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Introduction

The following paper is structured around the five issues raised in the programme for the UN/ECE
Conference on Financing for Development, “Mobilizing financid resources for transformation and
development — the domestic dimenson”. The hypotheses presented here are based both on
theoretical considerations and on practica experiences, many of them collected in projects
supported by German development ad in the area of development finance and financid indtitutiona
building, mainly in trandtion economies.

Proposition 1:

Finance is a constraint on transition, development and growth. However, countries with soft
finance congtraints ar e the ones with the wor st growth and development performance.

The evidence that finance is a condraint for development and trandtion is overwhelming. On a
macroeconomic level, many researchers have found a sgnificant postive correlation between
variables which capture the leve of financid asset formation in an economy, like the M2/GDP ratio
or the ratio of credit (issued by the banking system to private enterprises) to GDP, and the leve of
per capitaincome. This suggests that a developed financid system which provides financid services
on a broad scade is a key factor for achieving a higher per capita income and a higher per capita
growth rate. Conversdly, the per capita income of economies which fal to achieve financid

1 Theauthor is head of the economics department at Internationale Projekt Consult (IPC) GmbH, Frankfurt, and
lecturer at the University of Wirzburg. The views expressed in the paper are those of the author and do not
necessarily represent those of 1PC, Kreditanstalt fur Wiederaufbau (KfW) or the German Federal Ministry for
Economic Co-operation and Development (BMZ).

Rather than interrupt the text with footnotes, references to the literature have been placed in the Annex,
classified according to the hypotheses to which they are relevant. For the same reason, the empirical
evidence supporting the views expressed in the hypotheses is al so presented in the Annex.



development, remains low. On a microeconomic level, surveys of firmsin developing and trangtion
countries dmost dways confirm that the private sector, in particular the bulk of smdl and micro
enterprises, face a finance condraint, in particular with regard to their access to finance from forma
financia sector.

The desre to compensate for the underdevelopment of their financia systems and thus to overcome
the finance congtraint faced by enterprises has led economic policymakers in many developing and
trangtion countries to pursue apalicy of soft budget condraints. In the pagt, this policy was reatively
easy to diagnose, since it manifested itsdf in an inflationary monetary or fisca policy and in wesk
government-owned development banks or commercid banks (financial repression). Today,
however, it dso appears in a different, more subtle form. For example in many South-eastern
European trangtion economies and in most CIS countries it was an ill-designed privatization and
liberdization policy with regard to the banking sector (eg. dlowing the mushrooming of “agent
banks’), which intentionaly or unintentiondly dlowed the policy of soft budget condraints to
continue undetected under the cover of relative macroeconomic stability. However, it is only amatter
of time before these “contingent ligbilities’ of the Sate become visble in the form of afinancid crigs.
These crisis are accompanied either by severe losses of output and jobs or — if these losses are
congdered politicaly unacceptable — by overt government interventions, i.e. balouts, which then lead
to (hyper-)inflation. All the empiricad evidence suggests that the countries pursuing policies of soft
budget condraints in one form or another have the worst growth and development performance, at
leest in the medium term. Consder, for example, the wide variations between the growth
performance of trandtion economies. Very early on in the trangtion process, policymakersin Poland
and Hungary forced enterprises to rely heavily on internd finance by imposng hard budget
congraints and tight credit policies, and in 0 doing lad the foundations for a recovery in fixed
investment. In many other trangition economies, by contrast, soft budget condraints and inflationary
credit policies obscured the ability (or inability) of enterprises to survive in a market-oriented
economy and limited their eventua access to externd finance for investment. Thus, the conclusion to
be drawn hereis: yes, finance is a congdraint, but without this constraint a market economy is not aole
to operate successfully.

Proposition 2:

The principal bottlenecks for mobilizing financial resources domestically are not a lack of
funds, but rather inflationary monetary and fiscal policies, an absence of good and
reputable financial ingtitutions, and inappropriately designed foreign assstance.

