TEXT 1 

Task 1.    Skimming for main ideas

( Skim through the text and identify the aspects under discussion.

     Note: necessary vocabulary is provided in Vocabulary Box.

Building a Financial System

1.     Markets spur economic efficiency by allocating resources to their best uses, in response to supply and demand  A good system of financial markets and institutions is integral to this process, allocating savings to high-return investments. Worldwide experience confirms that countries with well-developed financial systems grow faster and more consistently than those with weaker systems and are better able to adjust to economic shocks. Transition implies vast reallocations of resources and ownership, a task at which effective financial systems could help enormously. Yet financial systems in transition economies start out in no fit state to help, with passive state-owned banks, often distressed, with limited capacity to assess credit risk, and an absence of financial regulation, key supporting institutions, and capital markets.

2.    Reformers seeking to address these failings face a particularly thorny version of a common transition problem. The success of other market reforms depends on the health of the financial system; yet efforts to reform it cannot proceed independently of those other reforms, especially macroeconomic stabilization, enterprise reform, and the development of supporting legal institutions. Often transition countries respond to this dilemma with inaction, with the result that financial reforms lag behind.

3.    The challenge for reformers is to find ways to help the financial system overcome the legacy of central planning, while at the same time sowing the seeds of a new system in which banks and other financial institutions will have to stand on their own two feet. The choice of approaches to banking reform brings this problem into stark relief. Should reformers use government funds to rehabilitate heavily over indebted state banks, and run the risk of their always coming to expect government bailouts? Or should reformers start afresh, encouraging the rapid entry of new banks and possibly the liquidation of old ones? Experience in transition economies to date provides evidence with which to assess both strategies and draw some tentative lessons for future reform. Whichever approach or combination of the two countries follow, one clear lesson is that governments have a vital role in promoting the development of a stable financial sector and regulating it over time. That role does not necessarily extend to the direct allocation of financial resources, even though governments in transition economies can face strong pressure to intervene, particularly in the rural sector. Another lesson is that developing a financial system takes time.  Reform must seek ways to nurture a system of banks, nonbank intermediaries, and capital markets that will evolve not in response to government dictate but to the changing needs of the market.
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Vocabulary Box

to spur economic efficiency

well-developed (effective) financial system

passive, distressed state-owned banks

the health of the financial system

to overcome the legacy of central planning

to rehabilitate heavily overindebted state banks

to expect government bailouts

to encourage the rapid entry of new banks

to promote the development of a stable financial sector

to nurture a system of banks

TEXT 2

Task 1.    Scanning

( Scan the text to find information on two aspects:

     a)Two main tasks in approaching banking reforms

     b)Two factors largely determining each  country’s approach to banking reform

Approaches to Banking Reform

1.    Transition countries have two main tasks in approaching banking reform. The first is for each country to develop its central bank into an institution that independently formulates and conducts monetary policy. Evidence from transition economies confirms the worldwide finding that greater central bank independence, including the right not to finance the government and to set interest rates without government interference, is associated with lower inflation and more effective monetary policy. All transition economies have established basic instruments and procedures of monetary policy, although their effectiveness varies across countries, in part because interbank payments systems are often still poorly developed. Building them up is essential to creating a market-based financial system. Central banks have often also played a constructive role in formulating general macroeconomic and fiscal policies. 

2.   A much larger and more complicated task is to address the weaknesses of the commercial banks. Responding both to initial conditions and to developments early in transition, countries' approaches to banking reform have been based on either entry of new banks, rehabilitation of existing banks, or (usually) some combination of the two, Some countries, however, have yet to choose a consistent financial  reform strategy.  The  new entry approach involves the entry of a relatively large number of new banks, the break up and privatization of state banks, and in some cases the liquidation of old banks. Estonia and Russia have both taken this path, although not always as a strictly deliberate policy choice. In many of the NIS, the confusion surrounding the break up of the Soviet Union created an environment in which many new banks emerged spontaneously. The alternative, rehabilitation approach, adopted by Hungary and Poland among others, stresses recapitalization of existing banks, together with extensive programs to develop them institutionally and to privatize them as soon as possible.

3.   Two factors largely determine each country's approach to banking reform: the depth of the financial system (the ratio of financial liabilities to GDP) and the institutional legacy. During the late 1980s, financial depth was similar across the transition economies. But their different experiences with inflation—and the collapse in confidence in financial assets in the high-inflation countries have since caused an equally wide divergence. With inflation having wiped out bad loans and savings, leaving depositors with little confidence in the financial system, most NIS countries have little to lose by starting afresh. Countries in CEE started out with stronger institutional bases than did the NIS or the  East Asian transition economies. This advantage, together with their deeper financial systems and generally better fiscal positions, led most CEE countries to opt for a more phased approach. 

4.   Financial reform with a stress on entry, including entry by foreign banks, can be a good approach for less advanced countries. Comparison of countries according to the institutional capacity of the better segment of their banks shows that, while the reformers with more entry  generally had much worse starting conditions, some have now  caught up with the other  countries. Progress  has been particularly rapid in  Estonia and Russia, despite an  unfavourable starting point. A period of relatively free entry can thus stimulate decentralized institution building. But confidence can be undermined while the sector undergoes convulsive restructuring and as poor-quality banks spring up. Complementary policies are therefore needed to better screen new bank applicants, to weed out weak banks, and to improve the infrastructure fir banking, including through enterprise and legal reform. 
5.  The rehabilitation approach has the advantage that it maintains a higher degree of confidence in the financial  system and thus limits financial disintermediation (the tendency for financial transactions to bypass the banking system altogether). The downside is that it maintains a large role for existing state banks. Rehabilitation can also severely undermine banks' incentives to adopt prudent investment criteria, by fostering the expectation that, having bailed out troubled banks once, governments will do so again. In Hungary, for example, some banks have been recapitalized as many as five times. Thus, like the entry approach, a consistent rehabilitation policy requires a good many complementary reforms. These should focus on improving the interim governance of state banks, ensuring a strong commitment to privatization, and, perhaps, imposing certain restrictions on the state banks’ activities. 
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Task 2.   Building Vocabulary
( After you’ve read the text, study Key Words and Word-Combinations and give the

     Russian equivalents for them. 

KEY WORDS and WORD-COMBINATIONS
to develop the central bank into an independent institution

to formulate and conduct monetary policy / fiscal policy

to set interest rates without government interference

to establish basic instruments and procedures of monetary policy

to develop (to build up) interbank payments systems

to create a market-based financial system

entry of new banks

rehabilitation of existing banks

to choose a consistent financial reform strategy

recapitalization of existing banks

the break up and privatisation of state banks

to develop banks institutionally

the depth of the financial system

the institutional legacy

to undergo convulsive restructuring

to weed out weak banks

to improve the infrastructure for banking

to limit financial disintermediation

to adopt prudent investment criteria 

( The vocabulary exercises below will help you to master the key vocabulary. It will provide 

      you with the required vocabulary to speak on the problem under consideration

A. Find in the text English equivalents for the following.

Определять и осуществлять денежно-кредитную политику; создавать финансовый механизм рыночного типа; выбрать последовательную стратегию проведения финансовых реформ;  разукрупнение и приватизация государственных банков; унаследованная институциональная структура; сделать центральный банк независимой структурой; создавать инструменты и механизмы денежно-кредитной политики; появление новых банков; закрывать нерентабельные банки; проводить осмотрительную инвестиционную политику; развивать институциональную структуру банков; препятствовать осуществлению финансовых операций вне рамок банковской системы; самостоятельно устанавливать процентные ставки;  разработать систему межбанковский расчетов; оздоровление существующих банков; улучшить инфраструктуру банковского сектора; уровень развития финансовой системы; рекапитализация существующих банков; подвергаться ломке.

B. Find the following English word-combinations in Text 2 and think of corresponding

      Russian equivalents.

Evidence from transition economies confirms; greater central bank independence is associated with lower inflation; to address the weakness of the commercial banks; responding both initial to conditions and developments early in transition; rehabilitation approach adopted by; the financial depth; the collapse in confidence in financial assets; high-inflation countries; with inflation having wiped out bad loans and savings; to opt for a more phased approach; financial reform with a stress on entry; comparison of countries according to the institutional capacity of their banks; to stimulate decentralized institution building; spring up of poor quality banks; complementary policies to better screen new bank applicants; the downside is that…; to improve the interim governance of state banks; a strong commitment to privatization.  

Task 3.   Discussing

( Using the examples given in the text comment on existing to date practices in 

      implementing banking reforms.

( Having looked through the text in Box 1 continue your comparative analysis and say what 

     has been achieved by Russia’s radical banking reform so far.

BOX 1 

 Russia's Radical Banking Reform

1.    Following the creation of a two-tier banking system in 1987, Russia's approach to banking reform rapidly - and partly unintentionally  - diverged from that of other transition economies. In 1988 a new law permitted the creation of cooperative banks to serve the nascent private sector. Establishment of joint-stock banks became possible with the 1990 banking law, with licensing subject to only minimal requirements. Competition between a reformist Russian government and a more conservative Soviet government led to a separation of Russian banks from Soviet banks and, in Russia, to the break up of several  state  banks  into  independent  regional  banks. Together these events fueled an explosion in the number of Russian banks: from 5 in 1989 to 1,500 in 1992and 2,500 in 1995.

2.    Macroeconomic developments during this period created a competitive advantage for these new banks over the old state banks. Lack of fiscal and monetary control led to rampant inflation, and loan balances soon shrank to only a few weeks of production. This provided the new banks with an opportunity to gain market share quickly by providing higher-quality banking services to the newly emerging private sector. The voucher privatization program provided another new business opportunity, as many banks invested in enterprises directly or lent to other investors buying shares. As a result the share of the new banks in total banking system assets has risen sharply, to more than two-thirds as of early 1996, with the three remaining state banks holding the rest. Some of the larger new banks have rapidly become the country's leading commercial banks, with balance sheets of $1 billion to $3 billion. They move quickly into new business lines and  financial products, and quite a few are the centre of emerging financial industrial conglomerates.

3.    The banking industry's main problems are the large number of poorly capitalized and badly managed banks and an associated severe lack of transparency. As stabilization has taken hold in Russia, the environment for banking has become more difficult. A third of Russia's banks reported losses in 1995, almost immediately after real interest rates turned positive. Although Russia has started to address its bad banks problem by withdrawing licenses and restricting operations, many troubled banks remain. The authorities will need to deal with these banks quickly, in many cases through liquidation, to restore confidence and prevent a major crisis, and to allow resources to be intermediated by the better banks instead.

4.    Increased transparency is another must. Accounting and disclosure standards are still rudimentary, a well-developed auditing profession does not yet exist, and banking supervision remains embryonic. These limitations open the door to fraud and imprudent investment and undermine confidence in the financial system. To address this problem the Russian government, with assistance from the World Bank and the European Bank for Reconstruction and Development (EBRD), has introduced an international banking standards project. Some of the best banks have been selected to on-lend World Bank and EBRD funds to the private sector. In return, the banks must submit to annual audits by international accounting firms and adhere to prudential norms with respect to capital adequacy, portfolio diversification, asset and liability management, and so on. It is estimated that some twenty to forty banks will eventually participate in this bottom-up approach to banking reform countries. Comparison of countries according to the institutional capacity of the better segment of their banks shows that, while the reformers with more entry generally had much worse starting conditions, some have now caught up with the other countries. Progress has been particularly rapid in Estonia and Russia, despite an unfavourable starting point. A period of relatively free entry can thus stimulate decentralized institution building. But confidence can be undermined while the sector undergoes convulsive restructuring and as poor-quality banks spring up. Complementary policies are therefore needed to better screen new bank applicants, to weed out weak banks, and to improve the infrastructure for banking, including through enterprise and legal reform.
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Text 3

Task 1.   Skimming for main ideas

( The text headlined  Where government should lead consists of five logical parts, each 

      part is clearly structured. Study the list of sub-headings covering the composition of the 

      text, they are given in an arbitrary sequence. Skim through the text and relate each sub-

      heading to the corresponding part of the text:

a) Beware of recapitalizing banks

b) Introduction

c) Develop effective supervision, screen new entry and improve disclosure 

d) Establish at least a few reliable banks early on

e) Deal with problem banks quickly
Where Government Should Lead . . .

