
of this
 

drafters
parliamentarians to relate to their colleagues in the Duma. 
and
 
He
noted that bank failures would force the government to engage in
an expensive bailout 
or, if 
it lacks funds to do
likely, would result so, as is
in consumers 
losing 
their deposits. The
parliamentarians accepted this point and agreed to press 
it in
the State Duma, in hopes of resolving the political issue while
maintaining the important new provision on interest rates in the
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final version of 
the Code.
 

Some further examples of important changes that emerged from
the workshops are 
summarized below:
 

Inheritance: 
 The drafters agreed to permit execution
of 
wills despite the testator's failure to adhere to
all formalities, an 
important change as 
wills become
a key vehicle for protecting property rights.
 

Franchising: 
 The drafters agreed to consider allowing
the franchisor 

prices, 

the right to maintain control over
within 
 limits 
 set by anti-monopoly
legislation, accepting 
the argument that 
price is a
critical part of the franchise's identity.
 
Leasing: 
The drafters agreed to differentiate between
minor and major defects as 
grounds for termination of
a lease contract and 

lieu of 

to expand on tenant remedies in
termination. 
 Failure 
to adopt this 
change
would have created distortions in 
the commercial
residential leasing market. 
and
 

Intellectual 
Property: 
 The drafters agreed 
that
trademark protection should extend beyond the 
strict
class of goods in which a trademark is registered to
other similar classes. 
 For example,
registered a trademark
for jeans would be enforced against
unauthorized its
use on shoes if 
 such use 
would be
confusing 
to the consumer. 
 This change not only
expands the intellectual property protection afforded
under Russian law, but it also reduces firms' costs by
relieving them 
of the need to register in multiple
classes at significant extra cost.
 

Insurance: 
 The drafters agreed to include
definition a general
that will permit new forms 
of insurance
without requiring new legislation. 
 This flexibility
is very important given 
the speed with which the
Russian insurance industry is growing.
 
The attached workshop summaries provide further details on each
of the six sessions.
 

In addition to 
organizing these workshops, IRIS solicited
commentaries on the entire text of Part II from over 15 western
law firms, as well as 
accounting firms
organizations engaged 
and other USAID-funded
in legal reform. Foreign law
businesses operating in Russia, because of their dual knowledge
of western and Russian commercial law and practice, are perhaps
the best equipped to 


firms and
 

identify
legislation. specific shortcomings in
Their comments will be distributed to the Research
Center to assist them in revising the draft Code.
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Research Center for Private Law-IRIS
 

Schedule for Workshops on Part II of the RF Civil Code
 
May 11 ­ 19 1995
 

Location: 
 IRIS-Russia, ul. Ogareva 5, Bld. 3, 
Fl. 3

Time: 10:00 
- 16:00, daily
 

(Lunch: 13:00)
 

1. 
Banking Transactions 

May 11
 

Professor James White, University of Michigan
Professor Edward Halbach, UC Berkeley

Lane Blumenfeld, IRIS
 
Corinna Wissels, IRIS
 
Ina Kurcz, IRIS
Jeannine Roberts, Financial Services Volunteer Corps
 
Dr. S.A. Khokhlov, Research Center for Private Law
Dr. N.G. Demidova, Ministry of Justice
Dr. S.V. Vinogradov, State Duma
Dr. A.V. Pelevich, State Duma
 

2. 	Inheritance/Law of Succession 

May 12
 

Professor Edward Halbach, University of California at Berkeley
Lane Blumenfeld, IRIS
 
Corinna Wissels, IRIS
 
Ina Kurcz, IRIS
 

Dr. O.M. Kozyr, Research Center tor Private Law
Dr. G.E. Avilov, Institute for Legislative and Comparative Law
Dr. R.A. Khalfina, Institute for State and Law
Dr. P.V. Krashenninkov, Ministry of Justice
Dr. V.M. Bunin, Ministry of Justice
Dr. I.B. Ponomirova, Ministry of Justice
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3. 	Franchising 

May 15
 

Geoffrey Mitchell, Voris, Sater, Seymour & Peace, Wash., 
DC
Kenneth Samuelson, Wilkes, Artis, Hedrik & Lane, Wash., 
DC
Marina Rufman, Semmes, Bowen & Se ?.mes, 
Baltimore, Maryland
Lane Blumenfeld, IRIS
 
David Fagelson, IRIS
 
Corinna Wissels, IRIS
 
Ina Kurcz, IRIS
 
Dr. M.I. Braginski, Institute for Legislative & Comp. Law
Dr. G.E. Avilov, Institute for Legislative and Comparative Law
Dr. A.N. Zhilsov, Research Center for Private Law
 

4. 
Commercial and Residential Leasing and Rent 
 May 16
 
Kenneth Samuelson, Wilkes, Artis, Hedrik & Lane, Wash.,
Geoffrcy Mitchell, Voris, Sater, Seymour & Peace, Wash., 

DC
 
DC
Marina Rufman, Semmes, Bowen & Semmes, Baltimore, Maryland
Stephen Butler, Urban Institute
Melissa Platkin, Urban Institute
 

Lane Blumenfeld, IRIS
 
David Fagelson, IRIS
 
Corinna Wissels, IRIS
 
Ina Kurcz, IRIS
 

Dr. G.D. Golubov, Law Firm Legist
Dr. E.V. Kabatova, Institute for State and Law
Dr. P.V. Krashenninkov, Ministry of Justice
 
5. 	intellectual Property 


May 18
 
William Atkin, Baker & McKenzie, Moscow

Lane Blumenfeld, IRIS
 
David Fagelson, IRIS
 
Corinna Wissels, IRIS
 
Ina Kurcz, IRIS
 

Dr. V.A. Dozortsev, Research Center for Private Law
Dr. O.V. Gorodovikov, Legal Department, Government, RF
Dr. E.P. Gavarilov, Plekhanov Academy
Dr. E.A. Pavlova, Publishing House "Top Secret"
 
6. 	Insurance 


May 19
 
Professor Kent Syverud, University of Michigan

Lane Blumenfeld, IRIS
 
David Fagelson, IRIS
 
Corinna Wissels, IRIS
 
Ina Kurcz, IRIS
 

Dr. A.L. Makovsky, Research Center for Private Law
Dr. S.A. Gerasimenko, Supreme Arbitration Court
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MEMORANDUM
 

Summary of Banking Transactions Workshop
 

Introduction
 

The workshop focused on the 
four chapters
transactions in Part II of the Civil Code 
on banking
 

41-44) on 
("the Code") (Chapters
Loan and Credit, Bank Deposits, Bank Accounts and
Settlement of Accounts 
(or Payments).
 

The workshop brought together a broad range of perspectives
and interests, ranging 
from drafters of
parliament members 
the Code to staff of
who will be responsible for reviewing the
draft during legislative hearings beginning this 
summer.
result, the discussions focused, As a


in part, on the political
dilemma of how to get sound banking law enacted given the current
parliament's disposition, 
which favors populist over market­oriented solutions.
 

The workshop was led by Professor James J. White, University
of Michigan, 
 and attended by Professor
University of California at Berkeley; 
Edward Halbach,


Lane Blumenfelu, Corinna
Wissels and Ina Kurcz, IRIS; Jeannine Roberts, Financial Services
Volunteer Corp.; Dr. S.A. Khokhlov, Research Center for Private
Law; Dr. N.G. Demidova, Ministry of Justice; Drs. S.V. VL..ogradov

and A.V. Pelevich, State Duma.
 

The workshop took the form 
of an open discussion
centered around the which
following four issues which concerned the

drafters.
 

1) The balance between the rights and obli-.utions of the
bank and the borrower regarding the borrower's abiixty to cancel
 a credit agreement.

2) The right of 
the bank to change the 
rate of interest
which will be paid on an account.
3) The concept of 
joint responsibility of 
banks for the
settlement/payment of accounts.
4) The obligation of banks to accept all accounts without
inquiring into the 
source of 
the funds.
 

Memorandum by Ina Kurcz 
- May 12, 1995 
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I. 
 Ch. 41 Loan and Credit: Enforcement of the Credit Agreement
 
The main issue presented regarding this chapter is whether
the borrower should be obligated to fully draw on the contracted
loan amount. 
Under the current version of Article 796.2 
(Ch.41,
Art.13.2 English), 
the creditor is obligated to extend the full
contractual loan amount, but the debtor has the right to refuse
to receive credit in full 
or in part. Furthermore, there is
sub-issue of whether Article 796 is flexible enough to allow the

a
 
parties to contract out of its provisions.
 

These issues stem from the conceptual question of whether
the Code should be detailed and specific or whether
decisions should be left many
to the discretion of
parties. the contracting
Dr. Khokhlov presented the view
intended to that the Code is
provide loose guidance to be 
further developed in
specific banking legislation, but should also include specific
norms that operate in 
cases 
where the contract has failed to
specify otherwise and that protect consumers.
 

Professor White questioned the need to
on drawing the full codify regulations
line of credit, and explained that in the
U.S. this issue is 
addressed solely by contract.
borrower's right Normally, a
to refuse 

contract and is 

a line of credit is established by
secured by the payment of a fee to the lender.
He concluded that Article 796.2 is acceptable as written because
it 
is provides flexibility to allow the parties to require the
borrower by contract to draw on the full line of credit.
 
II. Ch. 42 Bank Deposit: 
 The Right to Change the Rate of
Interest
 

Discussions under this chapter focused on the right of the
bank to change the rate of interest on demand deposit accounts.
Under Article 803 (Article 5.2 English) of the 
current draft,
a bank may change the rate of interest with one month's notice
unless provided otherwise by contract, 
thereby creating the
possibility of both fixed and flexible interest-bearing accounts.
 
The inclusion of 
this provision is noteworthy because it
demonstrates the influence that Western scholars have had on the
drafting process 
 a:-.earlier version of
during the draft discussed
IRIS-led 
 '::-hops in November 
1994
issue. As a res _ 

was silent on thecf IRIS' advice that the earlier draft would
be detrimental to che development of sound banking, the drafters
agreed to the new section.
 

Unfortunately, Article 803 may not 
pass through the State
Duma unchanged because 

First, 

of two potential political problems.
there are parliament members

provision inadequately 

who will argue that the
protects the 
interests 
of consumers.
Reversing the Code provision, such that the right to change the
interest rate may be established by contract, may be an adequate
solution to meet 
this level of opposition.
 

The second complaint is that 
there 
are no limits to the
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amount of 
variation 
in the interest 
rate. Professor 
White
presented the legal/political argument that distorting the market
by overly constraining the right to change the rate of interest
may result in 

Savings 

a crisis similar to that which occurred with the
and Loan Associations 
in the U.S. He noted
Russian government would then need to 
that the
 

engage in a large
bailout scale
for which it is unlikely to have the 
funds. Thus, he
argued, changing the 
text could harm, not help 
consumers
argument that -- anmay not 
prove effective
debate. during parliamentary
He also proposed the practical solution of indexing the
rate of change the
to inflation 
rate or to
figure, such as a more tangible
the discount rate of the Central Bank.
 
III. Ch. 43 
- Bank Account: 
 Public Contract and the Withdrawal
 
of Funds
 

A. Although 
the concept of a 
bank account
contract" as a "public
has been the subject 
of lengthy discussions during
workshops in Leiden with IRIS, the issue was touched upon briefly
again. Public contract is a term of art set forth in Article 426
of Part 
I of the new Civil Code. 
 In brief, the fundamental
principles of the concept are that a commercial organization may
not give preference to any one person over others with respect
to the conclusion of the contract, the conditions of the contract
must be the 
same for all persons, and a commercial organization
may not refuse to conclude the contract if it is has the capacity
to provide the 
consumer with the services.
 

The drafters believe that the conflict with the principle
of the freedom of contract must be resolved in this way in order
to prevent the monopolization of access to banks.
of Russia, outside of In some areas
the major metropolitan areas, there may
only be one bank available. 
If that bank is permittEd to refuse
to open an account for an individual or legal entity, that person
or organization 

business. 

could not legally or practically engage in
Although the limited number of banks should only be
a transitional 
problem that 
will be resolved as the banking
market develops, the drafters have not been swayed from codifying
these obligations.
 

It 
should be noted, however, that a bank may specialize in
corporate accounts if it is declared in the bank's charter. 
But
if the bank's charter says that it will accept consumer deposits,
the bank may not discriminate between consumers.
have purposefully avoided The drafters

the issue of permitting
require a minimum a bank to
initial deposit to open an 
account. 
 The
Permissibility of the requirement to maintain a minimum balance
has also been avoided because of the sentiment that the decision
should be made by banks on an individual basis.
 

B. Article 820 
(Ch.43, Art.ll English) establishes the order
in which withdrawals are 
to be made from an account when there
are insufficient 
assets to satisfy all the 
claims.
current draft, Under the
court judgments would have the highest priority
followed by the payment of 
taxes. 
 The burden of determining the
priority of the payments would lie with the bank. 
The issues for
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discussion were: 
 1) whether the Code should establish a system
of priority and 2) if so, what that order should be.
 
Professor White explained the practical difficulties of this
system and the importance of a system in which payment orders are
processed swiftly with 
as 
little administration as 
possible -­banks should not be engaged in investigative work to determine
the type of payee.
 

Consequently, the drafters have decided to eliminate this
article, which 
is 

orders. 	

a major change in the approach to payment
The new proposal is that payment orders for which there
are insufficient funds would not
immediately. be paid, but rather returned
The filing system would be maintained, however, for
the processing of execution orders.
 

