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hank you very much. There is currently a lot

going on with privatization, and it reminds me

very much of what happened to the debt prob-

lem over the last decade or so. In 1982, Mexico
faced the problem of defaul:. Most of us in the international
world of finance were extremely worried about what was
going to happen to the world banking system. What actually
happened was that a whole industry developed around the
problem of international debt. For example, I switched from
being the advisor to the Central
Bank of Venezuela, worrying about
how to invest their reserves, to
quickly worrying about how to
reschedule your debts. Now, in a
sense, privatization is showing the
entreprenearial spirits of bankers,
lawyers, and a whole cacophony
of people that get involved in in-
ternational finance; it's become an
industry, and | semi-joke about
this, but when you think about it,
there’s an awful lot of work going
on in different parts of the world on
privatization. It’s become an extremely fashionable subject.
But, there are some dangers in fashion. Let me go back and
suggest privatization is in danger of becoming somewhat
overblown. The model for much of privatization is what
happened in my country. Mrs. Thatcher is not a lady given
to self-doubt or to introspection, and when she came to the
conclusion, quite properly, that the U K. needed privatization,
we went ahead at a great rate. But think, though, about the
conditions in the U.K.: employment was high, the economy
was growing rapidly, and in most of the industries that were
privatized, excessive labor was not a great problem. It was
clearly over capacity, but it wasn’t a very serious problem, so
you weren’'t inviting massive unemployment, The
privatization program in the UK. didn’t have some of the
macroproblems that the countries in Eastern Europe are
facing, nor the political problems. Also, I think it is worth-
while mentioning that the areas that were being privatized, in
the U.K., France, and other industrial countries, were in many
ways the countries’ Crown Jewels: state monopolies, tele-
phone systems, electrical systems, power generating facili-
ties. It's very different to privatize the Crown Jewels than it
is to privatize companies where 70% of the economy is in the
public sector. Very different, indeed, and I think it’s worth-
while, in the enthusiasm for privatization, to remember that
the U.K., and some of the industrial countries, are not

“One of the things that Mrs.
Thatcher did, which I think is a
model for privatization around the
world, is she made absolutely

certain that when privatization
took place, no one could gain
more than a small number of
shares. Privatization was not for
the fat cats.”

necessarily a perfect example. The same thing applies in
Latin America, where the private sector is much bigger than
in Eastern Europe, and again, where some of the areas, like
telephones, and particularly airlines, areripe for privatization,
and where the return on capital is going to be significant. But
it doesn’t necessarily apply to everything in the public sector
that the governments decide are ripe for privatization, what-
ever the advisors, the bankers, the tawyers, and the various
cacophony of advisors argue for investors. But one of the
things that Mrs. Thaicher did,
which 1 think is a model for
privatization around the world, is
she made absolutely certain that
when privatization tock place, no
one could gain more than a small
number of shares. Privatization
was not for the fat cats. It was
absolutely made clear to the mer-
chant banks that distribution of the
shares of UK. companies that were
privatized had to go to the small
investor. That had a very impor-
tant psychological effect in the
U.K., in that we brought together into our economy a whole
new range of investors holding shares in companies. That,
think, has been very important, the whole psychological
change in the United Kingdom. For example, if we have a
change in government, which I suspect we witk next year, then
you're not going to get a renationalization of those companies
that were made private. Why? Because people like having
shares. Those shares have done well. That’s another thing
Mrs. Thatcher did—at the time of privatization, the govern-
ment pitched the price at a level that more or less insured that
the price would go up in the stock market. That is possible in
a developed capital market. It's also possible in a less
developed capital market, but T do think it's important to
make sure that the shares are widely spread, and also,
especially during the first stages of privatization, to make sure
that the price tends to go up, which, of course, increases the
appetite for buying shares in companies that are privatized. |
think those principles are worthwhile keeping in mind.