  I.      Introduction. 

1.          As we have seen, initial conditions are an important consideration in striking the balance between an entry and a rehabilitation approach to banking reform. Some countries may adopt a mixed strategy, limiting the activities of state banks while a new, private sector banking system develops in parallel. Whichever approach is followed, the crucial factor is the incentives it creates, and these depend significantly on government policies and how they are perceived. Experience to date yields several policy lessons

            II.    

2.       Transition creates a difficult banking environment in which sizable loan losses are unavoidable, especially when real interest rates rise and firms have trouble servicing their loans. Unless governments act decisively, many transition economies can expect major financial crises to originate from troubled banks and from spillovers of problems at other financial intermediaries. Resolving financially distressed institutions requires three steps. First, financial flows to insolvent banks, whether from the government or from deposits attracted by high interest rates, must be stopped. Too often, troubled banks continue to receive normal or even preferential treatment. Second, management, often a primary source of the problem, must almost always be changed. Third, to reduce incentives for excessive risk taking, private shareholders should completely lose their stakes in liquidated or restructured banks. Depositors may also have to bear part of the losses. Countries that have moved decisively in this way have incurred lower costs and restored household confidence faster, even when households have suffered some losses, and have had fewer subsequent problem banks. 

             III. 

  3.         All transition countries need improved prudential regulation and supervision of commercial banks and other financial  intermediaries,  including financial-industrial groups and investment funds. Establishing such mechanisms demands a fully independent and market-oriented  supervisory agency. Every transition economy now has a supervisory structure in place, either as a part of the central bank or as a self-standing body, and has issued laws and regulations aimed at improving the functioning of the financial system. Much less progress, however, has been made in translating these reforms into effective regulation and supervision. It takes time to train bank examiners and for them to acquire adequate experience; therefore supervision is likely to remain weak in many transition countries for an extended period and will not be able to prevent every banking failure. Supervisors should focus their limited resources on addressing problem banks and non-banks, screening entrants, and improving incentives for banks to adopt prudent practices.

 4.        Countries that allow relatively free entry of domestic banks have benefited from increased competition and fast institutional progress; for many, a period of market-driven consolidation of banks and closure of weak banks should reinforce this progress. But these countries also need to introduce high minimum capital requirements, checks on the suitability and integrity of owners and managers, and other formal guidelines to keep out applicants with poor prospects or fraudulent ventures. Even then, supervision will prevent only a few cases of fraud cause of many financial crises and supervisors may lack the political support to intervene. Many warning signals were ignored, for example, prior to the fraud-induced failures of some large banks in the Baltics. Banks also need incentives to act prudently in the absence of adequate supervision. Greater transparency, through better disclosure of bank balance sheets and profitability, will help by allowing depositors, other investors, and bank supervisors to better assess banks' quality.  In most transition economies accounting and information disclosure standards for banks and other enterprises are far below those in market economies. Supervisors and international agencies need to set mandatory standards, especially on improved classification of nonperforming loans and more realistic provisioning for losses, and require annual audits.

             IV. 

5.      Large numbers of nonperforming loans and undercapitalized banks can undermine macroeconomic stability, lead to high interest rates, and forestall a decentralized, case-by-case restructuring of enterprises. Some observers have argued for early, comprehensive loan forgiveness to make a clean break with the past. Canceling the nonperforming debt of state enterprises to state banks has no impact on either national or government wealth, or on bank profits or fiscal revenues) but it raises a serious danger that money-losing firms will fail to restructure once freed from the burden of servicing their old loans, and it sends a perverse signal to other borrowers. No country has simply forgiven debts across the board, and in those that forgave debt on a large scale (such as Bulgaria and Romania) unprofitable enterprises continued to borrow rather than adjust. Forgiveness also creates no incentives for banks to develop skills in debt workout and recovery.

6.              A decentralized, case-by-case approach, such as that adopted in Hungary and Poland, can be more useful. Banks are held accountable for their problem loans and must take the lead in resolving them. As part of the operational restructuring of individual enterprises and farms, banks can limit new loans and restructure old ones. The strategy works, however, only if banks and the enterprises concerned are properly governed and managed and if banks have enough capital to recognize and make provisions against problem loans. This may mean increasing their capital. As noted above, recapitalizing banks by injecting cash or bonds, taking over bad loans, and providing other forms of fiscal support has been an important component of a rehabilitation strategy. But recapitalization is a wise use of tax payers' money only if it quickly restores the health  of the financial system and improves  the prospects for bank privatization. Experience elsewhere with recapitalization is mixed. Banks often continue their bad lending policies, resources are frequently squandered or used fraudulently, and recapitalizations often are repeated again and again. Argentina, Chile, and the United States have all undertaken repeated recapitalizations of their banking systems. Recapitalization poses particularly large risks in transition countries. The adverse incentives it gives to already poorly governed state banks tend to be exacerbated by the fact that their privatization necessary complement to the rehabilitation approaches proved difficult, making the endpoint unclear. 

        7.      Instead of relying on recapitalizations and other forms of government support, policies should promote self-help for banks to encourage them to build up their capital base. Relative to their large volumes of bad loans, banks in most transition economies make smaller provisions for loan losses than is usual in high- and middle-income countries. Almost all the transition economies tax banks heavily, both through profit taxes and indirectly through high reserve requirements, which yield little interest. In some countries, banks are still 'saddled with quasi-fiscal responsibilities, which deplete their capital. .In China, for example, the profitability of state banks is depressed in part because interest rates on loans to enterprises are kept below household deposit rates, and the credit plan dictates a large part of  their lending. To allow banks to grow out of their bad debt problems, governments need to pay higher interest rates on required reserves, eliminate quasi-fiscal demands on banks, raise or liberalize lending interest rates, and encourage banks to make more realistic provisions for loan losses.

                       V.

   8.         A combination of low confidence in the financial sector and sizable unofficial economies has meant that cash represents a large share of the money stock in CEE and the NIS, even compared with other countries with poor payments systems.  To restore confidence, governments should aim to certify a few reliable institutions and try to protect the payments system from bank failures,  entry by foreign banks is one quick way to increase the quality of banking. But in almost all transition countries regulation or other barriers have impeded foreign entry. Another approach, adopted in a number of CLE countries and NIS, is to single out a few select banks for financial and technical assistance. This approach signals to enterprises and households which banks may be most deserving of their trust Still another route, most relevant for the NIS, is to establish "safe" banks in the meantime, possibly built on the national savings banks. These banks would primarily collect household deposits and be allowed to invest only in safe assets such as government obligations or engage in limited interbank lending. Their presence can help restore households' confidence in the banking system and allow authorities to remove, or at least reduce, the (implicit) deposit insurance now provided to state banks and sometimes to other financial institutions.

9.        The measures just described would be more useful and far less costly than large-scale formal deposit insurance. Deposit insurance is often proposed for two reasons: to contain the risk of an individual bank's failure spreading through the payments system to other banks, and to increase households' confidence. Experience suggests, however, that deposit insurance is not essential to contain the contagion effects of bank failure. Especially where banking supervision is weak, banks and other investors will discriminate on their own often better than regulators between insolvent banks and banks with temporary liquidity problems. Insuring deposits, by contrast, can create significant moral hazard problems because insured banks are able to attract low-cost funds regardless of how risky their loans are. 
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   Task 2.    Building Vocabulary

( After you’ve read the text, study Key Words and Word-Combinations and give the 

     Russian equivalents for them.

KEY WORDS AND WORD-COMBINATIONS

problem  banks

to service loans

troubled banks

financial intermediaries

to resolve financially distressed institutions

insolvent banks

to receive preferential treatment

to reduce incentives for excessive risk taking

to incur lower costs

improved prudential regulation and supervision of commercial banks

market-oriented supervisory agency

market-driven consolidation of banks

to introduce high minimum capital requirement

to act prudently in the absence of adequate supervision

greater transparency through better disclosure of bank balance sheets

to set mandatory standards

improved classification of nonperforming loans

undercapitalised banks

to forestall a decentralized restructuring of enterprises

to argue for comprehensive loan forgiveness

to cancel the nonperforming debt of state enterprises

a decentralized case-by-case approach

problem loans

to limit new loans and restructure old ones

to take over bad loans

to be saddled with quasi-fiscal responsibilities

to make realistic provisions for loan losses

to impede foreign entry   

( The vocabulary exercises below will help you to master the key vocabulary. It will 

      provide you with the required vocabulary to speak on the problem under consideration

A. Find in the text English equivalents for the following.

1. получать некоторые льготы; обслуживать задолженность; неплатежеспособные банки; сократить привлекательность операций с повышенным риском; убыточные банки; финансовые посредники; урегулировать проблемы финансовых учреждений, оказавшихся в кризисном положении; проблематичные банки; понести наименьшие расходы.

2. усовершенствованный надзор  за работой коммерческих банков; консолидация банков в рыночных условиях; полностью независимый контрольный орган, руководствующийся рыночными принципами;  пересмотренное взвешенное регулирование банковской деятельности; повысить уровень обязательного минимального капитала; нормы учета и отчетности; проводить взвешенную политику в отсутствии адекватного надзора; строгая классификация нефункционирующих кредитов; установить обязательные стандарты.

3. банки с недостаточным оборотным капиталом; списать просроченную задолженность госпредприятий; погашать нефункционирующие займы; нарушать процесс децентрализованной перестройки предприятий; выступать за списание всех долгов; децентрализованный подход, учитывающий конкретные обстоятельства; выполнять обременительные бюджетные функции; просроченные займы; создавать реалистичные резервы для покрытия убытков.

4. мешать проникновению иностранных банков на внутренний рынок.

B.  Find the following English word-combinations in Text 3 and think of corresponding

       Russian equivalents.

1. an important consideration in striking the balance between an entry and a rehabilitation approach; sizable loan losses are unavoidable; private shareholders should lose their stakes in liquidated or restored banks.

2. Regulations aimed at improving the functioning of the financial system;  to prevent every banking failure; to focus on addressing problem banks, on screen entrance; to improve incentives for banks to adopt prudent practices; to keep out applicants with poor prospects or fraudulent ventures; many warning signals prior to the fraud-induced failures of some banks.

3. Money-losing firms; to develop skills in debt work out and recovery; banks are held accountable for their problem loans; to have enough capital to make provisions against problem loans; to restore the health of financial system; resources are frequently squandered or used fraudulently; to build up banks’ capital base; to allow banks to grow out of their bad loans; to eliminate quasi-fiscal demands on banks.

4. Low confidence in the financial sector; sizable unofficial economies; cash represents a large share of the money stock; to protect the payments system from bank failure; entry by foreign banks; to single out a few select banks for financial assistance; to invest only in safe assets such as government obligations; to engage in limited interbank lending; to contain the contagion effects of bank failure.    

Task  3.    Scanning

( Scan the text to find the following:

1. Three steps required to solve the problems of financially distressed institutions.

2.  Decisive measures that should be taken by governments  to allow banks to grow out of 

       their bad debt problems. 

Task 4.   Discussing the content

( Paragraph 4 says that in most transition economies accounting and information disclosure 

     standards for banks  -  and other enterprises  -   are far below those in market economies.

     Some recommendations are given to improve the situation. Comment on these 

     recommendations considering the present situation in Russian banking system.

( Paragraph 9 considers two reasons standing behind deposit insurance. It focuses on what

     experience suggests. Analyse the presented material and say how and to what extent it can 

     be applied to Russian financial reality.