IV. 	 Ch. 44 Settlement of Accounts
 

A. 	 Approach

This chapter reflects the current 
norms on the settlement
or payment of accounts. 
There are discussions as
system should be 	 to whether the
updated 
to reflect 
the system in other
countries, but there has not been a definitive conclusion.
example, 	 For
the language "client's order" in Article 830 
(Ch.44
Art.6 English) reflects the uniquely Russian system that in order
to make payment by "check," the payor must order the bank to pay
tie creditor directly. Payment orders bear some 
similarity to
Credit Electronic Funds Transfers in the U.S. and are
continue to exist in the future. likely to
Because delays in payment occur
as 
a result of delays in the settlement system, responsibility
for each stage of the process has been codified.
 

B. 	 Joint and Several Liability of Banks
One of the main issues under Chapter 44 is Article 830
(Ch.44 Art.6 
English), 
which establishes 
joint and several
liability of banks for the delay in the performance of a client's
order. 
Under subsection 2, in the event of delay of payment to
a payee, the payor may sue all banks involved in the execution
of the payment order, regardless of liability. Initially all the
banks are deemed collectively responsible.
in this 	 The second sentence
subsection permits deviation from this general rule by
allowing the court to determine individual responsibiJlity where
appropriate. 
 Dr. Khokhlov sought 
support for system of
joint responsibility 	 this

in anticipation 
of objections from the
banking lobby in the State Duma.
 

Professor White disagreed. The normative rule in Articles
3, 4 and 4A of the UCC is that liability is born individually by
the entity responsible for the error. 
Furthermore, the level of
liability is 
dependent 
upon the type of
responsible bank. 	 error made by the
An exception to direct liability which might
provide some 
support is Section 206 of Article 4A of UCC, which
deems the bank the agent of 

transfer. 	

the sender of the electronic funds
Therefore, if there 
is an error in the communication
system, the sender is liable for the delay.
U.S. 	 But, in general, the
system is not consistent with a rule of 
 collective
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liability.
 

It should be noted that 
causes 
for delays in payment are
quite different in the U.S. than in Russia, which accounts for
the different approaches in liability. 
In Western practice, the
beginning or ending bank is 
usually responsible, whereas
Russia it in
is the Central Bank through which all payments must be
transferred which 
causes the delays.
 

Despite the difference in approach, Professor White did not
have strong objections to Article 830 because he did not view it
as a barrier to more delayed legislation on electronic transfers.
 

C. The Role of the Central Bank
Direct liability was considered in the drafting process, but
this raises the additional 
problem of determining liability.
Currently, a legitimate system of determining liability does not
exist. All 
payments must be transferred through 
the Central
Bank. But if, for example, a document is lost the payor must pay
the Central Bank to 
conduct 
a search. Because there is no
objective party with the incentive to determine liability, delays
in payment which are 
due to the actlions 
of the cash settlement
centers of the Central Bank continue. Joint liability for funds
in transit is viewed as a way to hold the Central Bank liable for
its actions. 
It is a legal solution to the institi..tional problem
of an antiquated banking system.
 

Professor White indicated that 
an additional incentive for
the Central Bank to 
correct its system is that business may be
conducted in creative ways so as to 
avoid dealing with the
Central Bank, such 
as payments made via 
foreign electronic
transfers. 
 However, the Russians were quick to point out 
that
the Central Bank is 
also responsible 
for issuing licenses for

banking activity.
 

D. Information Security
A recent presidential decree has 
given the Federal Agency
for Governmental 
Communications and Information ("FAPSI") ,former division of KGB,the the right to access all data
a
 

transmitted in Russia. 
 Furthermore, any encryption software or
hardware device that has not been approved by FAPSI is considered
illegal. Thus the
far Presidential Decree does not 
apply to
banking transactions, however, 
there is a danger that all
commercial information passing through the Central Bank may be
affected. 
During the course of the discussion, it was noted that
a similar 
debate is ongoing in the 
U.S. because the U.S.
government does not favor the existence of security systems which
it cannot access.
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V. Conclusion
 

Generally, the Russians agreed with Professor White's advice
on the draft. Nevertheless, they acknowledged that in some cases
they fear the parliament will reject the best legal, pro-market
solutions out 
of concern 
for consumers. 
 IRIS worked with the
drafters 
to develop solutions that will 
be both politically
acceptable and supportive of banking practice.
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MEMORANDUM
 

Summary of Inheritance Workshop
 

May 12, 1995
 

Introduction
 

The workshop focused on inheritance under Section VI of
Part II of the Civil Code (the
particularly important 	
"Code") Inheritance is a
area for discussion because the lifting
of 
most former Soviet restrictions 
on
increase 	 property ownership will
the 
 role of inheritance 
 law in the
Federation. 	 Russian
U.S. experience 
with regulating
inheritance 	 and implementing
law may help identify the pitfalls in 
the draft
section on inheritance.
 

The workshop brought together both drafters of
of the Civil Code 	 Part II
and civil lawyers from the
Justice 	 Ministry of
specializing 
in inheritance 
 law. Professor
Halbach, University of California 	 Edward
 
at Berkeley, led
discussions. The workshop was 	 the
 

Kurcz 	 attended by Lane Blumenfeld, Ina
and Corinna Wissels, IRIS;

Center 	 Dr. 0.M. Kozyr, Research
for Private Law; Dr.
Legislative and Comparative Law; 

G.E. Avilov, Institute for
Dr. R.A. Khalfina, Institute
for State and Law; 
Dr. P.V. Krashennikov, Ministry of Justice;
Dr. V.M. Bunin, Ministry of Justice; 
and Dr. I.B. Ponomirova,
Ministry 
of Justice.
 

The format 
of the workshop was divided into
sections. First, 	 three
Professor Halbach provided a brief overview
of U.S. inheritance law and its 
implementation, and provided a
copy of the Californian Probate Code, which has 
recently been
entirely redone. 
Second, Professor Halbach gave
opinion on 	 his general
the draft section on inheritance, highlighting the
issues which 
he recognized as possible problem areas
current draft. Third, 	 in the
the workshop took the 
form of an 
open
discussion centered around issues which concerned the drafters
of the Code.
 

In referring to U.S. law 
and experience, Professor
 

Memorandum by Corinna Wiaoels - is,May 1995 
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Halbach made 
two observations: 
(i) inheritance law
a cultural matter, is largely
 
principles making it impossible to merely
from legal transfer
one system into another; and (ii) in
view of the cumbersome and expensive probate
U.S., system of the
the inhe ritance laws applicable in
countries are probably a better example 

western European

to the drafters of the
Code. Nevertheless, 
in many aspects, Californian 
inheritance
law is 
closer to the Russian law than the 
inheritance laws 
of
most other American states.
 

This memorandum summarizes the key issues discussed in
the area of inheritance law.
 

I. Article 1202 
(3) of the Code: alteration of 
the heirs'
order of priority and their shares in the estate by
notarially certified 
agreement between 
the interested
 
heirs.
 

Article 1202 
(3) of the Code provides that heirs in an
intestate succession may agree to alter both 
their order
priority and their of
share in the inheritance. 
This provision
constitutes 
a major change in the Russian
inheritance, legal system of
where the various classes 
 of heirs have
traditionnaly been considered mandatory.
 

Professor Halbach supported the provision by referring
to US inheritance 
 law, which clearly allows 
 and even
encourages the beneficiaries of 
an estate to dispose of as
they wish. Beneficiaries it 

are entitled 
to alter
established by will statute 

the shares
 or 
 and include a beneficiary not
envisaged by the testator 

reservation or the law. The principle
is that courts insist 
that the agreement between
the heirs altering 
their order of priority and share to the
estate 
 do not adversely effect 
 the rights of those
beneficiaries that 
are not part of the agreement. Whereas such
agreement between 
the heirs is 
 generally concluded after
death, agreements before death 
may be enforced by the courts
as long 
as they are fair and based on full disclosure of
information.
 

II. Grounds for contesting a will in court.
 

Discussions also concerned the grounds for contesting a
will in court. Professor Halbach explained that, 
as similar to
Russian law, 
a will may not be contested on grounds that
the

it is unfair. A will may only be invalidated if:
 

- it is defectively executed;
- the testator is formally adjudged to be mentally ill 
or
 

feeble minded;
 
- it is made as result of fraud, threats or physical


compulsion;
 
- it is based on subtantial 
error.
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III. Chapter 65 
- testate succession: will formalities and
 
role of the "notary".
 

Discussions under Chapter 
65 focused on 
the elaborate
set of will formalities 
in Russian inheritance 
law and the
important role 
 of the "notariat" 
 in drawing
safeguarding up and
a will. During the Soviet 
era, the implementation
of the many will formalities 

people 

was limited extent that
to the
most left only 
personal belongings without using
notary. As a
Russian citizens 
 are starting to 
 accumulate
capital, the implementation 
of mandatory will formalities

likely to become important. 

is
 

Professor Halbach summarized the U.S. 
rules applicable
to the drafting and safeguarding of 
 a will, which are
extremely informal in comparison with Russian rules. Referring
to the cumbersome and expensive probate process in the U.S.,
however, Professor 
 Halbach stressed 
 the importance of
introducing 
 a simple and inexpensive system in order to
prevent a situation where people 
feel the need
mandatory rules. to bypass the
Professor Halbach suggested the drafters look
at western European sytems of 
notary authentification, 
which
are generally cheaper and function better.
 

The discussions 
further focused on holographic wills,
which the draft Code introduces and accepts, provided they 
are
executed in the presence of 
two witnesses confirming the will
has been drawn up by the testator 
in their presence.
holographic will A
cannot revoke alter
or

certified an earlier notarially
will (or a will equated to a notarially certified
one). Whereas Professor 
Halbach welcomed the introduction of
holographic wills 
in Russian legislation, he wondered whether
it is wise to give these wills second class 
status. In view of
the fact that a holograhpic will
execution (two witness rule), 

is a formal document in its
Professor Halbach 
suggested that
the drafters amend the draft 
by giving holographic wills
same status as notarially the

certified 
 wills and
alteration allowing
or revocation 
of prior notarially certified wills
by later holographic wills.
 

Fifarlly, Professor Halbach expressed his
respect concern with
to Article 1198 the
of Code regarding the
obligation to nul±ify a will, 
courts'
 

which has 
been executed
violation of in
the applicable formalities. The American tendency
is to minimize the technical and formal 
requirements
courts discretionary power to 
and give
 

excuse minor 
 violations.
Professor Halbach 
suggested 
that the drafters reconsider:
what will formalities (i)
are needed; and 
(ii) whether the courts
have discretion in disregarding will formalities. The drafters
acknowledged 
the importance of Professor 
Halbach's 
remarks.
Although they explained that civil procedure 
law regulates the
courts' discretionary 
power to 
disregard violations
formalities, of will
they expressed 
their intention 
to reconsider 
the
current elaborate list of formal 
requirements.
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III. 	 The role of intestate succession, as reflecting the
 
average person's wishes.
 

With regard to Chapter 66 on intestate succession,
 
Professor Halbach warned drafters to
the not forget the role
 
intestate law should 
play in modern inheritance law. In the
 
U.S., intestate law is intended to reflect the average
 
person's desires with regard to succession of property. In
 
determining the various classes of 
heirs and their order of
 
priority, the drafters should, therefore, keep in mind the
 
average Russian's wishes in this regard. While acknowledging

Professor Halbach's 	 the
concern, drafters explained the
 
difficulties in deternining the average Russian's desires.
 

IV. 	 The role of taxation in United States inheritance law.
 

Professor Halbach briefly summarized and explained the
 
U.S. inheritance tax system. In particular, Professor Halbach
 
exolained that inheritance tax is not the most efficient way

of raising state revenue. The role of inheritance tax is to
 

significant power of This
break uo 	 wealth. role is reflected
 
in the structure of the U.S. 
estate tax, which provides for a
 
major ex:emption of $600,000 for each deceased and thus taxes
 
only the wealthiest persons. Professor Helbach warned that

when introducing a new inheritance tax in the Russian
 
Federation, it should he kept 
in mind that the aim is not to
 
raise revenues and the tax should only apply to a small number
 
of people (the wealthiest)
 

V. 	 Miscellaneous.
 

Finally, the discussions focused on a number of
 
technical 
issues, which may create problems when implementing
 
the Code.
 

Article 1202 (2) of the Code regarding the rights of
 
adoptees, for example, precludes a transfer of property by

grandparents to their blood-related grandchildren, who have
 
been adooted. Professor Halbach suggested that trhe drafters
 
include a provision neutralizing the effect of adoption in
 
cases where it disadvantages inheritance.
 

Professor Hlbach also explained the rules of

inheritance by right of representation, as developped in the
 
U.S.
 

Finally, Professor Halbach expressed his concern with
 
regard to Article 1212 of the Code regarding partition of
 
succession croperty. view the fact that current
In of the 

draft is not very detail: 9, implementation will raise many

questions, in particluar 
with regard to the valuation of the
 
property. The discussion revealed a controversy between the
 
drafters and the experts of the Ministry 
of Justice, the
 
latter being strongly opposed to Article 1212. Although the
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discussion did not 
 solve the existing controversy, it
 
convinced the drafters of 
 the need for a more detailed
 
regulation.
 