The feature common to both the old and the new variants of the policy of soft budget condraints is
the assumption that the finance condraint is caused by alack of funds. This assumption leads to the
conclusion that the government, which has access — explicitly or implicitly — to the resources of the
local centra bank, can use these funds to aleviate the congtraint. However, the finance condraint is
not rooted in alack of funds, but in alack of governance, reputation and technica expertise on the
part of the indtitutions issuing debt. This gpplies on the one hand to the central bank, whose ligbility —
money — is no longer accepted by the population as astore of vaue if it is permanently being used by
the central bank’s owner, i.e. the government, to finance open and contingent liabilities of the public
sector. The consequences are (hyper-)inflation, currency subdtitution and a Stuetion in which no-one
is willing to supply funds for lending to anybody. Therefore, in order to be not only formaly



independent but also in a position to enact a credible monetary policy a centra bank has to rely on
prudent fisca policies.

The same principle applies to commercid banks, which are rightly regarded as not being
creditworthy if their owners constantly lend to related parties in the knowledge that these loans are
non-collectible. If banks have a reputation for being bad delegated monitors, i.e. if they have proved
themsalves incagpable of organizing efficient credit relationships, it is no surprise that households and
enterprises prefer to hold onto their cash rather than deposit it in the banking syslem. This in turn
means that they are forced to deploy capitd within the limited circle of persons with whom they
persondly interact, and therefore that in practica terms the financid sector in trangtion and
developing countries condsts mainly of the informa financia sector. Financid sector studies
conducted in trangtion and developing countries on behdf of German Financid and Technicd Co-
operation have regularly found that the informa financia sector is the most important supplier of
externd finance to micro and smal enterprises.

The finance congraint put forth by the forma financid sector in such an economy is overwhelming,
and when multilateral and bilatera ingtitutions send missons to these countries and ask banks why
they do not finance smdl enterprises, farmers or other target groups the banks tell them that it is due
to alack of funds, or as the case may be alack of long-term funds. Since donors, by definition, have
(long-term) funds available, the solution to the problem seems obvious. Very dten, no thought is
given to asking why locd banks suffer from alack of (long-term) funds. Because if such a question
were asked, it would soon become apparent that this is due not only to macroeconomic
circumdances but dso and primarily to the inability and unwillingness of the banks to organize
successful credit relationships, i.e. to preserve the red value of the deposits placed at their disposal
because ther lending activities are characterized by non-performing loans and preferentia interest
rates. Donors are not normaly confronted with this redity, however, until they find that a large
proportion of the funds they have placed at the banks disposd is not being lent out to borrowers
(the disbursement problem), or the target group is not being reached (the outreach problem), or the
loans go bad (the portfolio quality and repayment problem). Y et because there are enough plausible
explanations for the poor results, e.g. unstable macroeconomic conditions, lack of a satisfactory lega
and regulaory environment, a difficult target group to work with etc., or because the donors are
covered by a guarantee issued by the loca government, they continue with projects of thiskind. And
in doing so, they too are endoraing a palicy of soft budget congraints and are thus contributing to the
aurviva of inditutions whose behaviour is the principa bottleneck to the domestic mohilization of
financid resources. To avoid this outcome, the provision of funds has to be combined with ingtitution
building measures. Only then can a donor-funded programme make a positive contribution to the
development of the financial system and of the target group that the project was designed to support.
Examples of thisform of funding are described under propositions 4 and 5.



Propostion 3:

The key ingtitutional requirements for mobilizing resour ces for investment ar e transpar ent
and credible macroeconomic policies and sound banking ingtitutions. Public policy can
foster financial development by opening up the local financial system to reputable foreign
banks.

There is broad agreement about the inditutiond macroeconomic framework needed to foster
domestic mobilization of financid resources. An independent and credible centra bank and a
transparent and solid fiscal policy, putting an end to the practice of building up contingent ligbilitiesin
other areas of the public sector, like socia security, state-owned enterprises and state-owned banks,
in order to make the central government budget appear sound.