TEXT 4

Task 1.   Skimming for main ideas

( Skim through the text and identify the topic of each paragraph. Select those aspects that 

      should be included into your plan.

      Note: necessary vocabulary  is provided in the Vocabulary Box

Когда правительство должно оставаться в  стороне?

1.    В некоторых странах сохраняется вмешательство  правительства в сферу финансов и централизованное распределение ресурсов (как правилу нерентабельным предприятиям и отраслям).  В других странах предприятия и министр обязаны держать средства в проблематичных банках. Во многих странах с переходной экономикой предлагалось в той или иной форме централизованное предоставление кредитов определенным отраслям. Распределение ресурсов подобными административными мерами препятствует развитию сильной финансовой системы на рыночной основе. Это также ослабляет  лучшие банки, снижает эффективность функционирования финансовой системы и подрывает авторитетность финансового регулирования. 

2.     Сохранение государственных банков, специа​лизирующихся на финансировании отдельных отраслей или видов деятельности, не позволяет преодолеть нерациональное распределение ре​сурсов, унаследованное от системы централизо​ванного планирования. Во многих странах спе​циализированных банков уже не существует. Государственные банки развития, как правило, неэффективны, и это положение едва ли изме​нится в условиях слабо развитой организацион​ной структуры, характерной для большинства стран с переходной экономикой. Там, где госу​дарственные банки работали эффективно, кредитование осуществлялось в строго ограни​ченных пределах. Например, в Японии государ​ственные финансовые учреждения используют краткосрочные тщательно разработанные про​граммы кредитования. 

3.  В большинстве стран правительство испытывает давление, заставляющее предоставлять кредиты для финансирования сельского хозяйства, нахо​дящегося в критическом положении. Особенно актуальна эта проблема в ННГ. Сельскохозяйственные банки, подобно большинству специализированных банков, неликвидны, а часто и не​платежеспособны. Те из них, которым удается сохраниться после реформ, обычно уменьшаются размерах. Новые банки неохотно обслужи​вают сельское хозяйство из-за высокого уровня риска в секторе, низкой прибыльности, почти полного отсутствия финансовой информации о заемщиках, плохой регистрации земельных уча​стков и трудностей с использованием их в каче​стве обеспечения. 

4.    Учреждение кооперативных финансовых ор​ганизаций, в некоторых случаях на основе быв​шего сельскохозяйственного банка, может стать конструктивным шагом на пути к созданию ав​тономной системы финансирования сельского хозяйства. 

5.    Жилищное строительство во многих странах с переходной экономикой резко сократилось, отчасти по причине недостатка финансирова​ния. В большинстве стран финансирование строительства ограничено низким уровнем на​коплений и отсутствием развитой институцио​нальной структуры. Пользуясь привилегирован​ным положением, государственные банки в некоторых случаях тормозили развитие рыноч​ного финансирования в области жилищного строительства. Для оживления строительного рынка предлагались различные специализиро​ванные финансовые учреждения и государствен​ные программы. Однако эти предложения игнорируют основные препятствия на пути финансирования жилищного строительства но многих странах: отсутствие четкого законодательства об ипотечных ссудах, регулирование квартирной платы, не способствующее приобретению  собственного жилья, отсутствие институциональных инвесторов, макроэкономическая нестабильность и высокий уровень инфляции. В других условиях подобные программы скорее спо​собны отвлечь внимание от тех мер, которые действительно необходимы для развития эффективной системы финансирования жилищного строительства и могут быть сопряжены с крупными бюджетными затратами.
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Vocabulary Box

to inhibit the development of a  market-based financial system

to reduce the credibility of financial regulation

to carry on  the legacy of poor reserve allocation

to perform poorly

 weak institutional environment

lending has been tightly circumscribed

to provide credit for rural finance

to collateralize

constructive approach to self-sustaining rural finance

to constrain housing finance by low saving

to revitalize the housing  market

fundamental constraints on housing finance

heavy fiscal costs

Task 2.   Precis / Abstract writing

· Texts 3 and 4 are two parts of one text considering the role and tasks of government in 

       transition countries in the process of restructuring the financial sector. Write the plan of 

       the whole text in the form of statements. Revise Composition and Language focuses 

       from Unit 1 essential for Précis Writing. Look through the best patterns given in the 

       Supplement. Write your Précis and Abstract.

TEXT 5 

Task 1.   Skimming 

( Skim through the text and identify the topic of each paragraph.

Врапорлвплрлварпл

Developing capital markets

1.      Capital markets are, at their most basic, easy to define and almost as easy to create. In a sense, a capital market exists wherever financial securities vouchers, stocks, or bonds change hands, whether on a formal securities exchange, within a less structured but established medium such as a over-the-counter market, or informally between any buyer and any seller. Yet as with so many of the institutions out-lined in this part of the Report, the trick to capital markets is not bringing them into being but nurturing them so that they play their proper supporting role in the broader process of transition. For capital markets, especially the more formal kind, that role is largely one of facilitating the reallocation of property rights. Capital markets are especially needed after the initial distribution of vouchers and shareholdings in a mass privatization program, but also for the sale of state assets through direct share offerings. Some of the standard benefits of capital markets in a market economy can often be even more valuable for transition countries: capital markets improve corporate governance by monitoring managers and trading shares actively; they allow cash-strapped governments to issue bonds, and firms to make share and bond offerings; and they support long-term housing finance and pension reform. But even healthy capital markets are not self-sufficient; they rely heavily on well-functioning banks, to process payments and act as custodians, and money markets, to provide benchmarks for pricing securities.

2.     Both are sorely lacking in many transition economies. In addition, property rights are often poorly defined, there is a lack of necessary market skills and experience, and minority shareholder protection is extremely limited.

3.    The more formal, centralized type of securities exchange is not particularly difficult to set up. At least nineteen transition economies have done so. And almost all countries in CEE, several NIS, and China and Vietnam have adopted (or are adopting) supporting, comprehensive securities laws. Yet both market capitalization and share turnover in these formal markets have tended to be low by both developing and industrial country standards . Accordingly, the new markets have raised only limited funding. In CEE and the NIS only the best firms have been able to raise any financing, altogether less than $1 billion from 1991 to 1995. In China new equity offerings have been comparatively large, amounting to more than $1 billion in 1993 alone. They still, however, account for only a small portion of total enterprise investment. In Russia and the Czech Republic, capital markets including informal markets are mostly used to build up controlling stakes, which investors then tend to hold; turnover on formal markets is consequently low. In very few countries has equity trading been active and had a disciplinary effect on managers.

4.      Bringing capital markets to life in transition countries will mean raising both the supply of securities and, naturally, the demand for them, as well as improving the institutional background for transactions. On the supply side, bond markets, which often precede stock markets, have tended to develop because governments need to raise non-inflationary finance. Similarly, rapid privatizers among developing countries have experienced much faster growth in stock market capitalization than have slow privacizers. This is also true among transition economies: stock market capitalization is greater in relation to GDP in mass privatizers such as Russia and the Czech and Slovak Republics . Yet trading activity and individual share prices are generally much lower among mass privatizers than in other countries, largely because demand is low and institutions are weak. China, with its limited privatization, is a notable exception, with high turn over due in part to speculation.

5.    Boosting domestic demand for securities, and boosting securities trading, will require stable macroeconomic policies to raise saving, as well as the emergence of institutional investors such as private pension funds  and insurance companies. Policymakers will also need to improve the protection of creditors and investors, especially minority shareholders, and vigorously punish fraud and other white-collar crimes. Enhanced disclosure requirements could help capital markets develop, just as the disclosure provisions of the Companies Act of 1900 promoted markets in the United Kingdom. Although many transition economies have made significant progress in enacting modern securities laws, few have succeeded in enforcing them, since supervisory institutions are often still  lacking.  

6.    In developing and improving rules and institutions, countries need to strike a balance between a top-down approach, where the government takes the initiative, and one that is more bottom-up, in that supply and demand create pressures for the types of markets countries need and the rules and institutions to govern them. Top-down strategies can deliver higher standards but risk overregulation and may fail to meet markets' true needs. Standards in several CEE countries, for example, are relatively high, but only government bonds and several dozen stocks are actively traded. This is especially likely when infrastructure is developed well in advance of demand or supply. Albania, for example, enacted a well-designed capital markets law, but its capital markets are not yet functioning for lack of strong banks, institutional investors, functioning courts, qualified lawyers, and a well-staffed regulatory commission. Top down approaches are especially problematic since most countries need rapid change in the way firms are managed through mass privatization and other programs and this can be slowed by over regulation.

7.     A bottom-up approach can have advantages. Experience in transition economies and elsewhere shows that more-effective rules and institutions tend to develop when they advance in step with demand and supply, rather than behind or well in front of them. There is also evidence that market participants, seeking to protect their own interests, tend to self-regulate through cross-monitoring,especially when trading in large volumes. In Russia, a system for over-the-counter trading in stocks and rules governing trades were introduced because brokers realized that it was in their own interest to share information with others and agree on common standards. The bottom-up approach still requires a supportive role for the government, especially in promoting the necessary institutions and in vetting the rules of the game, but it does not risk stifling a nascent market. China is an example of bottom-up regulatory development: the emergence of regional exchanges prompted regional regulators to formulate their own rules first, which were later absorbed into an over-arching national regulatory framework.

8.    Foreign demand can be particularly helpful in lifting standards and increasing confidence. Foreign portfolio investors stimulate infrastructure improvements because they demand good custody, trustee, audit, and bank payments systemsfiduciary functions missing in many transition economies. In Russia, for example, a British company acquired 20 percent of the shares of an aluminum company, but its share ownership was later annulled by the company's management. The resulting international outcry spotlighted the deficiencies of Russia's regulatory process, leading to pressures for third-party registry facilities  and  a national  registry company.  A joint venture between Russian and several foreign institutions (the International Finance Corporation, the European Bank for Reconstruction and Development, and the Bank of New York) now handles custodian arrangements for shares, making purchases much easier and more attractive. Capital market development can also be accelerated through "demonstration" projects, such as portfolio and venture capital funds.

9.    Capital markets in their various forms have played an important role in the transfer and initial    reallocation of company ownership (vouchers and shares), particularly in  mass-privatizing  countries.  Individual  shareholders (including insiders) have sold their shares, often through informal markets, and strategic investors have sought to establish controlling ownership stakes. There are historical precedents for this process. In post-World War II Japan corporate ownership structure changed rapidly from one of wide distribution among individuals to one of institution-centered ownership with extensive cross-holdings. But increasing ownership concentration leads to illiquidity, especially in formal markets. In many transition economies with mass privatization programs, investors have held on to their stakes after the initial round of trading. Trading often occurs in blocks off the formal exchanges such is the case with 80 to 90 percent of shares exchanged in the Czech Republicas investors try to build up controlling stakes. Other countries show a similar trade off between concentration of ownership and market liquidity. Given the lack of sound corporate governance and scarcity of financial skills, concentrated outside ownership (combined with monitoring by banks) has its advantages in most transition economies. At least in the short run it is probably preferable to highly liquid and speculative capital markets that may impose little or no discipline on managers .
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Task 2.   Building vocabulary

· After you’ve read the text, study Key Words and Word-Combinations and give the Russian equivalents for them.