Conclusion
 

The workshop provided the drafters and the experts of
 
the Ministry of Justice with useful background information on

U.S. experiences in implementing inheritance law and helped

them identify possible pitfalls in the current draft section
 
on inheritance.
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MEMORANDUM
 

Summary of Franchising Workshop
 

May 15, 1995
 

Introduction
 

The workshop 
 focused on commercial concessions or

franchising under Chapter 49 
o' Part II of the Civil Code ("the
Code") This chapter is a particularly important area f-r
discussion because it introduces a completely new set of rules.
 
The conceot of marketing goods or services under the

trademark or trade name 

same
 
Ihrough a network of similar, yet


economically independent outlets, was previously unknown in the
 
Russian Federation.
 

Geoffrey Mitchell, an attorney with Voris, Sater, Seymour& Peace in Washington, D.C., led the discussion. The workshopwas attended by Marina Rufman of Semmes, Bowen & Semmes,

Washington, D.C.; Kenneth Samuelson, Wilkc.s, Artis, Hedrik &
 
Lane, Washington, D.C.; David Fagelson, IRIS Center; Lane
Blumenfeld, Corinna Wissels, 
and Ina Kurcz, IRIS-Russia; Drs.
 
M.I. Braginski and G.E. Avilov, Institute for 
Legislative and

Comparative 
Law; and Dr. A.N. Zhilsov, Research Center for

Private Law. 
The Russian drafters had met previously with this
 group of U.S. attorneys in Baltimore in 1994 to discuss earlier
 
versions of the draft Code.
 

The format of the workshop was divided into four sections.

First, Mr. Mitchell 
provided a brief overview of the role of
franchising in the U.S. 
 highlighting the benefits 
 and

characteristics of 
this contractual relationship. Second, he

made observations on each of the articles in the chapter. 
Third,
Mr. 
Mi.tchell discussed the disclosure requirements under the

federal regulations promulgated 
by the U.S. Federal Trade

Commission and the State of Maryland. Fourth, Mr. Mitchell

discussed and distributed examples 
 of standard franchise
 
agreements.
 

Memorandum by Ina Kurcz 
- May 17, 1995
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This memorandum will summarize the discussions which arose
 
in five key areas:
 

1) the imoact of the registration requirement on foreign

investment;
 
2) the extent of the registration requiiement;

3) subfranchising;

4) the ability of the franchisor to control the price of
 
goods or serves; and
 
5 the franchisee's right to renewal.
 

I. 
 Article 897: Impact of the Registration Requirement 
on
 
Foreign Investment
 

Under Article 
 897.3 (Ch.49, Art.l.3, English), only
commercial organizations and individuals registered 
 as
entrepreneurs may be party to a franchise contract. 
The article
does not specify whether a legal person in another country would
have to register as an entrepreneur in 
the Russian Federation.
 

The drafters do not feel 
that the Question can be resolved
 
in this article because the answer is tied to the oeneral issue
of what actions a foreign company should be permitt'ed to take in
Russia. In other words, the question is more appropriately

addressed ii: the Foreign Investment Law.
 

The drafters also expressed the view that registration is
 
not a critical issue because 
the parties can. conclude the
contract elsewhere, theieby subjecting the contract 
to foreign
law. Of course, the Code provisions on International Private Law
("Conflicts") would still determine which sections on 
the Code
 
applied to the a9reements.
 

II. Article 898: Registration of the Contract
 

Article 898 
(Ch.49, Art.2, English) presents the issue of

the extent of the registration requirement. Paragraph 2 states
that a contract of commercial concession must be registered, but
the law does not specify whether the document must be submitted
 
or whether the existence of 
a contract must be recorded.
 

The drafters explained that 
the issue is not relevant,

because a law on registration procedures will be 
developed

separately. The Westerners and 
Russian drafters agreed that
having a separate law may be contrary to the idea of a
comorehensive Civil Code and that the same registration procedure
may not be appropriate for contracts.
all Conseauently, the

drafters stated that they would consider changing the wording of
 
the oaragraph so as to specify the tyoe of registration intended.
 

The issue of the requirements of registration 
was also

discussed. 
The drafters stated that they recognized the danger
of the disclosure of trade secrets if the contract must 
be
submitted. 
However, Mr. Mitchell advocated the submission of the

entire contract so that it would be publicly available. The U.S.
system of disclosure reQuirements was further discussed in Part

Three of the workshop.
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III. Article 899: 
 Commercial Subconcession
 

Under Article 899 (Ch.49, Art. 3, English), a franchisee may
grant franchise rights to 
a third party ("subfranchiseel,) if
provided by contract. Because subconcessions generally do
exist in U.S. practice and because it 
not
 

has many important
ramifications, this article 
 was the subject of lengthy

discussions.
 

The first issue was 
the recourse available to a franchisor
against a subfranchisee who 
violates the procedures of the
franchise. The concercn 
is that the franchisor could not sue on
the contract because the parties would not be 
in privity. The
drafters envision that under Russian law the franchisor could sue
in tort for the violation of the name or commercial reputation

of the franchise and in contract because the franchisee would be

acting as 
an aoent of the franchisor.
 

Paragraph 4 presented additional concerns because it placessubsidiary liability on 
the franchisee for th, 
losses incurred
by the franchisor as 
a result of the subfrancl, 6ee's actions in
the absence of contrary agreement. The provision places
liability on the franchisee solely because 
the franchisee
 
selected the subfranchisee.
 

In conclusion, the drafters decided to leave the provision
as written because the article allows the conditions of the
subfranchise and 
the extent of liability to be established by

contract.
 

IV. Article 903: Limiting Terms of 
the Contract
 

Contractual 
provisions establishing the resale price (or
minimum and maximum prices) of goods and services are deemed null
and void under Artic.Le 903.2 
(Ch.49, Art.7.2, English) . Thisprovision is directly opposite to U.S. 
law which permits price
control by franchisor, subject to anti-monopoly laws. It
unclear why the drafters have deemed price 
is
 

control provisions
null and void from the 
outset, rather than following the U.S.
 
approach.
 

Mr. Mitchell advised the drafters to consider two points:
1) consistency of price is an essential element to the identity
of a franchise; and 2) a franchisor can control 
the minimum
retail price if a franchisee is required to purchase materials
 
from the franchisor.
 

V. Article 905: 
 Right of Renewal
 

Article 905 
(Ch.49, Art.9) provides that a franchisee who
has properly performed his duties 
under the contract has a
priority right to 
renewal of the contract under the same
conditions. The franchisor may refuse 
to renew the contract,
provided it does not conclude a similar franchise contract in the
 same 
territory within three years following the termination.
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Mr. Mitchell expressed concern that the franchisor's right

to terminate the contract is too stronc and 
 prevents the
 
franchisee from rccovering his investment. Furthermore, the

franchisor suffers losses 
as well because Jt is prevented from
 
selling another franchise in the territiry for three years after
 
termination. 
 He suggested that allowing for repurchase of the
 
franchise or -esale to a third party would be 
an effe-tive way

to oreserve the value of the franchise and balance the rights of
 
the parties.
 

The drafters were not fully persuaded by these arguments.

A contract is for 
a term of years and bo:> parties should be
 
aware that their rights will terminate at t'ie end of the term.
 
The solution, in the drafters' view, is for the parties to
 
negotiate a long-term contract.
 

Conclusion
 

The influence of the workshop will be most visible in the
 
implementation of the franchising law. Because franchising is
 
new to the Russian Federation, Mr. Mitchell's practical advice
 
was welcomed, particularly regarding standard franchise
 
agreements.
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MEMORNDDM 

Summary of Leasing Workshop
 

May 16, 1995
 

Introduction
 

The workshop focused on Chapters 34 and 35 of Part II of the
Civil Code ("the Code"), which address general commercial leasing
and residential leasing respectively. 
 The specific provisions
regarding the lease of 
an enterprise contained in Section Four
and financial leasing in Section Five of Chapter 34 were 
also

addressed.
 

The workshop discussions 
were divided into three parts.
Kenneth Samuelson, an attorney with Wilkes, Artis, Hedrik & Lane
in Washington, D.C., led the discussions on commercial leasing.
Stephen Butler an 
attorney with the Urban Institute, presented
a commentary on residential leasing. 
 Geoffrey Mitchell, anattorney with Voris, Sater, Seymour & Peace in Washington, D.C.,headed the discussion on enterprise and financial leasing.
 

The workshop was attended by Marina Rufman, Semmes, Bowen
& Semmes, Baltimore, Maryland; Melissa Platkin, Urban Institute;
David Fagelson, IRIS Center; Lane Blumenfeld, Corinna Wissels and
Ina Kurcz, IRIS-Russia; Dr. G.D. Golubov, Law Firm Legalist; Dr.
E.V. Kabatova, Institute for State 
and Law; and Dr. P.V.
Krashenninkov, Ministry of Justice.
 

This memorandum will summarize the key issues discussed in
the areas 
of commercial leasing, residential leasing, lease of
 an enterprise and financial leasing.
 

I. Ch.34: Comnercial Leasing
 

Because 
the Russian drafters had previously discussed
general 
issues of commercial leasing with 
the same American
attorneys in Baltimore in 1994, 
the 
focus of this session was
specific comments on the current 
draft. Consequently, Mr.
Samuelson presented his comments in an 
article by article
approach, emphasizinc Articles 588, 
590, and 591 (Ch.A4; Art.4,
6, and 7 English). 
 Mr. Samuelson also distributed .mmercial
 
leases.
 

Memorandum by ina Kurcz 
- May 18, 1995
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A. Article 588 (Ch.34, 
Art. 4, English): of
Form Lease

Contract
 

Article 588.2 subjects a lease contract on immovable
property to state registration. Because the law does not specify
whether the document must be submitted or whether the existence
of the 
 contract must be recorded, the recuirements 
 of
registration were 
 discussed. 
 The main concern is that
confidential information may be disclosed.
 

The drafters explained that the purpose of registration is
to orovide potential buyers with notice of all encumbrances on
the property. However, the specific requirements of registration
have 
not been decided because a law on registration procedures

is being developed separately,
 

B. Article 590 (Ch.34, Art.6, English): Providing Property to
 
the Lessee
 

Article 590 obligates the lessor to provide the lessee with
the property in the condition corresponding to the terms of the
contract and the
to intended 
use the property. The normative
practice in the U.S. 
is that the lessor is required to provide
the pronerty in either condition. Mr. Samuelson was 
concerned
that the article places too 
great a burden on the lessor,
oarcicularly because the parties may have contracted to negate
the intended use of 
the property. His 
two additional concerns
were that the lessor may not be fully aware 
of the lessee's
business, and that the lessor's lender has 
an interest in the
 
extent of 
the lessor's guarantees.
 

The Russian drafters did not share these concerns. Rather,
they clarified that the 
lessor is responsible to provide the
property in a condition suitable for only the 
most obvious
purposes of the lease, unless specified otherwise in the
 
contract.
 

C. Article 591 (Ch.34, Art.7, English): Lessor's Liability for

Defects in the Leased Property
 

Article 591 imposes liability on 
the lessor for defects in
the leased property that prevent the lessee from using it,
if the lessor was not even
 
aware of these defects at 
the time when the
contract was concluded. 
The lessee may reanuire that the lessor
eliminate the 
defects without compensation, or proportionately
reduce the lease price, or comoensate for expenses caused by the
elimination of the 
defects, or the
cancel contract. Upon
notification of the defect, the lessor may also 
replace the
property granted to lessee
the with similar property in the
 

proper condition.
 

In addition, the draft provides that the 
lessor shall not
be liable for defects that were stipulated when the contract was
concluded, or that were previously known by the lessee, or should
have been identified by the lessee during the inspection of 
the
 property.
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The Westerners suggested a number of changes regarding the

lessor's liability:


1) "Defects" too
is broad. The article does not
distinouish minor defects from defects which prevent normal
 
usage;

2) The addition of a provision limiting the amount that a

lessee may expend to make repairs;
3) Termination of the contract is an
not appropriate
remedy because by definition a minor defect is not 
an
appropriate ground to terminate the contract;

4) 
The article should distinguish between emergencies for
health and safety and 
non-emergency circumstances and

establish a notice requirement accordingly; and
5) To separate self-help remedies 
and the right to
terTmnation. Termination should reserved court
be for 

order.


The drafters expressed their willingness to consider these
suggestions further and specifically stated that they will add
language which limits the applicability of Article 591 to defects

which imoede use "for intended purposes.",
 

II. Ch.35: Residential Leasing
 

In the second phase of the workshop, Mr. Butler briefly
commented on six general 
areas and provided detailed 
written
 
comments on the whole text.
 

1) The obligation to provide substitute housing in the case
of eviction from private sector housing cannot be fairly placed
upon landlords. He believes that this notion should be reserved
 
for social or public housing.
 

2) The landlord is disproportionately disadv.ntaged by the
prohibition to seek eviction for the failure 
to pay rent until
6 months have lapsed. Consequently, landlords may seek self-help
remedies and may demand prohibitive sums of security deposits.
 

The drafters acknowledged the validity of 
the comment and
will reconsider the provision. The 
six month recruirement had
been adopted from social housing regulations without additional
 
consideration.
 

3) Standards of Habitability: The obligation to provide the
lessee with "living accommodations fit for permanent living
therein" is vague and will 
be the subject of extensive
litigation. A more preferable approach would be to define the
standard by reference to the a code of habitability or a building

code.
 