The inditutiond requirements in the banking sector are well known, and have been understood since
the liberdization failures of the 1970s, if not earlier. No-one disputes the need for proper regulation
and supervison, based on the Bade principles. Here too, however, a distinction needs to be drawn
between form and substance. Experience shows that a proper regulatory framework is no panacea
for achieving banking sector stability; thisis so for at least two reasons.

a) Even the best regulations are usdless if they are not enforced, either because regulators do
not have the technica knowledge and means to enforce them or because they are put under
political pressure to grant exceptions and postponements to “important” and “favoured”
banks.

b) At the heart of the problem are wrong incentives for, and poor governance of, many banksin
trangtion and developing countries. Incentives and governance are related to ownership. It
has long been recognized that in most cases the incentive and governance problems of sate-
owned banks, be they commercid or development banks, cannot be solved by changing the
regulatory framework, because the state as the owner is dways tempted to use “its’ banksto
conduct quasi-fiscal operations, i.e. given hidden support and subsidies to large enterprises
and other paliticaly sengtive target groups. The new indght of the 1990s — a decade which
saw aproliferation of financid crisesin largely private sector-dominated banking markets — is
that on the one hand red privatization of former state-owned banks is very difficult to
achieve, and on the other hand very often, due to ownership problems, the entry of private
banks does not lead to a sSgnificant change in the quality and outreach of banking services
provided. Banking regulators and supervisors ae largey unable to ded with these problems
because it is very difficult to stipulate unambiguous quditative criteria which would engble the
authorities to decide whom to grant or not to grant a licence to own and operate a bank.

Both aspects lead to the conclusion that improvements in banking regulaion and supervison are
undoubtedly a necessary precondition for the successful mobilization of domestic resources.
However, it would expecting too much of regulation and supervison to regard them as the
cornerstones on which stable and efficient banking systems can be built and developed. Financid
history shows tha they did not perform this function in Western economies either; rather, they
emerged in order to prevent mistakes or misconduct by individua banks that could have had
disastrous consequences for the whole of a financid system whaose core was generdly hedthy. This
core conasted and consgts of banks whose owners and managers have a genuine incentive to



practise sound banking. This explains why in many developing countries and trangtion economies
there is an increasing tendency for Western banks to penetrate the local banking systems. Since the
mid-1990s, foreign — and in particular Western — capita has begun to play a much more important
role in the banking sectors of many developing and trangition countries.

The gabilizing role of these banks is not due to ther regiond origin — the fact that they are foreign,
Western banks — but to their having acquired a strong reputation over a long period of time. The
entry of Western banks that do not have a good reputation is therefore just as unhepful as the
widespread licensing of loca agent banks. For only banks with a strong reputation have a clear
incentive to engage only in sound banking, because any other strategy would jeopardize their biggest
ass, i.e. ther “reputationa capital”. To dlow solid, reputable foreign banks to participate in loca
financid markets without any redtriction is therefore not a measure which exposes loca banks to
unfair competitive pressure. And it is certainly not a sign of the interventionism and imperiaism of
Wegern capitdism. Rather, it is a measure that fogters financid development in trangtion and
developing countries by importing one of the most urgently needed types of capitd, namey
reputational capitd.

Propostion 4

The international community can effectively assst in improving the ingitutional
environment by promoting sound ingtitution building.

Most of the Western banks that have gone into trangition countries have set up operationsin order to
serve non-financid firms from their own countries that are active in trangtion countries or co-operate
with local enterprises. These banks focus on aress that generate fees and commissions, eg.
international payment transactions, short-term trade credits, and the issuance of securities, whereas
retall banking is largely avoided. As a result, the externd financing options of the private sector
reman very limited. This is especidly true for the newly emerging sector of micro and smdl
enterprises.

To fill this ggp, numerous development co-operation projects sponsored by multilateral and bilatera
organizations have been, and are Hill being initiated with the goa of sysemdticdly promoting the
SME sector by improving their financing Situation. As has dready been mentioned, the results have
been mixed at best, because most efforts have not taken into account the necessity of financia

indtitution building. This gpproach, which is grounded in the indght that the finance condraint in most
developing and trangtion economies is due not to a lack of funds, but to week financia inditutions,
combines the provison of donor money with intensve efforts to improve the banks ability to engage
in financia intermediation, serving broad sections of the population and micro and small enterprisesin
particular. Recognizing that in order to gpply the new sKills they acquire, eg. appropriate credit
technologies, the banks need a suitable organizationd sructure and drategic orientation, the
indtitution-building approach also addresses the governance and organisationd problems facing these
financid inditutions.