KEY WORDS AND WORD-COMBINATIONS

over-the-counter market

to sell state assets through direct share offerings

to allow cash-strapped governments to issue bonds

to process payments and act as custodians

to provide benchmarks for pricing securities

market capitalization

to raise limited funding / financing

to build up controlling stakes

to improve the institutional background for transactions

need to raise noninflationary finance

emergence of institutional investors

enhanced disclosure requirements

top-down strategies

to risk  overregulation

government bonds and companies’ stocks

a bottom up approach

to stifle a nascent market

foreign portfolio investors

fiduciary functions (custody, trustee, audit and bank payment system)

to spotlight the deficiencies of regulatory process

third-party registry facilities

to handle custodian arrangements for shares

portfolio funds

venture capital funds

transfer of company ownership (vouchers and shares)

strategic investors

to establish controlling ownership stakes

institution-centered ownership with extensive cross-holding

a trade off between concentration of ownership and market liquidity

highly liquid and speculative capital markets  

( The vocabulary exercises below will help you to master the key vocabulary. It will 

      provide you with the required vocabulary to speak on the problem under consideration

A.  Find in the text English equivalents for the following.

давать возможность выпускать государственные облигации в условиях бюджетного дефицита; уровень рыночной капитализации; прямое предложение акций; формировать курсы ценных бумаг; привлекать лишь ограниченное финансирование; вторичный рынок ценных бумаг; осуществлять платежи и управлять капиталом; улучшать институциональную среду для совершения сделок; безинфляционная мобилизация средств; государственные облигации; опасность  чрезмерного регулирования; инициатива снизу; строгие правила  предоставления информации; административный подход; фидуциарные функции; подавлять зарождающийся рынок; выявлять недостатки системы регулирования; иностранные институциональные инвесторы; фонды рискового капитала; процедура регистрации сделок с участием третьей стороны; передача и перераспределение собственности компаний; портфельные фонды; заниматься хранением акций; совместное владение обширными активами различных компаний; высоколиквидные рынки капитала; создать контрольный пакет акций; выбор между концентрацией собственности и ликвидностью рынка.

B. Find the following English word-combinations in Text 5  and think of corresponding equivalents.

a less structured but established medium; to facilitate the reallocation of property rights; to improve corporate governance by monitoring managers; to rely heavily on well-functioning banks; to define poorly property rights; centralized type of securities exchange; to adopt comprehensive securities laws;  to account for only a small portion of total enterprise investment; to bring capital markets to life; to boost domestic demand for securities; to deliver high standards; to develop infrastructure well in advance of demand and supply (or in step with…); national regulatory framework; to stimulate infrastructure improvements; to demand good custody, trustee, audit and bank payments system; to annul share ownership; national registry company.

   C.  Word Study

· Here is a list of economic terms frequently used in the analysis of transition economies financial systems.  Study word-combinations with these terms to enrich your vocabulary in order to sound more expertly commenting on restructuring banks and building new financial systems.

	Assets                                                                 1.  актив (ы), (баланс)  

2.  имущество, средства; актив (ы) ;

      капитал 

~  and liabilities                                                  актив и пассив баланса


	

	available ~ 

	свободные активы

	capital ~


	основной капитал; основные средства

	current ~
	1. оборотный капитал, средства, фонды

2.   текущие (ликвидные активы)

	carning ~

	доходные активы (банка)

	fixed ~
	1. основной капитал, основные фонды

2. труднореализуемые (неликвидные) активы

3. недвижимость



	intangible ~
	нематериальные активы (напр. репутация фирмы, капитализированные права, привилегии, конкурентные преимущества)



	ordinary ~
	амер.активы, являющиеся обычным предметом купли-продажи (напр. акции и облигации для брокеров фондовой биржи)



	
	

	assued share capital
                                                                                   
	 выпущенный капитал компании  - акционерный капитал, на который осуществлена фактическая                                                         подписка акционеров (в форме обыкновенных или привилегированных акций)



	auditing
	аудиторская проверка



	authorised stock (authorised share capital)
	разрешенный к выпуску акционерный капитал



	bad debts
	безнадежные долги



	bonds
	облигации – долгосрочные ценные бумаги с фиксированным процентом, выпускаемые частными  компаниями или государством в соответствии с принятой процедурой 



	bonus shares
	бесплатные (льготные) акции , распределяемые среди уже имеющихся акционеров взамен дивидендов, подлежащих уплате наличными.



	capital (n)


	

	~ of a company
	акционерный капитал компании



	current ~
	оборотный капитал



	debenture ~
	заемный капитал



	disposable ~
	свободный (денежный ) капитал



	equity ~
	капитал в форме акций



	fixed ~
	основной капитал



	interest-bearing ~
	капитал, приносящий проценты



	issued ~
	выпущенный акционерный капитал



	loan ~
	ссудный  капитал



	lucrative ~
	капитал в форме ценных бумаг



	nominal ~
	разрешенный к выпуску акционерный капитал (по номинальной стоимости)



	stock ~
	акционерный капитал



	venture ~
	1. спекулятивный капитал

2. венчурный (рисковый) капитал



	vested ~
	инвестированный капитал



	capital gains
	прирост капитала – рост стоимости собственного акционерного капитала в результате реинвестирования нераспределенной прибыли



	capital reserves
	резервный капитал



	capital stock
	акционерный капитал



	capital structure
	структура капитала



	capital surplus
	излишек капитала



	capital turnover
	оборот капитала



	capitalization
	капитализация



	collateral
	обеспечение, залог



	common shares
	обыкновенные акции


· Match the following  terms with the correct definition or phrase.

	1. bond
	a. ______ a general terms for any fixed-interest security, especially one issued by a government

	2. bonus shares
	b. ______ new shares issued by a company to its existing members  (shareholders) free of payment by the members as a means of capitalizing (turning into capital) some of the accumulated profits and reserves of the company



	3. capital gains 
	c. ______ a debts owed by a company to one or more creditors who have lent money to it.



	4. venture capital 
	d. ______ that part of the capital of a company that consists of ordinary, deferred, deferred ordinary or founders’ shares, all of which together  in effect, carry the right of ownership (the equity) in the business.



	5. debenture capital
	e. ______ capital open to rather large risk of loss



	6. equity capital 
	f. ______ an increase in the money value of a capital asset such as buildings, land, or shares in a company. The gain may be realized, turned into money, when the asset is sold but until then it remains an unrealised gain.



	7.  issued capital
	g. ______ a security given for the repayment of a loan



	8. capital reserve
	h. ______ the degree to which a business has ready cash or can find it by quickly selling its assets.



	9. capitalization = capital structure
	i. ______ the total amount  of capital actually issued in shares to the members (shareholders) of a company



	10. collateral
	j. ______ an issue of bonus shares, free of cost and only to existing shareholders, using part of the company



	11. common shares = ordinary share = equity share = junior share
	k. ______ an amount that must by law be kept as a reserve and which may not be distributed as dividends payable in cash



	12. debenture (Br.)
	l. ______ the largest class of share, the owners of which have the right to share in the profits of the company after the preference shares have been paid their dividend but before the deferred shares. Ordinary shares may be preferred ordinary shares or deferred ordinary shares. Ordinary shareholders carry most of the risks: if profits are low, they get little or no dividend, but if profits are high, they may get a much higher return than do the holders of other classes of capital



	13. financial statement  (Br.)
	m. ______ the different kinds of shares, stock, etc., which together  compose a company’s capital



	14. liquidity
	n. ______ an acknowledgement of a debt, usually in the form of  a deed (document under  seal) by a company or public organisation and usually secured by a trust of the debenture-holder.



	15.capitalization of reserves
	o. ______ assets which are valuable  in helping the business, but since they have no material form, are not easily turned into cash, e.g. goodwill, patents, copyrights, trademarks.



	16. available assets = liquid assets
	p. ______ a document issued to shareholders before the annual general meeting of a company, containing the company’s final accounts, the directors’ reports and sometimes the chairman’s statement



	17. intangible assets
	q. ______ possessions which consist of cash in hand, or cash with bankers, and anything which can be quickly turned into  cash, e.g. bills receivable and marketable securities.



	
	

	
	


Task 3.     Discussing the content

( Look  through paragraph 1  and focus on the standard benefits of capital markets in a market economy that can often be even more valuable for transition economies. List them and comment on them.

( Paragraph 2 states that “the more formal, centralized type of securities exchange is not particularly difficult to set up. At least nineteen transition economies have done so. Yet…” This “Yet” presupposes consideration of the level of market capitalization and share turnover, the volume of funding, the amounts of equity offerings and activity of equity tradings. Why does the article pay so much attention to these indicators?

( It is emphasized in paragraph 4 that “boosting domestic demand for securities, and boosting securities trading, will require stable macroeconomic policies to raise saving” and some other measures to be taken. Mention these measures and speak on their soundness.

( In  developing and improving rules and institutions countries need to strike a balance between a top-down approach and a bottom-up approach. Study thoroughly paragraphs 5, 6 and analyze advantages and disadvantages of both strategies.

( Paragraph 8  says that “given the lack of sound corporate governance and scarcity of financial skills, concentrated outside ownership (combined with monitoring by banks), has its advantages in most transition economies. At least in the short run it is probably preferable to highly liquid and speculative capital markets that may impose little or no discipline on managers. ” express your attitude to this statement.

Task 4.   Precis writing

( Write a précis of text 5.
TEXT 6

( Enumerate the reasons given in the text proving those venture capital funds can be 

     particularly useful in transition economies.

( The paper says that new small and medium-size enterprises have often found it difficult to 

      attract external finance. In this context ,  leasing  offers many advantages over traditional

      bank loans, not least that it can work well even where collateral laws  are still extremely 

      weak.. What are other advantages provided by leasing?

     Note: necessary vocabulary is provided in the Vocabulary Box.

Роль небанковских финансовых организаций
1.    Многие небанковские финансовые посредники, такие как портфельные (взаимные) фонды, фонды рискового капитала, лизинговые и факторинговые компании, хорошо отвечают потребностям переходной экономики. Они могут восполнить дефицит финансов, возникший во многих странах с переходной экономикой в ре​зультате оттока денежных ресурсов из кредит​но-финансовых институтов на неорганизован​ный рынок ссудного капитала. Они также с большей готовностью финансируют мелкие и средние предприятия, имеющие важное значе​ние для общего экономического роста. Кроме того, они в меньшей степени нуждаются в право​вых механизмах, чем другие посреднические уч​реждения. В странах с переходной экономикой в последнее время наблюдается быстрый рост портфельных фондов и фондов рискового капи​тала. К началу 1995 года, всего лишь через шесть лет после учреждения первого фонда рискового капитала, в странах ЦВЕ действовало уже более 80 таких фондов, которые управляли активами на сумму 4,4 миллиарда долларов. Для одного или нескольких крупных иностранных инвесто​ров эти фонды оказались привлекательным спо​собом удовлетворения финансовых потребнос​тей мелких фирм. Например, инвестиции фондов капитала, в которых участвует Междуна​родная финансовая корпорация (МФК), состав​ляют в среднем только 500 000 долларов на одну фирму. Подобные фонды могут оказаться осо​бенно полезными для стран с переходной эко​номикой не только потому, что прямые инвес​тиции в какой-то степени защищают от инфляции, но и потому, что менеджеры таких фондов получают возможность реально контро​лировать управление предприятиями, помогая неопытным управляющим разрабатывать биз​нес-планы и повышать качество работы. Эти фонды также способствуют улучшению качест​ва аудиторских проверок и укреплению связей с иностранными фирмами. Требования, предъявляемые менед​жерами фондов рискового капитала, способны также стимулировать развитие местных финан​совых рынков и рынков капитала.