Furthermore, the distinction between maintenance for which
the landlord is responsible and for which 
the tenant is
responsible is unclear. possible
A aoroach would be to
incorporate the terms capital reoairs and ordinary repairs, which
 are common!, used in 
The West. The drafters stated they would
seriously consider these suggestions. An additional
consideration regarding repairs is the need to distinguish block
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housing (usually apartments) from single-unit or detached
 
housing.
 

4) The procedure for including minor children in the lease
needs clarification. 
 As written, inclusion in the lease would
entail imposing liabilities on children. An easier 
approach
would be to legislate that minor children automatically have the

right to occupy the premises.
 

5) The right of a tenant to allow others to occupy the
premises on a right of use basis 
should be established by
ccntract not law. Currently, the lessor may deny occupancy to
users only on the grounds 
that the number of occupants would
exceed the minimum living space requirements.
 

The drafters stated 
 that they will reconsider this
 
provision.
 

6) The addition of an article to clarify what rights arise
 
from a contract to sublease.
 

III. Ch.34, Section 4: 
 Lease of an Enterprise
 

The Russian drafters were particularly interested 
in Mr.
Mitchell's comments on Section 4 of Chapter 34 because lease of
an enterprise is 
a new development in 
the Russian Federation.
Mr. Mitchell provided background information regarding the types
of enterprises which have been leased in the U.S.
 

The principal discussion on this section centered on Article
632, which grants the lessee the right to use, 
sell or exchange
leased property unless this leads to the reduction of the value
of the enterprise or violates the contract. 
The issue is whether
 a lessee could 
use the property in a different, but more
 
profitable line of business.
 

The Western view is that 
the right to change the line of
business is important because enterprise leases 
are typically
long-term and often extend beyond the popularity of the product.
The law should not prohibit the lessee's discretion to adjust to
changes in the economy.
 
The drafters acknowledged that perhaps this is an area best
 

left to contract.
 

IV. Ch.34, Section 5: Financial Leasing
 

With regard to this section, Mr. Mitchell provided guidance

on the implementation financial
of leases. He illustrated a
financial leasing agreement and provided a checklist for drafting

financial leases.
 

An example of a provision that may be changed 
as a result
of the discussions is Paragraph 2 of Article 642 which imposes
liability on the lessor 
for the seller's fulfillment of the
contract when 
"the lessor is liable for the choice of the
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seller.,, 
Mr. Mitchell did not believe that liability should be
imposed upon a lessor whose 
role is limited to financing the

lease, but has recommended a seller. 
 Also, the meaning of

"liable for the choice of 
the seller is unclear."
 

The drafters expressed a willingness to take these arguments

into consideration.
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MEMORANDUM'
 

Summary of Intellectual Property Workshop
 

May 18, 1995
 

Introduction
 

The workshop focused on the seven on
chapters
intellectual property in Part II of the Civil Code 
(the "Code")
(Chapters 57-63: General Provisions, Copyright, Neighboring
Rights, Patents, 
Secrets of Production and Unfair Competition,
Achievements of Breeding, and Trademarks and Trade names).
 

The workshop was led 
by William F. Atkin, managing
partner of Baker & McKenzie, Moscow, and attended by ProfessorKent Syverud, University of Michigan; Lane Blumenfeld, David
Fagelson, 
Ina Kurcz and Corinna Wissels of IRIS; Dr. V.A.
Dozortsev, Research Center for Law;
Private Dr. Gorodovikov,
Legal Department of the Government of the Russian Federation; Dr.
E.P. Gavarilov, Plekhanov Academy; and Dr. 
E.A. Pavlova,

Publishing House 
"Top Secret".
 

The workshop discussions were divided into two parts.
First, the discussion centered around the three following general

issues which concerned the drafters:
 

1) The legislative system;
2) The issue of inaleniable moral rights versus
 
commercial rights; and


3) The enforcement of intellectual property rights.
 

Second, William Atkin 
made observations on several
articles in the 
draft concerning trademarks 
and trade names,
production secrets 
 and trade secrets, as well as unfair
 
competition.
 

This memorandum summarizes the key issues discussed in
the area of intellectual property law.
 

IMemorandum by Corinna Wissels - May 23, 1995 
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I. GENERAL QUESTIONS
 

A. Legislative System
 

In drafting Section 5 of Part II of the Code, entitled
"The Rights to Results of Creative Activity and Means of
Individualization of Goods 
or of the Participants of Commerce
(Intellectual Property)", 
the drafters have introduced a new
approach to regulating intellectual property, by uniting in one
comprehensive section of the Code all major forms of intellectual
and industrial property, namely : (i) copyright; (ii) neighboring
rights; (iii) inventions, utility models and industrial designs;
(iv) secrets of production ("know--how") and unfair competition;
(v) achievements of breeding; and (vi) means of individualization

of goods (firm name, trade name, trademark, name of pla-e of
origin) .
 In addition, Section 5 begins with a chapter containing
general provisions, which are applicable to all possible forms
of intellectual property. These 
general provisions are of
particular importance to those forms of intellectual property
which are not yet regulated in a separate Code chapter. They
will, of course, also apply to all new 
forms of intellectual
 
property, developed in future.
 

William 
Atkin noted that in most countries, as is
currently true in Russia, intellectual property protection is
regulated by a series of separate laws 
(on patents, copyrights,

trademarks, etc.).
 

Discussions focused 
on the legislative approach with
respect to Chapters 58-63 regulating the separate forms of
intellectual property. The Code addresses only the main civil law
aspects of each form of intellectual property, leaving regulatory
issues (e.a., registration of trademarks and patents, authority
of the State Patent Office, the Appeal Committee and the High
Patent Chamber) to further regulation by separate laws. Mr. Atkin
expressed his concern with regard to consistency in legislation.
The draft obliges practitioners to refer to various laws 
(i.e.,
the general provisions in chapter 57 
of the Code, the relevant
Code chapter regulating the correspondong form of intellectual
property, and also the corresponding separate law) 
. This leads
to simultaneous existence of several laws dating from different
periods, 
and increases the risk of inconsistency in applicable
legislation. He, therefore, suggested a different approach, which
limits the Code to 
a single chapter providing general articles
applicable to all forms of intellectual property, and requires
extensive further 
 regulation of 
 each individual form of
intellectual property in separate laws.
 

B. Moral Riahts versus Commercial Rights
 

Article 1072 of the 
Code sets the of
out concept
inalienable and non-transferrable personal non-property rights
of the author of 
a work, which applies not only to copyrights but
also to other results of creative activity, such as inventions,
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utility models, industrial designs, and achievements of breeding

(moral rights) . Moral rights may only belong to the individual

who created the work (thus not the employer or a legal entity).
 

Discussions focused on the difference in approach

between the U.S., 
 which do not recognize the concept of
 
inalienable moral rights, on the one and
hand, the European

countries and the Russian Federation, which traditionally provide

for moral rights protection of the author of creative work, 
on

the other hand. Whereas William Atkin acknowledged this
 
difference in approach, he feared that 
the Protection of moral
 
rights will have a negative commercial impact, in particular with
 
regard to research and development activities in the area of high

technologies. Whereas the 
concept of moral rights is important

in the traditional 
areas of literatur2 and music, protecting

writers and musicians against unfair exploitation by their
 
publishers, this is not necessarily the case with high

technology. 
William Atkin suggested the drafters distinguish

moral rights in these traditional areas from high technology, and
 
consider introducing in 
the latter area the author's right to
 
renounce his moral right.
 

C. Enforcement of Intellectual Propertvy Rights
 

Discussions also focused on the area of enforcement of
 
intellectual property rights in the Russian 
Federation. The
 
current intellectual property laws generally meet the standards
 
for protection of intellectual property rights prescribed by

international 
treaties in each of the respective areas, giving

the Russian Federation modern intellectual property legislation.

The problems with the current protection is not the lack of

protection in the legislation, but rather enforcement, where

there is still little precedent and considerable judicial

inexperience.
 

The drafters explained that Russian civil procedure law

envisages the 
necessary enforcement mechanisms, such as the
possibility 
of preliminary jinunctions. They acknowledged,

however, that these mechanisms~very seldom been exercised.
 

1I. Detailed observations on the Draft Chapters
 

A. Trademarks - Chater 63 

1. Article 1157
 

Discussions under Article 1157 focused on 
the extent
 
of the trademark protection, which is restricted to the classes
 
of goods in which the trademark is registered. William Atkin

suggested that the drafters introduce language to ensure
 
protec. ion in confusing situations, which are not directly

related to the actual registration of the trademark in certain
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classes of goods.
 

The drafters will receive a translation of the relevant

provisions in the Benelux trademark law, which may 
serve as an
 
example for such additional language.
 

2. Licensed Use of Trademark
 

Discussions focused on 
what constitutes licensed use
of a trademark, as 
 licenses must be registered with the
appropriate authorities. The drafters confirmed that distribution
 
agreements granting the distributor the right to distribute
 
goods, which bear the principal's trademark, do not constitute
 
licensed use and need not be registered.
 

3. Use of Trademark
 

Pursuant to Article 1162 of the Code the 
issuance of
 
a license shall be considered its use. The drafters agreed with
William Atkin's fear that this provision provides an easy way of
 
avoiding the non-use and loss 
of trademark protection. They

indicated that other countries have developed similar provisions.
 

In addition, discussions focused 
on what constitutes
 
use of a trademark. The drafters explained that in order 
to
 
constitute use, a trademark must:
 

(i) be placed on the goods;

(ii) with the aim of commercializing such goods.
 

4. 
 Service Marks versus Trademarks
 

The drafters agreed with William Atkin's remark that
the draft provisions on trademarks should generally apply to both

trademarks 
and service marks and expressed their intention to
 
clarify this issue in the draft.
 

B. Trade names - Chanter 63
 

Discussions focused on the relationship between trade
 
names and trademarks. In the event of 
conflict between a trade
 
name and a trademark, Article 1151 of the Code provides that the

trademark prevails, whis is reasonable in the case of conflict

between an older trademark and a younger trade name. The drafters
 
agreed with William Atkin's suggestion to include a provision

protecting an 
older trade name against a younger trademark.
 

C. Secrets of Production and Trade Secrets 
- Chanter 61 

Discussions under Chapter 61 focused on the definitions

of secrets of production, a term used during the Soviet era,

trade secrets, and know-how. The drafters explained that the term

know-how covers both secrets 
of production and trade secrets.

Referring to a recent Russian court 
case, which focused on the
 

-4­



question of whether production secrets also cover trade secrets,

William Atkin suggested that the drafters define these terms more

precisely in the draft. He promised to provide t.ie drafters with
 
the court materials referring r these definitiDns.
 

D. Unfair Comoetition - Chapter 61
 

Discussions focused on the scope extent of Article 1131
 
of the Code, which provides that "improper comparison in

advertising" constitutes unfair competition. The drafters did not

define improper advertising, leaving this issue to interpretation

by the courts, though they confirmed that the Code does not

prohibit all comparative advertising. In view of the court's
 
inexoerience in this regard, William Atkin suggested that it may

be necessary to give them guidance as to what constitutes unfair
 
competition in comparative advertising. The drafters agreed to
 
include the word "misleading".
 

Conclusion
 

The workshop provided the drafters with useful

background information on U.S. experiences in regulating the
 
protection of high technology inventions and seeking a balance
 
between an inventor's copyright and the commercial interests of
 
the inventor's employer. In addition, the drafters expressed a

willingness to take into consideration Mr. Atkin's observations
 
and suggestions regarding several draft provisions on trademarks,
 
trade names, trade secrets and unfair competition.
 

* **** - -* * ********* ** ** *** 
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MEMORANDUM'
 

Summary of Insurance Workshop
 

May 19, 1995
 

Introduction
 

The workshop focused on insurance under Chapter 51 of Part

II of the Civil Code (the "Code"). This chapter is a particular

important area for discussion because it introduces a completely
 
new set of rules, replacing the remnants of the 
sparsely

regulated state insurance system of 
the Soviet era. In recent
 
years, private insurance activity started in the 
 Russian

Federation, with currently over 2000 small 
and medium sized
 
insurance 
companies offering a variety of insurance products

under a provisional Law on Insurance, dated November 27, 
1992.

U.S. experience with regulating and implementing insurance law
 may, therefore, 
help develop the required legal expertise,

anticipate future developments in the Russian insurance market,

and identify possible pitfalls in the draft chapter on insurance.
 

The workshop was led by professor Kent Syverund, University

of Michigan, and attended by Lane Blumenfeld, David Fagelson, Ina
Kurcz, and Corinna Wissels, IRIS; Dr. Makovsky, Research Center
 
for Private Law; and Dr. S.A. Gerasimenko, Supreme Arbitration
 
Court.
 

The workshop discussions were divided into two parts. First,

Professor Syverud gave a brief overview of U.S. 
insurance law,

and provided the first two volumes of the Californian Insurance
 
Code as an illustration of U.S. regulation of 
complex insurance

issues. Second, he made observations on several articles in the
 
draft chapter.
 