In fact, the term “financid indtitution building” covers severd relaed but distinct gpproaches to
development assistance. Based on experiences in developing countries, particularly in Latin America,
two main gpproaches have evolved: downscaling and upgrading. The downscaling approachis based




on the assumption that (sdected) commercid banks in a given country are, & least in principle,
interested in working to aleviate the finance congraints facing large sections of the enterprise sector,
yet they refran from doing so because they do not have the cagpabilities to serve this clientde.
Experience confirms that these cgpability condraints can be dedt with successfully in sdected
partner banks, usualy by means of an intensive and well-designed technicd assstance input. In the
context of German Financid Co-operation, countries where downscaling projects are currently in
progress include Ukraine, Romania, Bulgaria, Armenia, Bosnia-Herzegovina and Azerbaijan.

Bearing in mind the inditutional deficiencies of the partner banks, it is hardly surprising that the
implementation of downscaling projects is often fraught with difficulties: more often than not, owners
and managers of commercid banks are not prepared to accept an inditutiond transformation which
would involve taking retall banking serioudy and adapting the way the bank organizes itslending
operations in order to accommodate new lending techniques. This applies in particular to partner
banks which are quite successful in their current business, and to state-owned inditutions. The
problem of unwillingness is the main reason why the downscaling approach can be much more
laborious and time-consuming than it would be if it were Smply a matter of transferring know-how in
applying a new credit technology, which usually does not take more than two years. Nonetheless, in
various downscding projects carried out since 1994, German Financid Co-operation and other
internationd financia inditutions, in particular EBRD, have succeeded in making this gpproach work
in practice.

The upgrading approach entails establishing a new financid inditution which is part of the formd,
regulated financid sector and which focuses its activities primarily, if not exclusvely, on serving smdl
and micro-scale businesses. Upgrading can mean trandforming an existing target group-oriented
NGO into a formal fnancid inditution; or starting a greenfidld operation by setting up a credit
inditution in the legad form of a foundation or associaion which will later be converted into a
commercid bank; or founding a commercid bank right from the start. The upgrading approach is
based on the assumption that it is eeder to implement the appropriate lending technology and the
necessary organizationd dructure a an exigting informa inditution which is adready committed to
sarving the target group, or a a new ingtitution, built from scraich and designed from the dart to
sarve the target group. There are severd examples which jugtify the assumption that this is a
promising approach, among them Banco Sol and Cga Los Andesin Balivia, Financiera Cdpiain El
Sdvador, the Micro Enterprise Banks (MEBS) in Bosnia-Herzegovina and in Kosovo, FEFAD
Bank in Albania and the Microfinance Bank in Georgia. Most of them have received support from
German Financid Co-operation; indeed, without this support, some of them would not have come
into exigence a dl.




Propostion 5:

Microbanks are an innovative appr oach to alleviating the finance congtraint and mobilizing
I esour ces.

The microbanks operating in trangtion countries are universal banks that offer credit, savings fadilities
and payment services to low-income groups of customers, including not only micro and smdl
businesses but aso private households. They have been founded by groups of investors comprising
both internationd and bilaterd financid inditutions like KfW, the IFC or the EBRD, and private
investors. In most of the microbank projects it has sponsored, German Development Cooperation
has given dart-up support in the form of internationd experts and training to promote inditution
building, together with credit lines to dlow the inditutions to engage in lending to micro and small
enterprises from the very beginning.

The owners of these banks are firmly convinced that the existence of efficient privately-owned micro
and smdl enterprises is an essentid precondition for economic progress. And they are dso
convinced that the availability of a dependable source of credit will foster the development of this
important sector of the local economy. Accordingly, the owners measure the success and
sgnificance of the banks not only in terms of business volume and profits but aso by the number of
customers reached. Whereas these gods initidly apply to the credit sSde of their business, the banks
aso drive to mohilize a sufficient volume of deposits from the genera public to make retail deposits
an important source of loanable funds.