2.    Появление новых фирм явилось движущей си​лой развития частного сектора в странах с пере​ходной экономикой. Однако новым мелким и средним предприятиям нередко бывает исклю​чительно трудно найти внешние источники фи​нансирования. В этих условиях лизинг (долго​срочная аренда), например, оборудования, техники или транспортных средств, имеет мно​го преимуществ по сравнению с традиционны​ми банковскими ссудами. Преимущества связа​ны не в последнюю очередь с тем, что этот метод с успехом применяется и там, где все еще отсутствуют эффективные законы о залоговом обеспечении. Действующее в Румынии граждан​ское законодательство столетней давности поз​волило лизинговым компаниям составить безу​пречные договоры о долгосрочной аренде, несмотря на отсутствие специального законода​тельства. Кроме того, провести оценку стоимос​ти арендуемого имущества, как правило, легче, чем определить кредитоспособность фирмы, тем более новой. Поэтому неудивительно, что посредством лизинга финансируется значитель​ная часть новых инвестиций в странах с переход​ной экономикой. Поскольку в большинстве случаев речь идет о мелких предприятиях, средняя сумма лизинго​вого контракта невелика. Лизинг также способ​ствует развитию других форм финансирования, в том числе рынков облигаций и ценных бумаг, и содействует совершенствованию существующих законов и положений, регулирующих кредит​ную деятельность. Становление других небан​ковских финансовых учреждений, таких как страховые компании, будет происходить более медленными темпами, но со временем и они станут играть важную посредническую роль в привлечении сбережений. Однако развитие этих структур потребует дальнейшего совер​шенствования законодательства каждой страны, особенно в сфере прав собственности и договор​ного права .
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       Vocabulary Box

     nonbank financial institution

portfolio capital founds

fenture capital founds

leasing and factoring companies

equity investments

to offer some hedge against inflation

to provide for  considerable control over management

inexperienced managers

to develop business plans

to upgrade standards

to spur the development of local capital and financial markets

entry of new firms

driving force behind private sector development

advantages of traditional bank loans

to draft watertight leasing arrangements

to asses the value of a leased asset

bond and commercial paper markets

improvement in the regulatory and legal frameworks

institutions for intermediating savings

improvements in countries’ legal frameworks

property rights

contact law 

TEXT 7
· The paper emphasizes that “the inherited weaknesses of the financial system and the way 

       these tend to play out during transition demand a series of determined complementary 

       reforms.” What has been recommended to undertake further?

     Note: necessary vocabulary is provided in the Vocabulary Box.

Задачи на будущее

1.    Все страны с переходной экономикой сталкива​ются со сходными препятствиями на пути к созданию прочной и эффективной финансовой сис​темы. но решаются эти проблемы в каждом слу​чае по-своему. Один из уроков, который можно извлечь из опыта последних лет, заключается в том. что реформа существующих банков может оказаться менее эффективной, чем создание де​централизованной системы финансовых органи​заций, предусматривающей появление новых банков. Оптимальным подходом для большинст​ва стран, особенно для менее продвинувшихся на пути реформ, могло бы стать ограничение дея​тельности государственных банков в период фор​мирования новой или параллельной системы ча​стных банков. Однако независимо от подхода, избранного правительством для создания новых финансовых структур, недостатки, унаследован​ные от прежней системы, и их последствия для переходного периода делают необходимым про​ведение ряда решительных дополнительных ре​форм. Во всех странах с переходной экономикой также следует избегать прямого и косвенного вмешательства правительства в процесс распре​деления ресурсов. В частности, доверие к рефор​мам нередко подрывала поспешная помощь обанкротившимся банкам. Вместо этого следует поощрять собственную инициативу банков в во​просах формирования капитала, например, пу​тем правил, требующих более крупные резервы для покрытия убытков по ссудам, и совершенст​вования системы взимания долгов.

2.    Важным моментом для всех стран с переход​ной экономикой является ускоренное развитие небанковских финансовых учреждений (являю​щихся неотъемлемой частью любой финансовой системы), поскольку они часто финансируют мелкие, динамичные новые фирмы, играющие центральную роль в обеспечении экономичес​кого роста. Рынки капитала необходимы для обеспечения финансирования предприятий и улучшения корпоративного управления. В про​цессе развития вспомогательных институцио​нальных структур в этой сфере в странах с пере​ходной экономикой целесообразной может стать ориентация на спрос и предложение. Как показывает опыт других стран, банки, рынки ка​питала и другие посредники в конечном счете дополняют друг друга и оказывают положитель​ное влияние на процессы развития и экономиче​ского роста.
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Vocabulary Box

decentralized institutional building

to restrict the activities of state banks

inherited weaknesses of the financial system

to demand a series of determined complementary reforms

premature bailouts

to undermine the credibility of reforms

encourage banks to be more self-reliant in building capital

generous loan-loss provision rules

to improve the general framework for debt collection

to accelerate the development of nonbank financial institution

to raise financing

to improve the governance of firms

as evidence from other countries shows

the roles of banks, capital markets and other intermediaries are complementary



by Lisa Pasquale 

	   Getting people to write their ideas in a manner suitable for general reading can be difficult, if not impossible.

   But why is this? Wouldn't peo​ple who pride themselves in being good communicators be interested in learning how to write? Common sense tells me "yes," but my intuition tells me otherwise.

   My theory (certainly not con​firmed scientifically) is that we, become so accustomed to using visuals, gestures and persona in our communication that we feel uncomfort​able without them. Just like the blind person who compensates for his lack of sight by developing his sense of touch, many people shy away from written communication and gravitate toward the spoken word. Thus, their writing skills atro​phy while their speaking skills sharpen.

   Another reason for not want​ing to write may be that once a talk is delivered, it is gone (unless it's taped)— there's nothing to reexamine word for word. In contrast, once your message assumes written form, it is there for all to see, analyze and critique. It is there for posterity!
	
	Writing, like public speak​ing, makes us vulnerable to criticism, but the written word is more enduring.

   Writing excludes a great por​tion of the communication tools we have worked so hard to master. Consequently, the written message must be particularly well thought out, interesting and readable: A tough com​bination for those who emphasize delivery at the expense of content. The written word allows less room for error in capturing attention. A reader who doesn't like the first para​graph will not read on. If you give the reader the chance to turn the page, you've lost him for good.

   It stands to reason, then, that learning to write better will help your speaking ability dramatically.

   To become the proficient com​municator we all desire, we must accept the challenge of the written word and overcome our writing weaknesses. But like any​thing worth doing, it will take patience and hard work to achieve excellence.

©  The Toastmaster


( Read the article and note all the reasons it gives explaining why written communication is 

      a more challenging task than oral one.

( What is emphasized in the article as the first most important thing in writing to capture 

      attention?

TEXT 8

Banking Crisis: What do we do?

1.    In the past 15  years,  nearly three-fourths of IMF member countries have experienced significant banking sector problems. And 1980, banking problems in developing and transition economies have cost the public some $250 billion. The prevalence of banking problems and their extreme costliness have Sparked heightened interest in ways to prevent them, according to Morris Goldstein, formerly Deputy Director of the IMF's  Research Department and currently Senior Fellow at the Washington-based    Institute for International Economics. In addition, the Mexican financial crisis of late 1994-early 1995 focused world attention on the risks posed by banking  sector problems. Goldstein's comments were made at a recent seminar for IMF staff, at which-he reviewed the current state of knowledge about both banking and currency crises and discussed ongoing research in these areas.

2. Several  definitions  have  been  advanced for what constitutes a bank's; crisis. An increasingly popular according to Goldstein, is when the capital of the banking system is essentially  exhausted with nonperforming loans amounting; to at least 15-20 percent of GDP.

3.   The  primary causes of banking crises in developing countries,  said Goldstein, were the following:

· external and domestic macroeconomic volatility,  the main elements of which were sudden adverse changes in terms of trade and wide swings in international interest rates, real exchange rates, and growth and inflation rates;

· lending booms, characterized by rapid increases in bank credit growth and unsound financing during economic expansions;

· rapidly increasing bank liabilities, in  the  context of large  bank  mismatches with respect to liquidity, maturity, and currency of denomination;

· inadequate preparation for financial liberalization, which leaves bank supervisors to face new risks before the supervisory and regulatory framework is sufficiently strengthened;

· heavy government involvement in the banking system and loose controls on "connected lending"  (loans extended to banks' owners or managers and to their related businesses;

· weaknesses in accounting, disclosure, and legal frameworks, which hinder the operation of market discipline and effective banking supervision;

· distorted incentives, such as pressures for regulatory forbearance created by insufficient political protection of bank supervisors and the absence of suitable financial incentives for bank owners, managers, and depositors to avoid excessive risk; and

· the exchange rate regime: a currency board or fixed exchange rate regime, for example, can constrain the exercise  of the  lender-of-last-resort function by the central bank.

4. How early a warning should an indicator provide, Goldstein asked, and  which are the best ones? Reporting on work in progress with HE colleague Carmen Reinhart, he said that an early warning indicator should signal a problem between  1  and 24 months before its onset. Among the indicators that showed promise are real  exchange  rate  appreciation which louvers the  profitability of exports and often precedes losses on unmatched  currency positions; falling equity prices, which reduce the net worth of companies and the collateral underlying bank loans; a rise in the money multiplier, resulting from a decline in bank reserve requirements connected with financial liberalization; a rise in  the domestic real interest  rate  and recession, which leads to loan delinquencies and other problems.

5. Currency, or balance of payments, crises are generally easier to identify, said Goldstein, by looking at an index of exchange market pressures. Among the warning variables he and Reinhart were studying are real exchange rate appreciation,  falling  exports,  falling stock prices, recession, and a rising ratio of monetary aggregates to international reserves.

      Motivating Banking Reform

6. The serious problems with banking systems in many developing countries underscore the importance of greater macroeconomic stability and sound banking practices. For this reason, Goldstein indicated that he and others, including IMF staff were working to develop  a set of international banking standards.

7. Existing guidelines, Goldstein said, were too narrow and related mainly to the circumstances of Group of Ten industrial countries. Any new banking standards,  he maintained, should be voluntary, but if the markets know which countries sign on to them, pressure for their widespread adoption would emerge. Goldstein compared the effort to develop banking standards with the IMP'S efforts to de velop standards for the publication of data  (the special data dissemination standard,  introduced  in  September 1996). While "adherence to banking standards would not eliminate banking;  crises.   Goldstein concluded, it could  mitigate  their  severity  and frequency.

© IMF SURVEY 
Task 1.   Analysing text structure
( How effective is the heading?

· Does the subheading reflect the content of the part?

· The text falls into several logical parts. How many?

· How coherent are these parts?

· What is the function of each paragraph? Are there any paragraphs that may be omitted? 

How effective is the first paragraph in capturing the readers’ attention?

Task 2.  Writing

( Write  a short article which might be the answer to the question posed in the heading. 

      Pay special attention to the first  paragraph.


by Millie Gruber  

[image: image1.wmf]
“To write simply is as difficult as to be good.”

W. Somerset Maugham

▼  The best presentations seem effortless, but a lot of hard work goes into making them appear so simple. To produce a clear and concise piece of writing you must write, rewrite, edit and polish your work exten​sively.

    When you begin to write a speech it's easiest to choose a subject of personal meaning to you. (Of course, it should have some appeal to the audience, too). Our appreciation of the material we are presenting comes through in an enthusiastic, convincing presentation.

   Research your topic thoroughly. Accumu​late all the information you can (much more than you will need), including facts, statistics, quotes, anecdotes, etc. Write the information down freestyle, in no particular order, until you feel you have covered the topic to your satisfaction. Read it over and decide what your message will be. Every speech should leave the listener with one provocative thought - but only one. A good speech has a single theme, a clear and consistent point of view,  that is supported with logically presented facts and information. This gives us the speech structure - a route to follow to a particular destination. We should make sure to tell the audience what the plan is by informing  them early in the speech what our message will be. They can then settle back comfortably and wait for our supporting documentation.

   Organize the material into three or four points that factually support the message you plan to deliver. You want to present a logical case for your point of view. This is when the information you have painstakingly researched comes into play. Use definitions, quotes, spe​cific examples or other means to explain your position. Order the points from least important to most important  - building to a strong climax. Sum up with a restatement of the theme.

   "Rewriting is the essence of writing," says William Zinsser in his book, On Writing Well. "Professional writers rewrite their sentences repeatedly and then rewrite what they have rewritten...Most people's first drafts can be cut by 50 percent - they are swollen with words and phrases that do no new work whatever."

   This is where you have to clean up your prose. Only give as much information as is needed to make your point - not one word more. It is difficult to cut out your favorite words or phrases (they sound so good!), but it is always necessary to trim your talk. A good motto is, if in doubt, cut it out.