This memorandum summarizes the discussions which arose in
 
seven key areas:
 

1) 
 format of the draft chapter on insurance;

2) definition of insurance;
 
3) compulsory insurance;
 
4) mandatory requirements of an insurance contract;

5) disclosure reauirements and secrecy rule;
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6) determination of the insured amount; 
and
 
7) insurance premiums;
 

I. Format of the Draft Chapter on Insurance
 

In comparison to U.S. insurance laws, the draft chapter oninsurance is short and simple, providing a general framework 
regulating the main legal issues. Professor Syverud observed that

the choice for such simple format is proper in view of the
limited experience in the area. 
As the Russian insurance market

develops, the Code and 
 separate legislation will develop

accordingly. 
At this stage, however, it is impossible to

anticipate on 
all possible future developments.
 

Discussions focused on the role of 
insurance legislation,

and Professor Syverud summarized the main purposes of 
U.S.
 
insurance legislation as follows:
 

1) to assure solvency of insurers;

2) to protect the insured and assure payment of claims;
 

and
 
3) 
 to promote public policies, and encourage insurance of


certain risks, while discouraging others.
 

Discussions also focused 
on U.S. regulation of compulsory

insurance, insurance of professional liability, business
 
interruption insurance, and credit insurance.
 

Professor Syverud further noted that in comparison to U.S.

law, the Code is more protective of insurance companies than of
the insured, and does not provide a rule of interpretation which

favors the insured. In the U.S., such rule 
of interpretation

developed in an attempt 
to restrain the insurers' natural

tendency to unfairly refuse payment of valid claims.
 

Finally, Professor Syverud explained that although the sale

of insurance is not regulated 
in the U.S., the language of
insurance policies is highly regulated. In Michigan, for example,

all medical malpractice policies contain the same language,

developed by drafting sessions of the Insurance Commissioner and
representatives from insurance companies and insured. The use of
uniform policies enables the insured have a proper understanding

and make a funded comparison of prices and conditions offered by

various insurance companies.
 

II. Definition of Insurance
 

In view of the fact that 
the draft may be interpreted as

providing an exclusive list of insurable risks, Professor Syverud

suggested to include a general 
definition on insurance,

confirming 
 that any risk is insurable unless explicitly

prohibited by law. Such definition will enable 
the development

of new types of insurance, without requiring prior additional

legislation on the issue. Professor Syverud referred to # 2 & 22
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of the Californian Insurance Code for the language of suchdefinition. The drafters 
expressed a willingness to take into 
consideration Professor Svverud's remark. 

III. Compulsory Insurance
 

Article 9e2 
of the Code does not provide the necessary

incentives to encourage compliance with 
compulsory insurance
recuirements. Professor Syverud explained 
 the incentive
mechanisms applicable the and
in U.S. suggested the drafters

envisage a system of penalties in the case of failure to insure

certain risks. 
Although the drafters initially intended to
regulate the issue in separate laws regarding each individual
 
form of compulsory insurance, they expressed 
a willingness to

consier extending article 962 
to include certain incentives.
 

IV. Mandatory Requirements of Insurance Contract
 

Discussions focused on the 
mandatory requirements of an
insurance contract, enumerated in Article 967 of the Code.

Failure to agree upon 
and include in the contract one of the

listed issues invalidates the contract as a whole. This provision
does not regulate the content of an insurance policy, as is true

in U.S. insurance laws. The drafters 
indicated that they willreconsider the current elaborate list of requirements, in orderto limit the grounds for invalidating an insurance contract.
 

V. Disclosure Requirements and Secrecy Rule
 

Discussions focused on the 
 insured's obligation under

Article 969 of the 
Code to communicate to the insurer 
all
circumstances of substantial significance for deterMining the
 
probability of -..
e occurrence of the insured event and the sizeof the possible damages. Professor Syverud suggested that the
drafters include a clause oroviding that the insurer need notdisclose material facts which are already known or should beknown to the insurer. The drafters expressed their intention to 
consider th'is suggestion. 

In addition, discussions focused on the consequences of
changes in -he insured property. Insurers are inclined to refuse
claims in view of chanqes in the insured property, even if suchchanaes are onlv minor. Professor Syveru-,-y,tthrfoefore, suggstesuggested...... 

to distincuinsh the Code between changes-n that need to be
disclosed to the insurer and (minor) changes that need not be. 

With regard to he secrecy of information received by theinsurer 
 971 of the Code) , Professor Syverud briefly
summarized s exerence.
U.S e referred to the e:.:tensive secton 
on secrecy n the Caifornian insurance Code to illustrate the 
comolexity C the issue. This is cf the areasone whereraf-rers may exOect future develooments 'n the insurance marketreau__ref rher regulation.
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VI. Determination of the Insured Amount
 

Pursuant to Article 972 regarding property insurance, the
insured amount is considered to be the actual value of the
 
prcpertv on the date of conclusion of the insurance contract.
?rofessor Syverud warned the drafters against 
the difficulties
that may arise when determining the value of the property and the
corresponding insured amount. He referred to U.S. exmerience with
devaluations of insured property and over insurance, which has
been an incentive 
for arson in the State of Michigan. Hesuggested that the drafters include a clause providing that the
insured amount will be:(i) 
the actual value of the property on

the date of conclusion of the 
insurance contract; or (ii) the
actual value at 
the time of the loss, whichever value is the
lowest. The drafters acknowledged that the issue of determining

z--he insured amount will be one of the most difficult problems to
solve in insurance practice, taking 
into account the lack of
exoerience in valuating property and constantly changing prices

in Russia.
 

VII. Determination of Insurance Rates
 

As the Russian Federation 
does not regulate insurance
premiums, Professor Syverud briefly summarized and explained the
U.S. mechanism of regulating insurance rates, which must be set
within the 
range determined by the Insurance Commissioner. He
explained the role of the Insurance Commissioner and promised to
provide additional material on the issue.
 

Conclusion
 

The workshop provided the drafters with useful background
information on U.S. 
experience 
in regulating and implementing
insurance law, which may help them anticipate future developments
in the Russian insurance market 
and identify the gaps in thecurrent draft chapter on insurance. In addition to the first twovolumes of the Californian Insurance Code, Professor Syverud
promised to 
send the other three volumes as well as additional

wrizten observations on several articles in the draft.
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MEMORANDUM' 

DRAFT LAW "ON THE STATE REGISTRATION
 
OF RIGHTS TO IMMOVABLE AND
 
REAL ESTATE TRANSACTIONS"
 

I. Current Situation
 

The lack of a centralized system of pledge and mortgage
 
registration is perhaps the biggest impediment to secured lending

in the Russian Federation. For the time being, registration

procedures have been organized by local authorities. There are
 
various authorities who hold jurisdiction over various types of
 
collateral whose written approval and registration often must be
 
obtained before a pledge or mortgage contract becomes effective.
 

The procedure for the Federal registration of interests
 
in land and buildings under Federal legislation is governed

generally by the Decree of the President of the Russian
 
Federation from December 11, 1993 No. 2130 "On a Government Land
 
Cadastre and Registration of Documents on Rights to Real 
Property". Decree 2130 provides that registration of all rights 
to land and buildings are under the competence of the Committee 
of the Russian Federation on Land Resources and Land Tenure 
Regulations (the "Land Committee"), and the Land Committee's 
territorial agencies in the localities (the "Local Land 
Committees") . In Practice, however, local authorities, including
the City of Moscow, to a great extent have ignored Decree 2130 
because it is not a Federal law and because it was issued soon 
after Parliament was disbanded in September 1993 and before the 
new Duma was elected. 

The Moscow City Governmlent, for example, passed
 
Resolution No. 868 of December 16, 1993, "On the Procedure for
 
Management of Immovable Properties (Buildings, Structures, Non-

Residential Premises"), which provides that the registration of
 
rights to buildings and structures in Moscow is within the
 
competence of the Moscow Property Management Committee, rather
 
than the Land Committee. Under Decree 868, the Moscow Property
 
Committee maintains a register of Moscow buildings, municipal
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property, their owners and lessees. Moreover, with regard to the
 
registration of pledges, the Moscow City Government adopted

Resolution No. 788, "On the Introduction of the System of
 
Registration of Pledge and the United Register of Contracts of
 
Pledge", approving local rules for the registration of pledge

contracts in the City of Moscow. 
These rules contain an
 
additional requirement which is riot present in the Pledge law or
 
Civil Code. In Moscow, parties to a pledge contract must register

the pledge with the Moscow Registration Chamber in addition to
 
the authorities specified in the Pledge Law or the Civil Code.
 
Failure to register a pledge contract with the Moscow
 
Registration Chamber will result in the invalidation of the
 
pledge.
 

II. Unified Registration System under the New Civil Code
 

The new Civil Code requires that substantial changes

be made to the registration system. Article 339 of the Civil Code
 
provides that a mortgage must be registered in accordance with
 
the procedure established for the registration of rights to the
 
respective property and transactions therewith. Article 131
 
delegates the task of registration of the right of ownership and
 
other material rights to immovable goods, the limitation of these
 
rights, their emergence, transfer and termination to the
 
judiciary, which implies an entirely new system of registration.
 
The following are subject to registration:
 

* right of ownership; 
* right of economic management; 
* right of operational administration; 
* right of lifetime inheritable ownership; 
* right of permanent use; 
* mortgages; 
* easements; and 
* other rights specified by the Civil Code and other 

laws.
 

Article 164 of the Civil Code further provides that
 
transactions with land and other immovable property are subject
 
to state registration in accordance with Article 131 of the Code
 
and a new law on registration of rights to immovable and real
 
estate transactions. The law may also establish state
 
registration of transactions with movable property of certain
 
types (the "Registration Law").
 

III. The Draft Reistration Law 

The draft Registration Law of deputy G.I. Zadonsky,

member of the Committee on Property, Privatization and Economic
 
Activities, dated January 24, 1995, intends to introduce a
 
centralized and unified system for the registration of rights to
 
immovables and real estate transactions and create a single state
 
registry in accordance with the Civil Code requirements.
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The following briefly identifies a few inconsistencies
 
in the draft Registration Law.
 

1. Single, Centralized Registration System
 

Pursuant to Article 3 of the draft Registration Law,
 
state registration of rights to immovables and estate
real 

transactions shall be performed in accordance 
with a single

system throughout the territory of the Russian Federation.
 
Article 11 
further provides that the uniform, centralized state
 
registry will be created in accordance with the State Program for
 
the Creation of the System of Registration of Rights to
 
Immovables and Real Estate Transactions approved by the
 
Government of the Russian Federation. Article 11.3, finally,

enumerates the basic principles of the state registration system,

which include:
 

the introduction of a Single State Registry of Rights
 
to Immovables and Real Estate Transaction (Article
 
11.3);

the creation of uniform procedures for the
 
registration of rights to immovables and real estate
 
transactions; and
 
the introduction of uniform procedures for the
 
identification and the description of immovable
 
objects with rights and transactions thereto being
 
subject to registration.
 

Notwithstanding the above-described intention to create
 
a single and uniform registration system applicable throughout

the Russian Federation, Article 12 of the draft Registration Law
 
authorizes the "subjects" of the Federation to adopt their own
 
programs of creation of a registration system of immovables and
 
real estate transactions, and to adopt normative acts regulating

the procedures and schedule of their implementation. Although

these local programs may not run counter to the Draft
 
Registration Law, they may provide for additional measures
 
pertaining to the development of the registration system. This
 
discretionary power of local authorities runs counter to the
 
principle of a single, centralized and uniform registration
 
system.
 

In addition, Article 6 provides that the Government of
 
the Russian Federation may also introduce special registration

procedures for property held in Federal and municipal ownership,

for certain immovables listed in the new Civil Code, such as
 
forests, subsoil, aircrafts, vessels, space vessels, and also for
 
rights of economic management and rights of operational

management. Again, these special procedures 
run counter to the
 
idea of uniform registration procedures and a single registry for
 
inimovables and real estate transactions.
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2. Exceptions for Previously Existing Rights
 

Pursuant to Article 5 (3) of the Draft Registration 
Law, only rights to immovables created or formalized after the 
date of coming into effect of the Registration Law shall be 
subject to mandatory state registration. Rights to immovables 
which existed prior to the coming into effect of the Registration 
Law are not subject to mandatory state registration (Article
9.1) . Only if such previously existing rights are transferred to 
another person after the coming into effect of the Registration
Law, is registration under the new rules of the Registration Law
 
mandatory.
 

This exception for existing rights runs counter to the
 
idea of creating a comprehensive registry wherein security rights

will be readily discoverable upon request. When receiving the
 
date regarding a certain immovable, the inquirer is not sure of
 
whether he received all relevant information regarding such
 
immovable. Non-registered rights created prior to the coming into
 
force of the Registration Law are not necessarily included in the
 
State Registry. An obligation to register all existing rights to
 
immovables within a certain period of time (without imposing a
 
registration fee) could fill this gap.
 

Please note that the provision of Article 5 (4) is not
 
clear.
 

3. Verification of Authenticity of Documents
 

Whereas Article 3 of the Draft Registration Law
 
provides that registration should be based on reliable
 
information, Article 11 (4) provides that the State Program for
 
the Creation of the System of Registration shall be supported by

the introduction of additional procedures for verification of
 
authenticity of rights to immovables. Article 17 (1) further
 
introduces the creation of a registry of documents covering real
 
estate transactions and other documents evidencing grounds for
 
the creation, transfer, restrictions and termination of rights

to immovables, and obligating the persons registering their
 
rights to immovables to provide copies of the documents
 
evidencing their property rights.
 

In view of the fact that these documents may contain
 
confidential information, Article 10 regarding the open access
 
to registration data ensures that the provision of registration

data upon inquiry may not infringe commercial secrets.
 