The results so far have been very encouraging. Since they were established, the four banks have
disbursed more than 11,500 loans with a combined volume of more than EUR 70 million. The
portfolio at risk (> 30 days) has remained consstently below 2% of the outstanding portfolio, which
currently amounts to gpproximately EUR 25 miillion. The strong reputation which these ingtitutions
enjoy on account of their ownership structure and their successful lending operations is increesingly
enabling them to collect deposits from the generd public. While there are Szedble differences from
region to region, in totd these indtitutions have attracted deposits amounting to EUR 89.4 million,
held in accounts maintained by a totd of 28,000 customers. This means that the inditutions are
succeeding in mobilizing domestic resources for onlending in the local economy, athough some of
them ill need credit lines from bilaterd and mulltilaterd financid ingtitutions to finance the rgpid, and
in some cases extremely rapid growth of the loan portfolio.

In addition to the direct postive impact of the microbanks on their prioritised target group of micro
and smal enterprises, their decisve trangtion impact is their demondration effect: other banks
recognize that it is possble to conduct retall banking with smadl and micro enterprises on the one
hand, and private households on the other. In this repect, the presence of the microbanks in their
respective loca financid sectors represents a breakthrough for open access to credit and other
financia services for the broad mgority of the population. People are able to participate in the
financid system regardless of their socid status. They can now rely on banks which are not impeded
by the familiar governance and qudlity problems. It is this experience which lends substance and
credibility to the internationd community’s efforts to creste a civil society in the countries of
trangtion.
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Annex 2:  Finance and Development: The macroeconomic dimension

The development of modern growth theory has led to the credtion of a Szeable body of new
empirica research on growth, and the focus of interest has again shifted to the correlation between
the level of outstanding financid assets in the financia sector as a share of GDP, and the growth rate
of per capitaincome (GY P). The following function as additiona varigbles for the real economy:

GK, the growth rate of capitd intengty,
INV, the investment rate,

PROD, the Solow resdua, as a measure of technologica progress. In caculating PROD, it is
assumed that the partid production eagticity of capita (a) hasavaue of 0.3.

All financid indicators are defined by setting a particular sock of outstanding financid assets in
relation to GDP, specificaly, the indicators are:

the ratio of liquid liahilities (currency held outsde of the banking sysem plus demand and
interest-bearing liabilities of banks and nonbank financid intermediaries) to GDP (DEPTH);

theratio of credit issued by the banking system to private enterprises to GDP (PRIV/Y);

the ratio of domestic credit issued by deposit banks to domestic credit issued by deposit banks
and the central bank (BANK);

theratio of clams on the nonfinancid private sector to domestic credit (PRIVATE).
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Table: Correation coefficients for financia indicators and growth indicators (averages for
the period 1960 — 1989 in 80 economies)
DEPTH PRIV/Y BANK PRIVATE
GYP 0.56 0.37 0.44 0.50
GK 0.69 0.65 0.56 0.49
INV 0.54 0.48 0.59 0.49
PROD 0.47 0.41 0.36 0.30

Source: King/Levine (1993b, p. 530)

Table: Financid indicators: regression coefficients and standard errors as determined in
cross-country growth regressions (averages for the period 1960 — 1989 in 77
economies)

DEPTH PRIV/Y BANK PRIVATE
Regression coefficient 0.024** 0.032%** 0.032x** 0.034***
GYP  (standard error) (0.009) (0.010) (0.010) (0.010)
R? 050 052 050 052
Regression coefficient 0.022%** 0.025%** 0.022+* 0.020**
GK (standard error) (0.006) (0.007) (0.008) (0.008)
0.65 0.64 0.62 0.62
Regression coefficient 0.097*** 0.102* ** 0.133*** 0.115% ==
[Ny  (standarderror) (0.029) (0.034) (0.038) (0.036)
R 046 044 046 045
Regression coefficient 0.018+* 0.025%** 0.026** 0.027%**
PROD (Standard error) (0.008) (0.009) (0.010) (0.010)
042 0.44 043 043