   Use active verbs, short words and sentences to get the message across neatly. Your ideas should ring with common sense and sound plausible. Do not write phrases you would not normally say. Avoid cliches and cluttered lan​guage. For example, instead of saying, "At the present time, we are experiencing precipita​tion," say, "It is raining." "Fighting clutter is like fighting weeds," Zinsser says, "the writer is always slightly behind."

H. L. Mencken said, "0.8 percent of the human race is capable of writing something that is instantly understandable." Writing helps us think clearly. Revising helps us rethink. We constantly have to ask ourselves, "Am I saying what I want to say?" The answer is often no. It is a struggle to decide which words are best suited for a particular purpose: which ones to include and exclude, and then to arrange them in the best possible form to achieve clarity in the most economical way.

Don't try to do it all in one sitting. Put your work away for a day and then look at it again with a fresh perspective. Edit it again for clarity, simplicity and brevity. It is the successful re​writing and rethinking that molds your writing into the sharpest declaration of your views.

All you need to write a speech is some​thing specific you want to say. The challenge is to say it well. 

© The Toastmaster

( Read the text and summarize the steps which may bring you to writing an effective 

     presentation

TEXT 9

Banking Reform in Transition Economies
                              COUNTRIES making the transition to a market economy have pursued a variety of approaches to banking reform. To become globally competitive, however, transition economies will need to accelerate bank privatization and the reform of bank manage​ment and governance.

1.    The former centrally planned economies of Central and Eastern Europe, and the Baltic countries, Russia, and the other countries of the former Soviet Union (BRO) face a formidable challenge: their banks, tradition​ally passive conduits for funds, must be transformed into efficient financial intermediaries and active agents of market discipline. Despite progress, weaknesses persist in many transition economies' banks because of the unsatisfactory which market disci​pline is being introduced. The absence of sound banking systems has hindered the development of nonbank financial markets, private sector investment and the conduct of monetary policy.

2.    To correct structural weakness in their banking systems, transition economies have financially restructured banks, improved , enabling environments, and reorganized banking sectors through consolidation and privati​zation. Significant systemic risk remains, however, because of excessive exposure to weak enterprises and unsound management and governance. Most transition countries have made progress toward market-based banking systems, but none has succeeding in fully meeting the needs of the emerging of pri​vate sector. There is evidence that, unless banking reforms accelerate companies will  find it difficult to obtain adequate and affordable as noncredit services of high quality.

3.    To restore bank liquidity and solvency and meet the private sector's financing needs transition countries need to develop banking sec​tors that operate on commercial principles in a 'competitive environment and that have strong management and internal supervision. To increase competition and improve service, governments need to open markets to foreign banks and allow the most competitive domestic  banks to extend their locations and operations. The success of banking reforms will also require the curtailment of funds for loss making of bank and enterprise, the acceleration of bank and enterprise privatization, an improved legal and regulatory framework, and efficient payment systems.  

      Different approaches
4.    Central and Eastern European countries recapitalized state banks out of the belief that (removing old loans from bank balance sheets would restore solvency and allow state banks  to compete with private banks. Some progress has been made, but most state banks are still not efficient The BRO countries have taken a different approach. These countries privatized branches of the monobank system without recapitalizing. Hyperinfaltion erased the nominal value of old, nonperforming loans - a de facto financial restructuring of the banks'. balance sheets. However, as in Central and' Eastern Europe, management and governance practices have not fully adapted to competitive markets. Although privately owned, many BRO banks operate according to uncompetitive or monopolistic principles. The perfor​mance of banks in the Baltic countries has been mixed: Estonia has made progress by applying hard budget constraints on loss-making  enterprises, while Latvia’s bank system is in disarray  because of excessive risk-taking and unsound trade-financial practices.

5.    Recapitalization.  Recapitalization of state banks in Central and  Eastern Europe bought time for restructuring.  Without a radical overhaul of policies, procedures. Practices, and incentives, however, bank performance has remained poor, and state bank have made demands of additional capital at high fiscal cost. The cost of four recapitalization in Hungary, for example, has been $3,2 billion – equivalent to 7,5 percent of Hungary’s GDP in 1994.

6.    Carve-outs have been the most common form of recapitalization: governments have issued bonds to replace nonperforming loans made before  a cutoff, restoring bank solvency. Bank have been held responsible for loan collection and loss-provisioning  on nonperforming loans made after the cutoff date. While loss-provisioning practices have improved, nonperforming loans continue to be a problem, partly because of inadequate credit policies and poor risk management.

7.    Restructuring bad loans. Countries have pursued a variety of bank-led approaches to deal with nonperforming loans.  In the past bad loans were polled over. State guarantees were meant to support banks if enterprises failed to repay their rolled-over debt. But guarantee coverage was never clearly specified, and many7 state banks in Central and Eastern Europe face a major write-down of asset values unless agreement in reached with outside creditors and former trading partners.

8.    Four countries have established bank restructuring agencies, which can clean up loan portfolios and restructure bank management and operations in advance of privatization. However, shallow markets and a scarcity of experienced staff the main impediments to broader use of such agencies. 

        The right environment
9.    To improve resource allocation, countries have introduced policies encouraging positive real interest rates and limiting the use of directed credits and other subsidies to pre​ferred sectors. The supervision of commercial banks by central banks has been strength​ened, and indirect methods of monetary control (reserve and liquidity requirements, treasury bill markets) have been introduced.

10.    Laws and regulations. Despite sub​stantial progress, the legal and regulatory framework remains weak in most transi​tion economies. Weaknesses include excessive risk-taking in investments (cross-ownership, swaps) and trade financing; savings deposit monopolies (distorted funding market, excess interbank exposure); and poor enforcement of prudential regulations. The difficulties of loan recovery are compounded, by ambiguous property and collateral rights, slow bankruptcy and liquidation proceedings, and underdeveloped out-of- court resolution methods. In the absence of a strong market-based legal tradition, inde​pendent courts, experienced judges and lawyers, and systems of commercial valuation, bankruptcy and liquidation proceedings are laborious. Where they do occur with regular​ity—Hungary and Poland - the heavy back​log of cases slows contract enforcement and loan recovery.

11.    Legal reforms have addressed some short-comings. Two-tiered banking systems have  been established. The independence of central banks has been clearly specified. Out-of-court  mechanisms have been introduced to accelerate dispute resolution and circumvent the  weaknesses of the court systems. However,  stronger laws and institutions are still needed it in transition countries.    

12.    On the regulatory front, countries have  tightened licensing standards to clarify capital requirements, scope of operations, management and shareholder responsibilities, and reporting requirements. Stricter standards have been developed for loan classifica​tion, risk weighting, loan-loss provisioning, capital adequacy, and treatment of in​terest accruals and principal rollovers to conform to international standards. Some countries now limit bank exposure to large borrowers, shareholders, and managers to a certain percentage of bank capital. Foreign-exchange operations are more tightly monitored, and liquidity requirements are better enforced. Credit policies and pro​cedures have been tightened. Implementation is sometimes undermined, however, by inadequate training of senior bank manage​ment, local pressures on loan officers, and weak supervision.

13.    Corporate governance. Corporate gov​ernance of banks and enterprises still suffers from the absence of market mechanisms, weak standards of information disclosure and accountability, lack of trained management and board supervisors, and a stunted tradition of private ownership. Some progress has been made: supervisory boards have been restruc​tured and encouraged to monitor management performance according to commercial criteria; management has been replaced or reorga​nized; and performance incentives have been introduced. More changes are needed, how​ever, to strengthen daily bank operations, guidelines, procedures, and planning.

14.    Institutional capacity. Bank supervi​sion remains weak. Supervisors have little of the experience with risk management that is needed for inspection and surveillance. Poor information systems weaken off-site surveil​lance and early warning capacity. Bank super​vision is focused on liquidity and other immediate concerns, while longer-term risk-management issues are often overlooked. Supervisors are unable to use their enforce​ment powers because many of the largest banks are still state owned and, in BRO coun​tries, because of a weak legal framework.

15.    Accounting practices in centrally planned economies were not designed to monitor bank solvency and liquidity. Liquidity prob​lems were obscured by the improper classifi​cation of loans; risk weighting was inaccurate or nonexistent; and there was little, if any, provisioning for loan losses. Under these conditions, accounting and auditing profes​sionals never developed the skills needed for managing commercial banks in a market economy. Most transition economies have revised their accounting laws to bring them into line with international standards. The new standards are beginning to expose sol​vency and liquidity risks. The challenge now is for management and boards to use such information to strengthen the competitive position and financial condition of their banks.

16.    The BRO countries have had a particularly acute problem with inefficient payment sys​tems, leading to long delays in bank transfers, verifications, and settlements. Reforms have emphasized more efficient payment methods and clearinghouse systems, the introduction of checks, settlement systems to accelerate processing between banks and countries, and courier systems to upgrade service. Russian banks have developed their own payment sys​tem, which has improved vastly since 1994.
      Ownership, scale, and scope
17.    Most transition economies need to address issues of appropriate ownership, scale, and scope in banking. In Central and Eastern Europe, the dominance of state banks distorts the banking system and constrains market development (see table). To remove this distor​tion, privatization must accelerate. How​ever, privatization alone is not enough. It must be accompanied by thorough restructuring. 

18.   Another legacy of central planning is excessive bank specialization, which limits opportunities for portfolio diversification and unnecessarily fragments banking sys​tems. Raising minimum capital require​ments, strengthening bank supervision, and allowing weak banks to fail could provide needed stability to the banking sector with​out unduly obstructing entry or market-based specialization.

        Early lessons

19.    Some general lessons can be extracted from the different outcomes of reform programs 

           so far:

•   Bank recapitalization can restore bank solvency and shore up public confidence if reinforced by fiscal prudence, hard budget constraints on loss-making banks and enter​ prices, and reform of incentive structures. However, because these conditions have not been fully met, recapitalization has instead often delayed the necessary restructuring of banks (and debtor enterprises).

•   Bank restructuring agencies can help con​solidate banking systems and restructure loan portfolios. However, they can be expensive and can drain scarce personnel from banks. As an alternative, governments could write off problem loans up front, allow banks to expense loan losses as a pre-tax item, and encourage banks to develop workout units.

•   Debt-equity swaps, loan sales, and asset swaps can strengthen bank balance sheets and generate large profits once markets are stronger. However, banks would be better off making their core businesses as profit​able as possible, rather than assuming equity risk in weak companies in an uncertain eco​nomic climate.

•  Reforms in the legal and regulatory envi​ronment should include establishing an orderly bank liquidation process that allow banks to fail without undermining depositor confidence; raising capital-adequacy ratios above the standard target of 8 percent; ratio​nalizing deposit-insurance systems to limit government liability and remove distortions impeding competition for savings; containing the use of highly leveraged formulas to attract deposits when portfolio risk exceeds prudent guidelines; and improving bankruptcy and liquidation mechanisms for enterprises to make resource management more efficient.

•   Bank supervision is still weak. Bank supervisors must have the authority to enforce prudential regulations and the institu​tional capacity to monitor risk.

•  Bank governance has improved. How​ever, management and governance weak​nesses are still pervasive, and concentrated enterprise ownership of private banks re​mains problematic.

•  Privatization and restructuring of large state banks are necessary to improve the per​formance and competitiveness of the banking sector. When governments try to maintain control of bank and enterprise operations, economies are likely to pay the price over time in lost competitiveness and slower growth.
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 Task 1.    Analysing text structure

· How and where is the message of the article formulated?

· Does it developed a single point? If not, list the points.

· Is each point supported with logically presented facts? What are they? Does it give us the article structure?

· Does the author use definitions, quotes, specific examples to explain his position?

· Is there much information that my be omitted? Can anything be cut out?

Task 2.   Language focus

( Analyse the article in terms of: active verbs, short words and sentences, clichés 

     and cluttered language.