Whereas the statutory protection of commercial
 
information is useful, the question rises whether it is necessary

to require that (a copy of) the documents evidencing the rights
 
to immovables be submitted to and kept by the State Registry. Is
 
it not safer to create a sound system of verification of the
 
authenticity of the rights to immovables, without requiring the
 
actual submission of the relevant document? [Note: pursuant to
 
a comparable procedure under the trademark law, trademark
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licenses must be registered with the Patent Office by submitting 
a copy of the license agreement. In practice, such licenses are 
often laid down in one or two provisions of a contract dealing
with other (confidential) issues as well (for example, 
distribution or franchise agreements). If the parties to such 
license agreement do not want to register the information not 
directly connected with the license, they must - for registration 
purposes - create a separate document relating only to the 
trademark license.] 
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MEMORANDUM' 

THE NEW CIVIL CODE AND LEGAL ENTITIES
 

DIRECTORS', SHAREHOLDERS' AND PARENT LIABILITY
 

1. Background
 

Undoubtedly, the introduction of Part I of the new Civil
 
Code is regarded as a major milestone along the route of
 
reforming and adapting Russia's legal system to the needs of a
 
market economy. All acknowledge the importance of the new Civil
 
Code, which will constitute the fundamental text determining all
 
civil relations in Russia (only the Constitution is
 
hierarchically more important) and may not be contradicted or
 
violated by later normative acts.
 

Until the adoption of Part II of the Civil Code which is
 
expected before the end of this year, civil legislation is split
 
up in three different Codes (1964 RSFSR Code, 1991 Fundamentals
 
of Civil Legislation, and Part I of the 1995 Civil Code) . In 
addition, other pieces of civil legislation remain in effect to
 
the extent that they do not contradict the new Code, and a number
 
of questions are left to be decided by special. legislation. As
 
a consequence, the simultaneous existence of new Russian Laws and
 
Decrees on the one hand and old Russian and Soviet legislative
 
acts on the other hand, will continue to cause some confusion.
 
It should be kept in mind, however, that the lack of clarity and
 
the preservation of old rules are an inevitable and temporary
 
consequence of this transition period of legal reform. Many of
 
the problems of confusion, particularly in the area of legal

entities will be solved as new legislation is adopted this year.
 

Of particular importance to both Russian businesses and
 
foreign investors, is Chapter 4 of Part I of the Civil Code
 
regarding legal entities, which came into force on December 8,
 
1994. The Code contains a number of significant changes affecting
 
existing legal entities and recognizing new forms of legal

entities. For example, the full partnership is now elevated to
 
the status of legal entity, and a new form of limited partnership
 
is to replace the old mixed partnership. Other new forms of legal
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entities are companies with limited liability, and companies with
 
additional liability.
 

From a practical point of view, the limited liability
 
company and the joint stock company will be the most important
 
vehicles for foreign investments. Whereas the Code contains and
 
anticipates a variety of changes affecting both limited liability
 
companies and joint stock companies, a number of questions are
 
left to be decided by separate legislation currently under
 
consideration (the draft Law on Joint Stock Companies, for
 
example, will soon be submitted to the Duma for first reading).
 
Some Code provisions have raised important questions of
 
interpretation, causing foreign investors and lawyers to express
 
their fear that the Code may lead to investors' liability for
 
debts of their Russian subsidiary companies, effectively piercing
 
the corporate veil. The drafters of the Code and other Russian
 
lawyers, however, tend to give a more restrictive interpretation
 
of the Code provisions on parent liability.
 

This memorandum summarizes the new Code provisions on
 
director's, shareholders' and parent liability, and the questions
 
of interpretation identified by foreign investors and lawyers.
 

2. Director's liability
 

The scope of obligation and liability of directors in
 
Russian companies has shifted somewhat with the introduction of
 
Part I of the new Civil Code. Under the Council of Ministers'
 
Decree No. 601 "On Joint Stock Companies" of December 25, 1990
 
('Decree 601"), a director of a joint stock company was held to
 
a good faith standard, requiring a duty of care and due diligence
 
in conducting affairs concerning the company. These standard were
 
held to apply to limited liability companies by analogy.
 

The provisions regarding director respnsibility in the new
 
Civil Code apply to all legal entities and indicate a more narrow
 
standard than that applied by Decree 601. Article 53(3) of the
 
Code applies a standard of reasonableness and good faith to the
 
actions of any individual acting on behalf of a company. This
 
would include directors and management of a company, as well as
 
any authorized representative of a participant/shareholder. While
 
such individual is liable fcr any losses caused to the company
 
by his actions, according to the Civil Code this liability can
 
be limited or eliminated by contract. Thus it should be possible
 
to protect a company's directors by contract between the
 
directors and the company.
 

Such a contract could not, however, shield a director from
 
criminal liability for his own actions. Such liability does not
 
result from an individual's status as director of a company, but
 
from individual action. As is true in most jurisdiction, an
 
individual serving as a director must be careful not to
 
participate in any fraud on the government, particularly with
 
respect to tax or currency control legislation, both of which
 
provide for individual criminal liability.
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3. Shareholders' liability
 

According to Article 56 of the new Civil Code, a lEgal
 
entity is liable for its obligations to the extent of its
 
property, but its participants/shareholders are not responsible
 
for the liabilities of the legal entity. This effectively means
 
that a participant in a limited liability company is liable only
 
to the extent of his investments and a shareholder in a joint
 
stock company only bears the risk of losses within the limits of
 
the value of the shares belonging to him, as substantiated by
 
Articles 87 (1) and 96(1) of the Code respectively.
 

Article 56 (3) of the Code, however, suggests that if the
 
participants/shareholders of a legal entity cause the insolvency
 
of that legal entity, such participants/shareholders be liable
 
for the obligations of the legal entity which are not satisfied
 
from the assets of that entity (subsidiary liability). The same
 
applies to other persons who have a right to give instructions
 
which are mandatory for the legal entity. This provision raises
 
questions of interpretation. First, it remains unclear under what
 
circumstances the insolvency is held to be cpused by a
 
participant/shareholder. Second, it is not clear what constitutes
 
a right to give mandatory instructions. Third, there is a
 
question as to what extent this provision creates liability
 
beyond the investment of the participant in a limited liability
 
company or beyond the value of the shareholder's shares in a
 
joint stock company. The wording of this provision, however,
 
suggests that such extended liability will only apply in the
 
event the insolvency is deliberately caused by one or more of the
 
entity's participants or shareholders, perhaps with the intent
 
to defraud creditors.
 

Unfortunately, this is not clear from a plain reading of the
 
text, and a clarification on the issue would be most welcome to
 
appease the worries expressed by foreign investors and lawyers.
 
Such clarification could be in the form of (i) an (official)
 
commentary by the drafters, published in for example Rossiskaya
 
Gazetta; (ii) provisions in the new Joint Stock Company Law and
 
in the new Law on Limited Liability Companies; and/or (iii) an
 
amendment of the Code.
 

4. Parent liability for Russian subsidiary
 

A much publicized issue is that of the parent liability
 
for Russian subsidiaries, which has been interpreted by foreign
 
lawyers as enabling the corporate veil to be easily pierced.
 

Article 10, (1) of the Code contains a definition of
 
subsidiary companies which applies to limited liability companies
 
as well as joint stock companies. A company is deemed to be the
 
parent of a subsidiary company if pursuant to predominant
 
participation in the charter capital, a concluded agreement or
 
for any other reason it has the opportunity to determine the 
decisions made by such company. Following that definition , the 
Code provides that a parent company which has a right to give 
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binding instructions to a subsidiary is liable, on a joint and
 
several basis, together with the subsidiary for transactions
 
concluded by the latter in fulfillment of their instruction. In
 
addition, the parent bears subsidiary liability for all
 
obligations of the subsidiary if the latter has become insolvent
 
through fault of the parent.
 

Again, this clause raises questions of interpretation.
 
First, it is not clear how to distinguish between the capability
 
of a parent company to determine decisions for its affiliated
 
companies (leading to the existence of a "subsidiary" company)
 
and its right to give binding instructions (giving rise to 
potential liability) . Russian lawyers tend to give a more narrow 
reading of this clause than their foreign colleagues, as, is 
confirmed in a recently published Commentary on the Civil Code 
prepared by the Institute for Legislative and Comparative Law 
attached to the Government of the Russian Federation and the 
Supreme Arbitration Court, the Court responsible for interpreting 
the Code. Russian lawyers are of the opinion that the Code 
distinguishes between "specific binding instructions" given by 
the parent to its subsidiary, and its taking part in the normal 
decision-making process of the subsidiary, such as electing its 
management. They argue that paragraph 1 of Article 105 describes 
the general relationship of the parent to the subsidiary company, 
whereby the former can determine decisions for the latter. 
Paragraph 2 of the same article, however, regards the parent's 
right to issue mandatory instructions to its subsidiary (e._., 
on the basis of an agreement between the parent and its 
subsidiary) . Only in the latter case of a parent issuing 
mandatory instructions, may such parent be held liable for the 
consequences thereof. The distinction, therefore, seems to 
indicate that a majority holding or even a mere position as sole 
shareholder would not be regarded by the Code as constituting a 
right to give binding instructions per se. Furthermore, it would 
appear that the fact that the manager of a Russian Company may 
need shareholder approval for certain important decisions would 
also not constitute a "binding instruction" giving rise to parent 
liability. 

Again, clarification on the issue by the drafters of the
 
Code would he most welcome to appease the above-mentioned fears
 
on piercing the corporate veil. Such clarification may be in the
 
form of: (i) an (official) commentary by the drafters; (ii)
 
provisions in the new company laws; and/or (iii) amendment of the
 
Code. Meanwhile, companies can limit or avoid liability under
 
Article 105, by clearly indicating in their foundation documents
 
that all decision-making power rests in the hands of the
 
subsidiary's independent board of directors.
 

Conclusion
 

The language used in the new Code provisions on parent
 
liability for a subsidiary company has caused foreign investors
 
and lawyers to express their concern that the Code may lead to
 
an effective piercing of the corporate veil in cases where there
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is no lust cause. Russian lawyers, however, tend to give a more
 
narrow reading of the text, distinguishing between the parent's
 
taking part in the subsidiary's general decision making processes
 
and its issuing of specific instructions which are mandatory to
 
the subsidiary. In their opinion, only in the latter case, a
 
parent may be held liable on a joint and several basis with the
 
subsidiar,. During discussions with IRIS, the drafters of the
 
Code have repeatedly confirmed that they intended Articles 56 and
 
105 of the Code to be interpreted narrowly. As it remains to be
 
seen whether the courts will in fact give such narrow reading of
 
the Code provisions on liability, the above-mentioned questions
 
of interpretation are far from solved to date. Therefore, a
 
discussion between foreign lawyers and the drafters may be useful
 
to clarify the drafter's intention, and assess whether or not
 
future amendments to the Code should be promoted.
 

IRIS involvement in clarifying the above-mentioned issues
 
is three-fold. First, we have informed the drafters of the
 
foreign lawyers concerns that the Code may lead to a piercing of
 
the corporate veil without just cause, and suggested they publish
 
an official commentary on the Code, particularly on this issue.
 
Second, we have discussed the issue with the drafters of the new
 
Joint Stock Company Law, as have the drafters of the Code, and
 
suggested they clarify the Code by including in their draft law
 
precise provisions on shareholders' and parent liability. Third,
 
we are currently setting up a meeting with the drafters of the
 
Code and foreign lawyers practicing in Moscow. We have invited
 
the drafters of Chapter 4 on legal entities to a meeting of the
 
International Lawyers Group (probably in July 1995), where they
 
can clarify their intentions and interpretation of the Articles
 
56 and 105 of the Code and address the foreign lawyers' concerns.
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by 

Corinna M. Wissels 
Director, IUS-Russia Commercial Law Project' 

Introduction 

Undoubtedly, the introduction of Part I of the new Civil Code on January 1, 
1995 is regarded as a major milestone along the route of reforming and adapting 
Russia's legal system to the needs of a market economy. All acknowledge the 
importance of the new Civil Code, which will constitute the fundamental text 
determining all civil relations in Russia (only the Constitution is hierarchically more 
important) and may not be contradicted or violated by later normative acts. Part I of 
the Civil Code contains three main sections: 

(1) 	 general provisions of civil law, including chapters on legal entities, such 
as corporations; 

(2) 	 property rights; and 
(3) 	 contractual obligations, including pledge and secured transactions. 

With the introduction of Part I, the Russian government is now focusing on 
drafting the second part of the Code, which it will officially present to the State Duma 
within the next few weeks. The Duma is scheduled to begin reviewing Part II this 
summer and hopes to enact it before parliamentary elections at the end of the year. 

1The author is grateful to Lane Blumenfeld, Director of the IRIS - Russia project from December 
1993 till May 1995, for his information and documentation on the subject. The information included 
in this gaper is drawn from various RIS-briefing papers. 
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Part II will cover specialty areas of commercial and civil law, divided into four major 

sub-parts: 

(1) Individual Types of Obligations (Specialty Contracts); 
(2) Exclusive Rights (Intellectual Property); 
(3) Law of Inheritance (Succession or Wills and Estates); 
(4) Private International Law (Conflicts or Choice of Law). 