*** 1% level of significance
** 5% level of significance

Source: King/Levine (19934, p. 727)
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Annex 3. Indicatorsof financial sector development in selected transition countries
Country Broad Private Sector| Number of | Dollarisstion | Asset share of
Money/GDP | Credit/GDP | banks(of |Raio’(1999) | state-owned
(1999) (1999) | which foreign banks (1999)
owned), 1999
Albania 58.6 3.6 13 (11) 25.2 85.6
Armenia 11.3 9.2 32 (11) 79.8 2.4
Bulgaria 323 14.6 28 (7*) 61.4 66.0
Georgia 7.7 5.8 34(9) 79.0 0.0
Kazakhstan 14.4 9.3 55 (18) » 50.0 199
FYR 21.5 11.3 23 (5) 44, 0% ** 25
Macedonia
Moldova 20.6 12.0 23 (7)** 50.2 0.0**
Romania 25.7 10.5 34 (19) 37.8 50.3
Russa 14.4 11.7 2,376 (33) 57.9 41.9%*
Ukraine 17.0 8.8 161 (15) 44.7 12.5

* = 1997, ** = 1998; *** = September 1999
+ = Foreign currency deposits/total deposits

Sources: EBRD (2000), Armenia, Georgian, Kazakhstan, Moldovan, Russian, Ukrainian Economic Trends, National

Banks of Bulgaria, Macedonia and Romania, IMF (2000), own calculations
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Annex 4. Incomelevelsin 1999 (compared to 1989), cumulative growth rate until 1998
(since lowest point on real income curve), inflation rate (average for theyears
1995 —1998) and private sector’ s share of GDP in selected transition countries
Country Incomesin 1999 Cumulaive Inflation ratein _Share of the_
(1989 =100) | growth rate* per cent private sector In
(Ranking) (Ranking) . %'Cigg’:zooo
Poland 122 425 (2) 15.47 (9) 70
Sovenia 109 25.7 (5) 8.32 (4) 55
Sovak Republic 100 32.9(3) 6.15 (3) 75
Hungary 99 16.2 (9) 19.20 (112) 80
Czech Republic 95 12.7 (11) 8.32 (4) 80
Albania 95 43.1(2) 18.55 (10) 75
Croatia 78 20.6 (7) 4.10 (2) 60
Edonia 77 25.7 (6) 15.22 (8) 75
Romania 76 1.8 (14) 69.17 (16) 60
FY R Macedonia 74 5.2 (12) 1.97 (1) 55
Bulgaria 67 3.5(13) 232.17 (17) 70
Lithuenia 62 19.8 (8) 14.87 (7) 70
Kazakhstan 63 0.0 (15) 25.55 (12) 60
Lavia 60 14.0 (10) 11.5(6) 65
Russa 57 0.0 (16) 61.45 (14) 70
Ukraine 36 0.0(17) 62.70 (15) 60
Georgia 34 29.2 (4) 53.27 (13) 60

* = Cumulative output growth between lowest level year since 1989 and 1998
Source: EBRD (2000), own calculations
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Annex 5.  Dollarisation ratio of selected developing and transition countries (foreign
currency deposits as a per centage of broad money)

1990 1995 1998/99
Argentina 34.2 43.9 52.2
Armenia na 204 48.1
Badlivia 70.8 82.3 82.3
Bulgaia 12.0 28.4 61.4
CogtaRica na 31.0 41.4
Georgia n.a 30.8 79.0
Macedonia na 18.1 44.0
Moldova n.a 110 31.0
Mozambique n.a 32.6 35.1
Nicaragua n.a 54.5 63.3
Peru na 64.0 60.9
Philippines 17.4 215 41.7
Romania na 21.7 48.3
Russa na 20.6 29.3
Turkey 23.2 46.1 39.3
Ukraine n.a 26.9 21.3
Uruguay 80.1 76.1 84.7

Sources: Balino, Tomas J.T., Adam Bennett and Eduardo Borensztein (1999), Monetary Policy in
Dollarized Economies, IMF Occasional Paper No. 171, Washington D.C.; IMF, websites of the respective
central banks, own calculations.
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Annex 6.  Foreign banks (foreign capital > 50%) as a per centage of total assetsin the
banking systems of selected economies