Task 3.   Discussing the content
( Make up a list of issues underlining the importance of banking reform in transition 

     economies.

Task 4.  Writing

( Write a speech on one of these issues (maximum 500 words).


by Richard Allen Stull

                                                                                                                                                     Give credit where due, but recognize                          [image: image2.wmf]
that borrowing is an art in itself.

	   Perhaps the earliest published collection of quotations was The Proverbs by John  Heywood. Heywood lived in the. 1500s, and his collection of English colloquial sayings included such well known sayings as, "All is well that ends well;" 'Two heads are better than one;" and many popular quotations, the  original  authors  of which are unknown. Many of these, however, would be considered trite today.

     Peter's Quotations: Ideas for Our Time was first published in 1977. This is a compilation of some of the best expressed thoughts, ancient and modern - gems of brevity, wit and originality relevant to the problems of today. This volume was assembled by Dr. Laurence J.  Peter,  the man who formulated the Peter Principle ("People in any hierarchy will advance to their highest level of incompetence”).

   For current quotable games, try the magazine Vital Speeches, which prints  recents speeches of leaders of thought on timely subjects. 
   Give credit where due, but recognise that borrowing is an art in itself. The main thing to remember is that, as a speaker, you should occasionally say something that somebody else can borrow. Some speakers frequently use the work of others. However, there is a difference between a cribber and creative  absorber. The later adds, builds improves and perhaps ideas that are seldom new:

	
	I shot a joke into the air,
it was reprinted everywhere.               

In Fortune magazine I read it.       

Let them steal it if they please;
I stole it from old Sophocles,           

and Sophocles, without a doubt,
revised the thing and sent it out.      

  Quotations should be used judiciously. They are especially useful to begin, end or support an argument or key point of a presentation. You may find the following guidelines helpful for selecting quotations:

· The person quoted should be an authority, recognised and accepted by your audience as qualified and reliable. 

· If authority is doubtful, it is advisable to describe the background and experience of the person being quoted.

· The quotation should be timely and not contradicted at a later date by the

 person quoted.

· The quotation should be accurate and not taken out of context.

· The quotation should be brief and preferably read rather than memorised

 or paraphrased.

· Don't hesitate to use personal experiences. If your employer, mechanic

 or mailman  makes a  point worth

  repeating, by all means, use it.

Season your speech with quotations, but use them selectively and sparingly.
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· Skim the article to present the basic principle of a creative absorber. 

      Comment on it.

· Summarise the guidelines recommended as helpful for selecting quotations. 

Guidelines to Footnoting

What to footnote
     Except for common factual    knowledge, all information taken from a source, whether it is quoted directly or put in your own words, must be followed by a footnote – all quotations, a ll ideas and opinions, all precise factual information such as statistics. (In some cases you yourself may know statistical information, but in such a case it is usually wise to check on your own memory by finding a source for the information).

Incorporating source material into your paper.

     When incorporating source material into a paper, be sure that you make clear to the reader what  is from a source and that is not. As a general rule, quotations, opinions, and ideas that appear in your paper are preceded by a signal phrase,  such as “According to Stanly Fisher” or “As Yegor Gaidar has observed”; the quotation, opinion, or idea is then followed by a footnote number, indicating  to the reader that everything between  the signal and the footnote number is from the source, whether directly quoted or put in your own words.

     Here are two examples of the proper form for introducing direct quotations:

	   In February 1999, Michel  Camdessus, the IMF’s Managing Director, said in his                                                                                                                                     opening remarks: “We are clearly far from the end of the road.
[image: image3.wmf]2


	     In his speech he highlighted one specific task for the future: “enforcing the law and fostering a culture that  respects and welcomes a framework of law.7


   Factual material is also usually preceded by a signal phrase and followed by a footnote number, but it is often put in one’s own words, as in the following example: 

	   According to M.Goldstein, nonperforming loans amounted to at least 15-20 percent of total loans.6
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      Expect for numbers, the writer is not borrowing wording from his source and doesn’t need to use quotation marks. The footnote exists to let the reader know just whre the writer obtained the information.

 Footnote form

5

     Yegor Gaidar, “Lessons of the Russian Crises for Transition Economies”, Finance

     and Development, June 1999 ,p. 6


TEXT 10

Bank Restructuring Strategy Should Be Linked To Macroeconomic Policy

1.    Systemic bank restructuring is a multiyear process that typically encompasses an array of microeconomic, insti​tutional, and regulatory measures. According to an internal IMF study, such programs have significant macroeconomic implications, not least because their fis​cal costs are usually substantial. They also have signifi​cant implications for macroeconomic stability, as well as for monetary policy; the balance of payments; econom​ic growth; the equity, efficiency, and transparency of public policy; and for the future functioning of financial markets. Over the last 15 years, more than thirty IMF member countries have undertaken systemic bank restructuring programs in response to banking crises and financial sector distress. The IMF study analyzes the elements of a successful restructuring strategy, based on the experiences of 24 of these countries

2.    In cases of banking crises or financial distress, the problems first need to be assessed, key decisions about who will bear the losses made, and institutional respon​sibility assigned. As soon as systemic banking problems are recognized, comprehensive policies should be implemented to prevent further deterioration, mini​mize the cost of restructuring, and reduce the likeli​hood of a liquidity crisis.
          Building a Strategy
3.    A successful restructuring—that is, one that does not need to be repeated—requires not only financial restructuring but also operational restructuring of individual banks.

 Assessment. To formulate a workable strategy and determine the instruments for achieving its goals, the authorities should assess both the financial and opera​tional condition of individual banks and the problems of the overall banking system. The assessment should distinguish potentially viable banks that merit restruc​turing from nonviable banks that will have to be closed. An important lesson from the restructuring experience of several IMF member countries is that firm exit poli​cies are an integral part of a successful strategy.

 Allocating Losses. The losses of insolvent banks have already occurred by the time restructuring begins and should be distributed as transparently and as equitably as possible. Losses should first be charged against own​ers' capital to reinforce market incentives for remaining and future bank owners. Owners unwilling to put in additional capital to resuscitate an insolvent institution should be required to relinquish control to supervisors or liquidators.

4.    Governments are generally excessively wary of imposing costs on depositors and other creditors for fear of political repercussions, disruption of the pay​ments system, or general loss of confidence. For this reason, the public sector typically absorbs a large share of the accumulated banking losses, as well as most of the administrative costs of bank liquidation and bank restructuring. Equity considerations may also dictate that the government absorb losses that reflect or stem from government action, such as directed lending, grossly inadequate macroeconomic policies, or exces​sive support from the lender of last resort. Strategy Design. Deficiencies in bank management and governance structures are important contributors to sys​temic banking problems. Operational restructuring of individual banks must therefore be an integral part of a systemic response. Extensive IMF experience with indi​vidual countries has shown that failure in this area is like​ly to lead to a recurrence of banking problems.
5.    For the system as a whole, it is important that a legal and institutional framework promoting sound banking be in place, that supervision and prudential regulation are improved, and that the structure of the banking sec​tor does not inhibit competition or profitability.
6.   Achieving an early consensus on policy goals and broad principles about who will be responsible for planning and implementation will improve the effi​ciency of the strategy's execution and forestall coordi​nation problems. The political commitment required to accomplish a restructuring implies that the overall strategy should be decided at a senior or ministerial level; but the details of implementation are best deter​mined at the technical level. 

     Restructuring Instruments. Financial restructuring aims at restoring banks' solvency by improving their balance sheets and income statements, so as to provide an adequate level of capital, a capacity for sustainable earnings, and the flexibility to manage liquidity and control risk exposure. Country experiences indicate that instruments should be cost-effective and simple to implement and designed to distribute losses equitably and minimize the public sector burden. Finally, instru​ments chosen for bank restructuring should be consis​tent with sound macroeconomic management.
        Macroeconomic Impact and Policy Responses
7.   Systemic bank restructuring strategies will likely have substantial macroeconomic implications that will require a coordinated and significant policy response to ensure macroeconomic stability. But if tight macroeco​nomic policies are uncompromisingly pursued, they may aggravate solvency problems and ultimately raise the overall cost of bank restructuring. It may sometimes be necessary to consider stretching out the timetable for achieving macroeconomic objectives that may conflict with the restructuring strategy.

    Fiscal Policy. Public sector financial assistance to the banking system tends to increase aggregate demand through its impact on interest spreads, private wealth, supply, and the extended money sector. Further, unless the fiscal stance is tightened in response to government assistance, the ratio of pub​lic debt to GDP will grow faster, or fall more slowly, over the medium term than envisaged before the financial assistance was extended, undermining the sustainability of public debt. Thus, any such assis​tance should be provided only in conjunction with a comprehensive restructuring plan that is consistent with macroeconomic stability, which will likely require substantial fiscal adjustment.

8.      To determine the appropriate fiscal response, all types of assistance should be quantified and assessed in the context of a comprehensive medium-term macro-economic framework. If the amount of fiscal consoli​dation required to attain a minimum level of macro-economic stability is unacceptable or impractical, other options need to be examined, for example:

• adjusting the financing of government financial assistance operations to allow a more gradual fiscal adjustment;

• reducing the public sector's share of total restructuring costs by imposing greater costs on creditors; and

• narrowing the scope of the restruc​turing strategy by, for example, liquidat​ing rather than recapitalizing some banks.

Monetary Policy. Increasingly, central banks have begun to state their primary monetary policy goals in terms of a sin​gle objective—such as attainment of price stability. When banking systems are unsound, the pursuit of primary objectives may require policies incom​patible with those needed to support systemic restructuring. In particular, an unsound banking system acts as a con​straint on monetary policy, limiting the scope to tighten liquidity and credit conditions and to raise interest rates. This constraint may persist into the sys​temic restructuring phase.
9.    In some cases, a looser monetary pol​icy compensated by a tighter fiscal policy would be conducive to bank restructur​ing. Thus, close coordination of mone​tary and fiscal policy becomes even more essential when banks are weak. 

    External Policy. Pressure on foreign reserves and the exchange rate is likely to increase strongly during periods of sys​temic bank distress or crises. A run against the financial intermediaries could generate a sudden demand for foreign exchange reserves, forcing a depreciation of the domestic curren​cy; or an expected depreciation could trigger runs on banks, helping to fulfill expectations. Although no sin​gle policy prescription applies to all countries, a clear, credible policy response to restructure the banking sys​tem will reduce external pressures on the banking sys​tem and pave the way for normalization of capital flows in the balance of payments. 

      Role of the Central Bank. The central bank is well placed to play a key role in developing and monitoring the overall bank restructuring strategy. As the lender of last resort, it is often called upon to provide liquidity before and during restructuring. A major risk is that the temporary support often expands rapidly, and the cen​tral bank can be drawn into supporting banks that turn out to be insolvent. Responsibility for such support should be shifted to the government budget once the recipient bank's insolvency becomes apparent.

10.     In most developing countries, however, the central bank or other public entities typically provide a large share of financing for restructuring programs. Such solvency support is analogous to providing direct mon​etary financing of the fiscal position. Central bank support also makes it a stakeholder in the banks being rehabilitated, possibly creating conflicts with its respon​sibilities for supervision, monetary management, and its function as lender of last resort.
            Transparency in Fiscal Recording
11.   Government involvement in the financial restructur​ing of banks is likely to have substantial fiscal implica​tions. The recording of government bank assistance operations should therefore be comprehensive, trans​parent, and consistent. Current recording practices, however, vary considerably across countries and exclude many important operations, such as quasi-fiscal operations (for instance, central bank extending credit to troubled banks) and noncash operations (for example, recapitalization via unrequited issuance of public debt to troubled banks).