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

Until the adoption of Part H of the Code, civil legislation is split up in three 
different Codes (the 1964 RSFSR Code, the 1991 Fundamentals of Civil Legislation, 
and Part I of the 1995 Civil Code). In addition, other pieces of civil legislation remain 
in effect to the extent that they do not contradict the new Code, and a number of 
questions are left to be decided by special legislation. As a consequence, the 
simultaneous existence of new Russian laws and decrees on the one hand and old 
Russian and Soviet legislation on the other hand, will continue to cause some 
confusion. It should be kept in mind, however, that lack of cl" ,ty and preservation of 
old rules are an inevitable and temporary consequence of this transition period of legal 
reform. Many of the problems of confusion will be solved as new legislation is adopted 
in the near future. 

Legal Reform: a Prerequisite for Successful Market Reforms; Civil Code 
Drafting Commission of the Russian Federation 

In Russia, as in other countries in transition, the development and enforcement 
of legal institutions and the success of economic reform are inseparably linked. Yet, 
both Russian policy makers and foreign advisers engaged in reforming Russia's 
economy focused almost entirely on the macro-economic aspects of the transition. 
Whereas the privatizatiin of state property, the lifting of government price controls, 
the introduction of tight fiscal and financial policies, and the fight of inflation are major 
components of the introduction of a functioning market system, reformers initially 
overlooked the legal foundation of the reform process: the introduction of an 
enforceable framework of laws and institutions, defining both rights and duties of all 
players in the economy, guaranteeing freedom of contract and protecting private 
property. 

Civil Code reform is critical in the overall reform process. In absence of a 
commercially modem Civil Code, Russia has passed numerous laws and decrees per 
topic, making it extremely difficult to identify which piece of legislation is controlling. 
Codification of these economic laws and decrees helps to clarify what the law is and 
how to apply it, thus enabling businesses to determine their legal rights and obligations. 
Recognizing that legal reform laged well behind economic reforms, Russia embarked 
on the development of a new Civil Code. Although not a cure-all to Russia's legal and 
economic problems, it is a major advance in Russian reform efforts. 
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To prepare the Civil Code, President Yeltsin appointed a drafting commission 
composed of Russia's foremost civil and commercial law specialists. The work of this 
Civil Code Drafting Commission or Working Group. has been coordinated under the 
auspices of the Research Center for Private Law, an institute attached to the 
President's Administration. The team is composed of academicians and jurists 
representing all sectors of the government, including the President's Administration, 
the Government under the Prime Minister, the Ministry of Justice, the Parliament, and 
the judiciary, as well as the leading research institutions and universities. Among the 
members of the Commission are the Minister of Justice, the First Deputy Chairman of 
the State Duma (its second highest ranking official), the Chairman of the High 
Arbitration court (Russia's supreme commercial court), the Dean of the Moscow State 
University Law Faculty (the nation's top school for training future lawyers), and a 
member of President's Yeltsin's Council of Advisors.' 

Legal History 

The tradition of civil law in Russia predates the 1917 Revolution. In the late 
nineteenth century, a special Tsarist commission began to prepare a codification of civil 
legislation, and a draft Russian Civil Code was introduced to the State Duma for 
consideration in 1913. This compilation of law displayed a particularly strong influence 
from the German Code (the Burgerliches Gesets Buch or BGB) and, to a lesser degree, the 
Napoleonic Code of France. However, it never got beyond the stage of drafting before 
World War I broke out. Despite the advent of communism, the Soviet Union retained its 
civil law system, and, in 1922, adopted its first Civil Code. This redaction drew heavily 
from the 1913 draft, as well as from continental European models, including Germany and 
Switzerland. In the 1960s, this first edition of the Code was replaced by the 1964 Russian 

2 Members of the Drafting Commission include, among others: 

1. S.S. Alekseev, Chairman of the Research Center for private Law under the President of the 
Russian federation (RF), Member of the Russian Academy of Sciences, and Member of the 
President's Council of Advisors; 

2. Y.Kh. Kalmykov, Minister of Justice of the RF and Parliamentary deputy in the State Duma 
of the RF; 

3. S.A. Khokhlov, Executive Director of the Research Center for Private Law and member of 
the Board of the Ministry of Justice; 

4. A.S. Komarov, President of the Court of International Commercial Arbitration of the 
Chamber of Commerce and Industry of the RF, 

5. A.L. Makovsky, Head of the Department of Private International Law at the Institute of 
Legislative and Comparative Law under the Government of the RF, Deputy Chairman of the Research 
Center for private Law, Chairman of the Scientific Consulting Center for Private Law of the CIS, and 
Chairman of the Russian Civil Code Drafting Commission. 

6. M.A. Mitiukov, First deputy Chairman of the State Duma; 

7. E,A, Sukhanov, Dean of the Moscow State University Law Faculty; and 

8. V.F. Yakovlev, Chairman of the Supreme Arbitration Court of the RF. 
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Civil Code, dralted to regulate commercial relations for an administrative-command 

economy. As this Code obviously could sustain and develop the econonic reorms begun in 

the late 1980s, a new body of civil law was to be formed, initially by the USSR 
1991, which were to become effective asFundamentals of' Civil Legislation of May 31, 

from January 1, 1992. By that time. however, the USSR had ceased to exist and the 1964 

Russian Civil Code continued to be in force. In view of the fact that the Fundamentals 

reflected more progressive vi. vs on civil law, the Russian Government nevertheless 

decreed that until the adoption of a new market oriented Civil Code the Fundamentals 
would apply to civil relations in Russia as a sort ofgloss placed on top of the 1964 Code. 

Sources of Law 

Members of the current Code Drafting Commission relied on the 1913 draft Civil 
Code as a principal source for the modem Code. Additionally, they did not entirely discard 
the 1964 Code nor the 1991 Fundamentals of Civil Legislation. Although neither of these 
Soviet legal texts sufficiently address the complexities of a modem market economy, they 
nevertheless contain basic principles of civil legislation, some ofwhich have been retained in 
the revised edition. Thus, the drafters aimed at creating a modem market oriented Code 
that nevertheless corresponds to Russia's legal system and tradition. 

The Code Drafting Commission also undertook a careful study of foreign civil and 
common law jurisdictions and consulted extensively with foreign commercial and civil law 
experts. The drafters reviewed the new Civil Code of the Netherlands, recently adopted 
after a major 40-year revision of the country's former code, the relatively new civil codes 
of Quebec and Italy, as well as the more established codes from France and Germany. 
Additionally, the drafters looked at the codes of other countries in the region experiencing 
similar economic transitions, particularly those of Poland and Hungary, to understand better 
how countries at similar points of development are addressing legal reform. Moreover, in 
order to benefit from interaction with their colleagues abroad, members of the Commission 
traveled to the Netherlands, Italy, Germany, Quebec, and the United States to participate in 
drafting sessions, review proposed texts, and study the principles underlying civil and 
commercial law in market economies. 

In addition to looking at the major European civil codes, the Commission has also 
engaged in an extensive examination of the Uniform Commercial Code of the United 
States. Despite the fact that America follows the common law, the UCC, particularly with 
its sophisticated Article 9 instrument for creating personal property security interests, is a 
potentially useful model for Russian law makers. As Russia's legal history is firmly 
grounded in the tradition of civil law, the Russian Code will more closely reflect European 
legislation. However, by studying Anglo-American law, in addition to continental systems, 
the drafters intended to acquire knowledge about the best of what both civil and common 
law jurisdictions have to offer. 



Code Provisions and Supplemental Commercial Legislation 

The new Code covers the fiull spectrum of civil and commercial law issues, ranging 

from contract and property rights, to corporations, banking transactions, and the securities 

market, to intellectual property, torts, and wills and estates. Rather than postpone 

enactment of the Code until it was completed in its entirety, the Russian government 

decided to prepare the legislation in two parts, to be submitted separately to the Parliament 
for consideration. 

I. The three sections of Part I, which is in effect since January 1, 1995, encompass 
the fidamentals of civil and commercial law: It is divided into Section 1-3. 

1. General Provisions. 

This section outlines the basic principles of civil legislation. It includes 
definitions of natural and juridical persons (or corporations) and partnerships, as 
well as chapters on securities, negotiable instruments, and statutes oflimitations. 

Article 3 provides the fundamental rule that laws, presidential decrees and 
government decisions must conform to the Civil Code. Whereas the initial draft of 
this article placed decrees and decisions on an equal footing with the Code, the 
current version signifies a major improvement in the legislative system, putting an 
end to a situation in which both businesses and judges must attempt to determine 
which rule governs a given transaction from among openly contradictory laws and 
decrees. 

Of particular importance to both Russian and foreign businesses, is Chapter 
4 regarding legal entities, which came into force on December 8, 1994, the date of 
publication of Part I of the Code. The Code contains a number of significant 
changes affecting existing legal entities, and recognizing new forms of entities. 
From a practical point of view, the limited liability company and the joint stock 
company will be the most important vehicles for foreign investments. Whereas the 
Code contains and anticipates a variety of changes affecting both these types of 
companies, a number of questions are left to be decided by separate legislation 
currently under consideration (the draft Law on Joint Stock Companies, for 
example, will soon be submitted to the Duma for first reading). Some Code 
provisions have raised important questions of interpretation. The language used in 
Articles 56 and 105, for example, caused foreign investors and lawyers to express 
their concern that the Code may lead to investors' liability for debts of their Russian 
subsidiary companies and effectively piercing the corporate veil in cases where 
there is no just cause. 

2. . Right of Ownership and Other Rights to a Thing. 

This section addresses the general law of both real property, including lani, 
buildings, and fixtures, and personal (or movable) property. It covers topics such 
as creation and termination of ownership, ownership rights, ownership in common, 
servitude's, and land-use controls. 
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Most significantly, the Code reaffirms the inviolability of private property 
and gives an exhaustive list of circumstances under which a property owner can be 

deprived of property rights against his will: confiscation as punishment for a 
criminal offense; seizure to satisfy court judgment, and others. 

Chapter 17 on Rights to Land, however, will not come into affect until tie 
adoption by the Duma of a new Land Code. As the ownership of land is a highly 
controversial subject in Russian politics, it is currently unclear when the Land Code 
may be expected to come into effect. 

3. General Part of the Law of Obligations. 

The third group of articles includes the principles of the law of contracts, 
such as, definition ofparties, rules on performance, and creation, transferability, and 
termination ofobligations. Additionally, this section deals with secured transactions 
or collateral law, also referred to in Russian jurisprudence as pledge. These pledge 
provisions in the Code will supersede the 1992 Law on Pledge. 

The new Code provisions on pledge introduce viable extra-judicial 
remedies. With respect to movable property, creditors can include a provision in th3 
contract allowing foreclosure on movable property without going to court. The 
permissibility of self-enforcement mechanisms is a key advancement in Russia's 
pledge law, as it will open up the lending market for smaller and medium sized 
businesses who may have only movable collateral Movable property is a less 
desirable form of collateral if a judicial remedy is needed to enforce the pledge 
because property could decrease in value, spoil, or disappear while waiting for a 
court order. Second, self-enforcement mechanisms encourage lending because they 
save time and money. A system where creditors can quickly and efficiently seize 
collateral upon default and sell it at auction without having to engage in time­
consuming and costly court proceedings is conducive to lending. 

In addition, the Code introduces an entirely new security interest in Russia 
in the form of 'withholding of property'. Where a creditor possesses a certain 
object as collateral, he is entitled to withhold it in the event the debtor does not 
perform any of his obligations related to the collateral, provided the debtor and the 
creditor have not agreed that the creditor does not have such withholding interest. 
The creditor may pursue a levy and execution against the withheld property in 
accordance with the procedure for levy and execution against pledged property 
detailed in the Code. 

H. The second part of the Code, which will be presented to the Duma shortly, focuses 
on more detailed aspects of commercial and private law. It is divided into Sections 4-7: 

4. Individual Types of Obligations. 

This section, the largest in the Code, expands on section 3 by describing 
specific forms of contractual obligations. It includes chapters on the law of sale, 
lease, franchising, and letters of credit, as well as articles on banking transactions, 
insurance, and personal injury or tort law. 
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_. Rights to Results of Intellectual Activity. 

In most civil law countries, as is currently true in Russia, intellectual 

property protection is regulated by a series of separatc laws (on patents, copyrights, 
trademarks, etc.). In drafting this section, the drafters have introduced a new 
approach to regulating intellectual property, by uniting in one comprehensive 
section of the Code all major forms of intellectual and industrial property, namely: 
(i) copyright; (ii) neighboring rights; (iii) inventions, utility models and industrial 
designs; (iv) secrets of production (know-how) and unfair competition; (v) 
achievements of breeding; and (vi) means of individualization of goods (firm name, 
trade name, trademark, name of place of origin). In addition, this section contains 
an introductory chapter of general provisions applicable to all forms of intellectual 
property. These general provisions regulate those forms of intellectual property 
which are not yet regulated in a separate Code chapter, as well as all new forms of 
intellectual property, which may be developed in the future. 

6. Law of Inheritance. 

Section 6 contains the law of succession, also referred to as wills and 
estates.
 

7. Legal Capacity of Foreign Citizens and Juridical Persons: Application of 
Civil Laws ofForeign States, and International Treaties. 

The last section concerns both foreign company law and international 
conflicts of law. 