1994 1999
Central Europe
Czech Republic 5.8 47.3
Hungary 19.8 59.5
Poland 2.1 52.8
Total 7.8 44.0
Latin America
Argentina 17.9 41.7
Brazil 8.4 18.2
Chile 16.3 53.6
Colombia 6.2 16.2
Mexico 10 18.6
Peru 6.7 33.2
Venezuda 0.3 34.7
Total 7.5 24.2
Total 13.1 39.5
(without Brazil and Mexico)
Asia
Korea 0.8 11.2
Maaysa 6.8 14.4
Thailand 0.5 6.0
Total 0.5 6.0

Source: IMF (2000), International Capital Markets. Developments, Prospects and Key Policy Issues,
Washington D.C.
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Annex 7. Key Indicators of KfW’s Downscaling Programmesin Eastern Europe as of
December 31%, 1999
Start* Financid Co- Number of Totd volume | Averageloan
operation loans granted of loans amount*
funds* granted*
Ukraine 03/97 12.0 1,150 335 29,000
Bosnia 01/98 47.7 1,565 30.5 19,000
(SME+HCLP)?
Bulgaria 12/98 8.5 140 2.8 20,000
Romania 12/98 8.5 55 1.2 22,000
Armenia 05/99 6.0 130 2.6 20,000
No. of loans | Outstanding | Arrearsrate | Main problems encountered
outstanding | Portfolio* (PAR®)
Macroeconomic and financia
Ukraine 375 51 5.0% sector ingtability; lack of
commitment by partner banks,
bureaucratic procedures
Bosnia Smdl sze and financid ingtability
(SME+HCLP)? 1,560 27.6 1.0% of banks, governance problems,
politica pressures
Banks show varying levels of
Bulgaria 121 2.1 0.0% commitment; entrepreneurs
distrust banks
Macroeconomic and financia
Romania 51 0.9 2.3% sector ingtability; bureaucratic
procedures
Armenia 130 2.0 0.0% Banks show varying levels of
commitment
* in DEM miillion

1 = First disbursement by KfW; 2 = SME = Small and Medium Sized Enterprises Credit Programme; HCLP =
Housing Construction Loan Programme; 3 = Portfolio at risk

Source: Neuhauf3 (2000)




Annex 8: Balance sheet data of four Microbanksin Eastern Europe

Gross loan portfolio in US$ '000

Number of outstanding Loans
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MEB/Bosnia &
Herzegovina
Dec. 97 1980 | 1.530 | 450 i 0,0% i 6,1% 1 399 40 - 110 23 85 2 - - - 1980 | -98 -
Dec. 98 4.368 942 | 3152 : 06% : 54% 134 : 3002 : 16 - 937 214 722 1 180 152 2094 | 1.956 -4 -
Dec. 99 9207 | 1270 | 7.137 : 0,3% : 3,2% 328 ¢ 5818 i 991 - 2171% 519 : 1603 : 50 570 958 5438 | 2763 | 245 -
June 00 11694 | 2.247 | 8569 ; 05% : 3,6% 410 : 6.757 ;1402: - 2739: 713 ;1949 : 77 1281 | 1616 | 7.145 | 2.870 | 198 -
Sep 00 12073 | 3.772 | 7.927 : 05% i 3,7% 491 : 6191 :1245:; - 2865; 888 : 1891 : 86 2193 | 2507 | 6.368 | 3.066 [ 365 -
FEFAD/Albania
Dec. 97 3713 | 2.383 | 1.417 9,3 :20,5% 315 - - 2232 | 1431 | 115 -
Dec. 98 8230 | 3.753 | 4502 2,8 {99% 54 1571 126481 228 | 607 96 381 i 126 4 - - 6.095 | 1526 | 520 -
Dec. 99 18.157 | 10459 | 7.311 12 :7,1% 90 2547 4214 ; 459 | 1.007 ; 156 637 : 207 8613 | 1444 | 4849 | 3709 | 145 71
June 00 25.036 | 13.196| 11.368: 0,9 : 7,2% 217 © 4022 i5965:1.164| 1779 391 : 1071 : 301 i 16 | 12221 | 2793 | 6.753 | 5.014 | 343 103
Sep 00 28101 | 15602 | 11.748¢ 11 : 7,7% 267 | 4294 16052:1.135|2101: 526 i 1235 323 i 17 | 13492 | 3.364 | 8383 | 4764 | 635 191
MBG/Georgia
Jun. 99 2599 | 1.065 | 1.140 : 0,0% : 3,0% K1l 167 942 0 218 150 36 3?2 0 84 42 2550 | -77
Dec. 99 5513 [ 2143 | 3125 12% : 3.9% 21 1217 :1591: 103 | 1.635; 1162 ; 391 80 584 2907 | 2450 -140
June 00 10.139 | 2.780 | 6509 : 0,8% i 3,7% 440 : 2175 $3258; 636 | 3489 : 2486 : 650 : 146 7 97 2486 | 6.878 | 2.504 1 39
Sep 00 13177 | 2814 | 9572 : 08% : 3,6% 756 ; 3.188 :4.146 ;1.482| 5527 4007 : 1.306 : 195 ; 19 345 3781 | 9.189 | 2.569 97 49
MEB/Kosovo
Jun 00 50593 [ 47.200| 886 : 0,0% i 3,0% 3 852 31 177 5 170 2 46,792 | 10423 | 487 | 2194 | 959 192
Sep 00 70614 | 67.334| 1.725 : 0,0% i 5,0% 9 1585 ; 131 - 412 17 387 8 59.073 | 18224 | 2529 | 2.045 | 2315 458