12.   To strengthen current practices in accounting for the fiscal impact of bank assistance operations, the introduc​tion of an "augmented balance" to complement the over​all fiscal balance would be valuable. The augmented bal​ance would explicitly incorporate the major quantifiable fiscal costs of bank assistance operations not already included in current definitions of the overall balance and would be used alongside the overall balance—and other measures of the fiscal stance—in countries where bank assistance operations are important.
           Managing Bad Assets
13.   Abandonment of nonperforming assets (or per​forming assets of failed banks) increases the total cost of restructuring, creates an inequitable distribution of losses by rewarding defaulters, and impairs incentives for debt repayment in the future. Such assets need to be actively managed to maximize returns and main​tain asset values in the economy; sometimes, liquida​tion is required, but loan or debtor restructuring may also be indicated. In some cases, banks may create their own loan workout units to manage problem loans, but many countries have opted for centralized asset man​agement companies that are independently capital​ized. The success of such efforts is critical for the ultimate success of any bank restructuring program.

Role of the EMF
14.     The links between banking system restructuring programs and macroeconomic policy, as well as the potential for spillover effects in an environment of globalized financial markets, have made such programs an important issue for the IMF. Although the primary responsibility for monitoring and implementing bank​ing standards and bank restructuring rests with the national authorities, the IMF can play an important role in alerting members to weaknesses in their banking systems and their legal and regulatory regimes and focusing on the macroeconomic implications of sys​temic bank restructuring strategies.  
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TEXT 11

Financial System Soundness

    STANLEY FISCHER

Recent financial system crises in both industrial and devel​oping countries have sparked a reexamination of how to prevent and respond to such crises. Better regulation and supervision are the key to dealing with them.

    FOR ALMOST four decades after World War II there was not much need for anyone but central bankers and supervisors to pay attention to the banking system. Deposit insurance seemed to be doing its job of preventing bank runs, and regulators and regulations seemed to ensure that indi​vidual banks were acting prudently. Macroeconomists periodically returned to the question of what distinguished banks from other financial intermediaries, and whether it mattered, but no major changes in thinking about policies for promoting financial sector soundness resulted.

 The problem of banking and financial system soundness has shifted to center stage in the last two decades. The interna​tional debt crisis threatened the health of major money center banks; the US savings and loan crisis demanded a huge injection of public funds; and major banking crises erupted in Scandinavian countries and,

more recently, in Japan. Financial crises in some Latin American countries have been exacerbated by banking system weak​nesses. In the transition countries, the need to recapitalize banks puts major strains on the budget, while the weaknesses of bank​ing systems delay growth.

   These financial system crises are not only costly for the economy but also reduce the effectiveness of monetary policy. They are costly because the volume and effi​ciency of financial intermediation are reduced when banks are being closed on a large scale or are struggling to strengthen their portfolios. They impair the effective​ness of monetary policy because banks in trouble do not react appropriately to inter​est rate changes and because the central bank has to exercise caution in using mone​tary policy for fear of damaging fragile banks.

   Domestic financial deregulation under​taken before adequate reform of prudential supervision and the regulatory framework is one major reason that financial crises have become more common. Financial inno​vation—producing new and little-under​stood instruments that outstrip the reach of regulators—is another. Undertaking exter​nal financial liberalization—the removal of capital controls—before the soundness of the domestic financial system and macroeconomic policy is assured, is a third factor in explaining crises.

   In this era, as in earlier times, some banking system crises have been caused by the bursting of asset price bubbles. Inappropriate monetary policy may have contributed to the behavior of asset prices, but financial markets on occasion get car​ried away with enthusiasm. The worldwide real estate boom in the late 1980s was ended by higher interest rates, with serious consequences for bank lending in the United States, and especially, Japan. There is no easy answer to the question of how to deal with asset price inflation: obviously monetary policy cannot remain indifferent when asset prices seem to be moving too fast, but it cannot be directed solely at maintaining the right level of asset prices. One approach to dealing with asset prices that appear to be moving away from funda​mental values is to use regulations to reduce the availability of credit for purchas​ing assets.

   The recent financial system crises, as well as the process of deregulation, have sparked a healthy and continuing reexami​nation of measures to prevent crises and how to respond to them when they do occur. Better regulation and supervision are key to prevention, and central bank cooper​ation has gone a long way toward improv​ing both. Regulation includes licensing requirements and the imposition of pruden​tial standards. Supervision requires the monitoring and enforcement of these stan​dards, a task that is rarely as easy as it sounds.

   Given the complexity and the pace of innovation in modern financial markets, as well as the scope for, and difficulty of, detecting fraud or simply mismanagement, effective monitoring requires a constant pro​cess of probing, analyzing, and questioning banks' activities and data. The direct resource costs can be large, and staff with the appropriate qualifications scarce, even in industrial countries, but especially in developing countries. The burden can be eased somewhat through firm bank entry policies, but the supervisory challenge remains. Supervisory authorities continue to seek better ways to monitor perfor​mance, some relying on markets, investors, and depositors to do part of the monitoring. It is fair to say, though, that we should never be confident that supervisory sys​tems are adequate; this is an area where the IMF's standard caution—complacency should be avoided—is always appropriate.

Payment risks

   In seeking to prevent crises, central banks have also become increasingly con​cerned with the risks that arise in the payment system. Periodic net settlement systems may allow scope for major intra-day interbank exposures to go unmanaged, and even unrecognized. This is a potentially important channel through which difficulties in one financial institu​tion can spread quickly to others through a payment default. The problem can be addressed in part by strengthening the legal framework that applies when it becomes necessary to unwind net payments.

   More fundamentally, systemic pay​ment risk can be contained either by strengthening risk management in net systems or by introducing a real-time gross settlement (RTGS) system, at least for large transactions. To the extent that the central bank provides intraday credit to prevent gridlock in an RTGS system, the central bank itself may have to man​age extremely large exposures. Issues of pricing, collateralization, and credit limits become pressing, as reflected in recent changes under the Fedwire settlement sys​tem in the United States, for example.

   At one time, deposit insurance was seen as a critical element in preventing financial crises. This view was based on a diagnosis that self-fulfilling bank runs were an important propagating mechanism in financial crises. Post-World War II experi​ence has drawn increased attention to the moral hazards of explicit deposit insurance and the insurance implicit in the "too big to fail" doctrine. Accordingly, formal deposit insurance is generally confined to individ​ual depositors and applies only up to a maximum account balance. Implicit insur​ance coverage for other deposits remains, however, and there have been very few major bank failures in which depositors have lost large sums of money—though depositors in some transition economies have suffered relatively serious losses.

Banking supervision

   There is an important global perspective to the setting of prudential standards, to supervision, and to strengthening payment systems. Differences among regulatory and insurance frameworks can lead to arbitrage between systems (for instance, as in the development of the Eurodollar market and offshore banking centers). International harmonization and supervisory coordina​tion have become increasingly important as political boundaries have become less relevant to financial sector business, global banking organizations have proliferated, and economic integration has proceeded apace. In the payment area, too, the need for harmonization and coordination has increased, not least because of the very large risks involved in foreign exchange settlement arrangements.

   Major progress in coordination and har​monization of bank supervision has been achieved through the Basle Committee and Concordat. The Basle standards are now applied in nearly 100 countries. At the same time, there have been parallel coordination efforts with supervisors of offshore bank​ing centers and, because of the growing recognition of the increasingly fuzzy distinctions between banks and other financial institutions, with the International Organization of Securities Commissions (IOSCO)  and   insurance  supervisors. Coordination has further to go in these areas.

   Gaps and differences among supervisory systems nonetheless remain, as has been demonstrated in several recent, well-publi​cized cases. The need to deepen and, espe​cially, to broaden international supervisory coordination is seen by many as one of the biggest immediate challenges for central banks. The IMF is willing to contribute, within the constraints of its limited resources, to furthering this process.

Lender of last resort

  When crisis prevention fails, the central bank, as lender of last resort (LLR), has an obligation to help deal with the conse​quences, at minimum current and future cost. Dealing with significant failures of individual institutions or with groups of very fragile institutions requires a well-developed strategy. Intervention, in the form of closure, merger, or some form of rehabilitation, needs to be decisive and determined. Owners and managers of the failed institutions need to incur sub​stantial losses. At the same time, the strategy should seek to ensure that the central bank is not drawn unnecessarily into lender-of-last-resort financing of troubled banks and exposure to major credit risks. Rather, the costs of any pub​licly funded financial support should be borne and recognized explicitly, gener​ally in the budget. These expenses may become very large when much of the banking system is affected. Generally, the budget is charged with the interest costs on the resources put into recapital​izing and restructuring financial institu​tions. The issue of limiting monetization may also arise when the central bank directly or indirectly funds payouts made through formal deposit insurance schemes.

In discussing the central bank's role as lender of last resort, it is important to dis​tinguish between a system-wide crisis and an individual bank problem. In the sys​temic case, no one other than the central bank can provide additional base money quickly in the event of a confidence-related shock to the demand for it. In this context, LLR lending does not conflict with mone​tary policy objectives, since it is a response to a shift in the demand for base money. Here all Bagehot's maxims apply.

Where individual bank problems are the issue, there is no presumption that access to the central bank's LLR facility is appropri​ate. If access is allowed, it should be well

collateralized and provided only at a penal cost, and the monetary injection should be offset through other operations. In practice, of course, the challenge for central bankers is to identify whether or not a problem is, or is likely to become, a systemic one and, if so, to judge how much overall liquidity con​ditions need to be eased and for how long. This problem was evident after the 1987 stock market crash.

Conclusion

  While important progress has been— and will continue to be—made in dealing with some of the problems that have caused financial system crises in the recent past, some underlying tensions and trade-offs need to be recognized.

   First, the benefits of strengthened super​vision need to be weighed against the costs. For instance, increasing capital require​ments or restricting entry is likely to increase the customer's cost of borrowing. Not surprisingly, supervisors sometimes take different views about where the appro​priate balance lies—witness the different views about the need for more direct regu​lation of derivatives transactions. These differences can complicate the task of inter​national coordination.

   Second, there is the related issue of incentive compatibility. A beneficial regula​tory framework needs to strengthen market incentives in a way that contributes to achieving the objectives of the regulations, rather than inadvertently creating perverse incentives. The issue is how to enlist mar​ket discipline in support of the objectives of prudential policy. For example, the recent introduction of risk-adjusted deposit in​surance premiums in the United States reflects a recognition of the perverse incen​tive problems that the previous framework had created.

   The moral hazard problem is a key aspect of incentive compatibility This problem may arise even in countries with​out formal deposit insurance. The "too big to fail" presumption often lurks in the back​ground—and there is no question that large failures can create extremely difficult situa​tions for governments and central banks. Hence the supervisor's prayer: let there be failures, but let them be small. 

    As a matter of principle, and in order to reduce moral hazard, owners and managers of large, as well as small, banks need to bear substantial costs when an institution fails. But policy and practice differ on the extent to which depositors/investors should also bear costs. Supervisors must be guided, and be seen and believed to be guided, by the principle of maintaining the integrity of the system as a whole rather than that of individual institutions.

Neither of these two issues—the balanc​ing of the costs and benefits of supervision and regulation, and incentive compatibil​ity—can in any sense be solved. Rather, the central bank has to take them into account in each situation and as the economy evolves. No doubt, solutions such as narrow banking will continue to be proposed. But the narrow banking solution will not work, for the incentive for each narrow bank will be to shade at the edges and become a real bank. Further, it is not credible to maintain that the central bank will fail to come to the rescue of nonbank intermediaries if their failure threatens major financial disruption.

    Financial innovation by the private sec​tor, designed in part to avoid regulations, will not cease. Nor will the political pres​sures that emerge in any situation where so much is at stake as in the financial system. Thus, central bankers can rest assured of an interesting life in which they will continue to have to deal not only with the

challenge of fighting inflation but also with the challenges to the health of the financial system created by financial innovation, incentive incompatibility, political pressure, fraud,  mismanagement,  and  investor over exuberance, all within the context of a rapidly globalizing economy.
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