IM Although the Code legislates over a broad range of civil and commercial topics, it 
does not purport to address all areas of private law in equal detail. Rather, it calls for the 
development of approximately fifty supplemental laws to augment the Code, including the 
following major pieces ofcommercial legislation: 

1) Acts ofCivil Status;
 
2) Registration ofJuridical Persons (or Corporations);
 
3) Insolvency (or Bankruptcy);
 
4) Joint-Stock Societies (or Corporations);
 
5) Limited Responsibility Societies (or Partnerships);
 
6) Production Cooperatives;
 
7) State and Municipal Unitary Enterprises;
 
8) Immunity of the State and Its Ownership;
 
9) Registration of the Rights to Immovable Property and Transactions with It;
 
10) Currency Regulation and Currency Control;
 
11) State Registration of Immovable Property and Transactions with it;
 
12) Partnerships of Owners of Housing;
 
13) Mortgage; and
 
14) Pawnshops.
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Some of these projects, such as a revised Law on Joint Stock Companies and a 
Law on Mortgage, are currently being drafted by working groups within the government. 
Others are expected to be developed over the course of the next two years. 

Of course, the decision not to regulate all facts of private law could prove to be a 
double-edged sward. On the positive side, the Code, because its coverage is not exhaustive, 
enables evolving business custom to govern the law of the deal. Moreover, because 
ordinary legislation is more readily amended than codes, this approach leaves open the 
possibility of easily amending the law as trade usage develops. Alternatively, this strategy 
opens the door for the unpredictable parliament to enact laws in the future that would 
undermine the market. 

Background on the IRIS-Russia Commercial Law Project; Consultation on 
Drafting the New Civil Code 

In response to commitments made by President Clinton at the Vancouver 
summit with President Yeltsin in April 1993, the United States Agency for 
International development (USAID) established a project to support Russian 
commercial law reform. USAID asked the Center for Institutional Reform and the 
Informal Sector (IRIS), an affiliate of the University of Maryland at College Park, to 
undertake this effort. The objective of the IRIS-Russia Commercial Law Reform 
Project 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 
to Russia's transition to a market economy. 

The IRIS-Russia Commercial law Project is providing continuous expert advise to 
the above-mentioned Research Center for Private Law as it drafts the new market 
orientated Civil Code. The Research Center and IPJS have formed a working Group to 
oversee this collaborative effort. This initiative focuses primarily on those issues 
incorporated in the American Uniform Commercial Code (UCC), such as sales, negotiable 
instruments, letters of credit, and secured transactions. The working Group responds to 
questions raised by the Research Center, review articles, and facilitate the Center's access 
to western legal experts. Since its establishment in Russia, IRIS has convened a number of 
working sessions between western commercial law experts and the Russian drafters both 
to review the draft text of the Code and to examine underlying theory of commercial law. 

In April 1994, for example, the Working Group convened a drafting session in the 
United States to enable the Russian drafters and American commercial law specialists to 
engage in an in depth analysis of Part I of the Civil Code. In November 1994, IRIS 
organized a working seminar on banking transactions for the code drafters to examine 
issues of credit and payment systems, check clearing, deposit requirements and related 
issues, that appear in the chapters on banking transactions of Part I1 of the Code. More 
recently, in May 1995, IRIS and the Research Center for Private Law conducted a series of 
workshops on select chapters of Part H of the code. The topics covered were: (i) banking 
transactions; (ii) inheritance; (iii) franchising; (iv) commercial and residential leasing and 
rent; (v) intellectual property; and (vi) insurance. IRIS and the Research Center targeted 
these specific issues in Part 11 because American law offers important lessons in these areas 
that differ from the laws of the European countries which the drafters have carefully 
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studied. Additionally, the drafters had more unresolved questions with respect to these 
chapters in Part 11. In addition to organizing these working sessions, IRIS solicited 
commentaries on the draft text from specialists and from over 15 western law firms, 
accounting firms and other USAID - finded organizations engaged in legal reform, and 
distributed them to the Research Center.. 

IRIS has also promoted efforts to implement the new Code through activities such 
as the IRIS Conference on Secured Commercial Lending in the CIS, co-sponsored with the 
European Bank for Reconstuction and Development and die Russian Supreme Arbitration 
Court, among others. This event targeted practical issues of Code implementation for an 
audience ofjudges, lawyers, businesses, and parliamentarians. In addition, IRIS brought the 
chief judges of fourteen federal and regional commercial courts to the United States to 
study the principals of commercial law and market economics central to understanding the 
new Code. Finally, IRIS arranged a discussion between a member ofthe drafting group and 
the group of international lawyers in Moscow. This session served to inform the foreign 
lawyers about the new Code and provided them an opportunity to suggest changes that 
would improve the legal climate for businesses even further. IRIS is currently arranging 
another discussion between the drafters of the Code chapter on legal entities and the 
foreign legal community, in particular to discuss the above-mentioned issue of parent 
liability for Russian subsidiaries and the concern that the Code may lead to an effectively 
piercing of the corporate veil in cases where there is no just cause. 

Conclusion 

Commercial law reform is essential to the success of Russia's transition to a market 
econonmy. The introduction of a new Russian Civil Code designed to create and facilitate 
market relations among the commercial actors in the economy is a. integral component of 
this transition. Without a system of commercial law, the economic reforms will not be 
effective. 

Further legal reforms are required to implement the Civil Code fully, including the 
development of supplemental commercial laws. In addition, it is important to bear in mind 
that a written law is only as strong as the institutions responsible for implementing it. The 
institutions include both public and private organizations, such as administrative agencies 
and commercial courts, as well as private law firms, banks, and businesses. Thus, Russia 
must simultaneously embark on a broad program of training and education to inform both 
the governmental and judicial agencies that will enforce the new Code and the consumers 
who will operate under it. Without further improvements in the area of judicial 
enforcement, even the most well-drafted law will have little impact in improving the 
business climate. 

**** * * * * *****9*********** 
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RUSSIA ENACTS NEW CIVIL CODE With USAID Assistance 

On 01 January 1995, Part I of Russia's new Civil Code went
 
into effect. Identified by President Yeltsin as the "economic
 
constitution of the Russian Federation," the Code establishes
 
fundamental principles of civil and commercial law. Part I
 
contains three main sections:
 

(1) 	General Provisions of Civil Law (including chapters on
 
Legal Entities)
 

(2) Property Rights
 
(3) 	Contractual Obligations (including Pledge or Secured
 

Transactions)
 

Although not a cure-all to Russia's legal and 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
effective system of debt recovery -- a significant improvement
 
over the 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.
 

With the introduction of Part I, the Russian government is
 
now focusing on drafting the second part, which it will
 
officially present to the State Duma in June. The Duma is
 
scheduled to begin reviewing Part II this summer and hopes to
 
enact it before parliamentary elections at the end of the year.

Part II will cover specialty areas of commercial and civil law,
 
divided into four major sub-parts:
 

(1) Individual Types of Obligations (Specialty Contracts)
 
(2) Exclusive Rights (Intellectual Property)
 
(3) Law of Inheritance (Succession or Wills and Estates)
 
(4) Private International Law (Conflicts or Choice of Law)
 

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

President Yeltsin authorized the Research Center for Private
 
Law attached to the President of the Russian Federation to
 
coordinate the drafting of the Civil Code. The Research Center
 
has assembled a working 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 Federation Council, the International Commercial
 
Arbitration Court of the Chamber of Commerce and Industry of the
 
RF, Moscow State University's Law Faculty, the Institute of State
 
and Law of the Russian Academy of Sciences, and the Institute of
 
Legislative and Comparative Law under the Government of the RF.
 

Drafting of the Code took place with the assistance of
 
foreign legal experts from the United States and Europe. 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 provided continuous expert advice to the Research
 
Center, prompting greater openness and participation throughout
 
the drafting process. IRIS accomplished this in several ways:
 
1) circulating copies of the draft among Russian and Western
 
legal communities; 2) arranging for visiting Western commercial
 
law experts to hold sessions not only with the drafters but also
 
conduct talks and lectures on issues raised in the text with
 
groups of officials, judges, lawyers, and business people; and
 
3) organizing briefings by the Research Center and IRIS for
 
similar groups.
 

IRIS has run numerous workshops with the drafters leading
 
to significant improvements in the text, particularly in the
 
chapters on Contracts and Secured Transactions in Part I and the
 
chapters on Banking, Sales, and Leasing in Part II. Finally,

IRIS has promoted efforts to implement the new law through
 
activities cuch as the IRIS Conference on Secured Commercial
 
Lending in the CIS, co-sponsored with the European Bank for
 
Reconstruction and Development and the Russian Supreme
 
Arbitration Court, among others. This event targeted practical
 
issues of Code implementation for an audience of judges, lawyers,
 
businesses, and parliamentarians. IRIS also brought the chief
 
judges of fourteen federal and regional commercial courts to the
 
United States to study the principles of commercial law and
 
market economics central to understanding the new Code.
 

Further legal reforms are required to implement the Civil
 
Code fully, including the development of supplemental commercial
 
laws and improvements in the area of judicial enforcement.
 
However, the enactment of Part I of the new Russian Civil Code
 
and the future introduction of Part II are major advances in the
 
development of Russia's market economy.
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DRAFT 

INTERNATIONAL CONFERENCE ON SECURED COMMERCIAL LENDING 
IN THE COMMONWEALTH OF INDEPENDENT STATES 

The International Conference on Secured Commercial Lending
 
took place in Moscow at the Russian Supreme Arbitration Court in
 
November 1994. During the Conference, leading experts in law and
 
banking from the United States and Europe discussed the critical
 
issue of secured commercial lending with jurists,
 
parliamentarians, bankers, and entrepreneurs from Russia and the
 
other countries in the Commonwealth of Independent States. The
 
Conference was extremely timely, taking place shortly before the
 
enactment of the new Russian Civil Code, which contains important
 
provisions on secured transactions.
 

The Conference grew out of work the sponsoring organizations
 
are undertaking to protect security interests and other property
 
rights in both the Russian Federation and across the CIS. This
 
protection is a vital precondition before lenders will extend
 
financial credit to the newly emerging private sector.
 
Currently, these property interests are not well protected in the
 
former Soviet Union. For example, although Russia has fairly
 
advanced law on secured transactions, it has few of the requisite
 
institutions to implement a modern secured lending 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 create 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.
 

On the second day of the Conference, the participants
 
applied this framework to a hypothetical business situation,
 
which produced intense debate among the CIS participants about
 
the appropriate framework for secured lending in their countries
 
and provided an opportunity to apply the general discussion from
 
day one to tangible business questions.
 

The proceedings from the Conference are reproduced in both
 
English and Russian. This publication contains all remarks from
 
the first day of the Conference, as well as substantial parts of
 
the case study discussion on day two. The co-sponsors hope that
 
their publication will both promote greater understanding of the
 
issues involved and stimulate further debate about the means of
 
building an effective secured commercial lending regime in the
 
countries of the CIS.
 

Andre Newburg Charles Cadwell
 

General Counsel Director
 
European Bank for Center for Institutional Reform
 
Reconstructions and Development and the Informal Sector,
 

University of Maryland
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KypcbI N ceMnt4apb1 o rKpbTbl QJIqlqenlon Accot;iati"t t ncex >KenaiouxHx. 

Information: 
HI4bopMaum: 

A.I.J.A.Attn Me Jerome DEPONDT 
Avenue Lousis Lepoutre, 59 B.20 
B - 1060 Bruxelles - Belgium 
Tel.: 32-2-347.28.08 
Fax: 32-2-347.55.22 
Walter H. White, Jr. (Moscow) 

Id 

http:32-2-347.55.22
http:32-2-347.28.08


L RE GI S T RATION FORMpr CTP IHOHfHAa OPMA 

Name/li nI5 

Address/Aitpee 

To be returned to: 
iy -ri. no la n) -

Telcphone/TcjiEc4oii 
Accompanying Pcrsons/Conpono>Kitao ntce(He) into(a) 

Fax/cIaKc 

Winfried A.SchmitzDroste Rechsanwalte 

Berliner Alice 48 

40212 Dusseldorf 
Germany 20
Fa x: +49 -2 11-32 44 39 

Together wilh a cheque 
or a bank transfer copy 

KoniceI cflhaTeC ioro 

nopy,-'ciiin. 

Registration fces/Pcrticrpaitiiomn,ie n311ocbl 

0 Basic Program/Ociiormna nporpamNa 

Basic Program + Saturday Dinner/OcuoBmaap r a i . i y> m B C 6 o yIlporpaMMa - y)4(II1 n cy66ory 
o Basis Program + Dinner + Tours/Ocii'niiaa 

nporpzMlma + ytmii + JKCKypclIi
0 Accompanying Persons/Conpononaiotitee(tc) 

n1iIto(a) 
0 Tickets Bolshoi Thcatcr/uJiETbl n Eonb,moii rearp 

Western Europe 

US $290 (340) 

380 (440) 

400 (460) 

us $ 

US $ 

Eastern Europe 

100 (120) 

180 (210) 

200 (230)
I 
290 (340) x. 

45 x .... 

TOTAL/BCEFO: US$ 

Payment/i °lw~a onnari 

o 
0 

1 enclose a Cheque in US $/npaitaraio ,leK ua cyMMy US $
I attach proof of payment of Bank Transfer at no charge to the organizers/npuiiaralo Konio iinaTC)Kioro 
OlopylCItId 143 6allKa 6e3 KaKOi-.1160t l(I1OIIIHTCTlbiltoi nJiaThl CO eTOpOlIiA opralu3a-ropon. 