*) I: Loans < US$ 1,000

II: Loans > US$ 1,000 and < 10,000

III: Loans > US$ 10,000 and < 50,000

IV: Loans > US$ 50,000
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Annex 9: Efficiency indicators of four Microbanksin Eastern Europe
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MEB/Bosnia
&
Herzegovina
Dec. 98 31 30 102.000 5 0 58 15,1% (1,8%) i 0,6% - - 31% 11,9% - -0,4% -0,6%
Dec. 99 54 40 132.000 18 8.000 302 22,4% (1,0%) i 0,6% - - 2,3% 15,8% - 3,7% 10,4%
June 00 61 45 141.000 27 21.000 538 22,2% (1,0%) i 08% - - 1,6% 15,9% - 3.9% 15, 2%
Sep 00 77 37 103.000 33 29.000 773 21,9% (1,2%) i 09% (-0,1%) 0,0% 1,0% 11,4% - 5,6% 22,9%
FEFAD/Alban
ia
Dec. 97 34 9 41.700 - 13,0% (1,0%) : 0,6% (+3,7%) +1,4% 2,6% 8,0% 0,0% 3,3% 8,4%
Dec. 98 49 12 89.300 - 17,8% (2,1%) i 15% (+0,8%) +0,2% 1,2% 6,9% 0,0% 8,5% 29,1%
Dec. 99 62 16 120.700 23 139.000 213 9,5% (3,3%) i 2,6% (+1,0%) +0,2% 1,1% 51% 0,5% 0,4% 2,0%
June 00 67 27 169.700 42 184.000 258 13,9% (3,9%) § 3,0% (+1,1%) +0,2% 2,6% 53% 1,0% 2.2% 10,8%
Sep 00 66 32 178.000 51 204.000 268 14,1% (4,0%) i 32% (+1,7%) +0,3% 2,1% 5,3% 1,1% 2,7% 13,9%
MBG/Georgia
Jun 99 30 7 39.000 3 0 20 33,2%
Dec. 99 40 41 78.000 15 0 45 14,3% (1,4%) i 08% (-0,6%) -0,5% 5,6% 12,4% 0,0% -5,1% -5,7%
June 00 73 48 89.000 34 1.300 232 15,9% (5,8%) i 4,0% (+4,8%) +1,5% 2,3% 10,9% 1,0% -1,0% -3,1%
Sep 00 102 54 94.000 37 3400 471 17,3% (6,1%) | 4.8% (+5,9%) +1,4% 2,6% 9,9% 0,7% 0,7% 2,6%
MEB Kosovo
Jun 00 80 2 11.000 130 585.000 2.885 7,3% 0,0% - - 3,5%
Sep 00 122 3 16.900 149 475.000 4881 14,7% (0,2%) | 02% - - 0,3% 5,8% 1,7% 6,8% 83,1%
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