Capital Shortage

Another area which I think is terribly important when one
thinks about privatization, particulariy in Eastern Europe, is
that there is a capital shortage in the world today. Interna-
tional financiers argue about this a great deal. Is that a
semantic issue or a real issue? I believe, as an international
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banker, that itis a real issue; that capital is less available today
than it wastwo yearsago. Let me pick two years because 1989
was a very special year in terms of its national capital flows.
For example, in that year, Japan exported just under $200

“When Mexico, Venezuela, and others adopted
more correct economic policies, the conditions
began to change. Those countries would not

have been able to attract foreign capital into the
newly privatized companies without the correct

background economic policies.”

billion of capital, and Germany exported about $50 billion of
capital. This year, Japan will export something on the order
of $40 billion of capital, and Germany is now, if anything, a
capital importer. That’s a very large change in the availabil-
ity of monies. At the same time, bankers have become much
more cautious. Whether they are Japanese, American, or
British bankers, they are much, much more cautious—they are
not making the loans that they did a short time ago. You can
argue: is there a credit crunch? No, for a major corporation
there is no credit crunch. But, if you tried to borrow money
to develop a commercial real estate property, whether in New
York or London, you would find there’s a very real credit
crunch. It’s the same for smaller companies. [ touch on this
because as capital has become more scarce for certain areas
of business in the industrial world, the same thing applies in
East Europe. Bast Europe is facing more competition for
funds; more competition in general. Moreover, as faras ! can
see, equity investors are looking for a higher threshold return
than they were a short period ago. Today, people in the equity
markets are looking for a rate of return perhaps on the order
of eighteen or twenty percent. If you're looking for a rate of
return of eighteen or twenty percent in the United States or in
the United Kingdom, then imagine what rate of return you
would need to invest in a developing country, whether that be
in East Burope or Latin America. The effect is that the
demand for capital is there, but the supply is more scarcely
available, and that’s why the G-7 communique
of two weekends ago laid great stress on the
need for increasing the supply of capital. One
way of increasing the supply of capital, which
is going to be very important to East Europe, is
changing economic management. Let me use
the analogy of Latin America. Not only was it
capital-scarce, but Latins themselves took
money out of the country, in large measure
because theeconomic policies of Latin America
were notefficient—multiple exchange rate prac-
tices and high inflation and so forth. When
Mexico, Venezuela, and others adopted more
correct economic policies, the conditions be-
gantochange. Those countries would not have
been able to attract foreign capital into the
newly privatized companies without the cor-

rect background economic policies. What one can see now
in Venezuela, where the telephone systern and the airline
system are being privatized, is due in part to the whole
economy looking a lot better. And the same thing applies to
East Europe.

There’s also a new area of competition for East
Europe, nobody knows how it will actuaily
work, but it’s worth mentioning, and that is the
USSR. It is becoming an associate member of
the IMF and the World Bank, and there will be
significant demands for capital from the USSR,
And, of course, the USSR, for many people, is a
big magnet, with great opportunities, a big
economy, and so forth. Jeffrey Sachs argues that
the USSR will require $30 billion a year of capital. That’s a
great deal of money. If there is a limited amount of capital
anyway, then some portion of that is going to go to the USSR,
and whether it comes from the World Bank or the IMF, it
means there’s less for someone else.

Financing Eastern Europe

Let’s go on, now, to something for this particular occasion,
which i that the Group of Thirty is launching a new study
today. The Group of Thirty, looking at Eastern Europe, has
decided to form a study group, consisting of representatives
from the World Bank, the IMF, the European Bank of
Reconstruction and Development and so forth—as you see, a
blue-ribbon group-——to try to come to grips with this problem
of financing East Europe: How big is the problem, and where
is the money going to come from? [ believe this is the first
systematic study of the subject; it's called “Financing East-
ern Europe.” The conclusion of the report is that over the next
two or three years, the growth prospects for Eastern Europe
—which excludes Germany and the USSR——are indeed very
modest. In fact, most people feel that the growth in cutput will
be negative this year and next; will reach equilibrivm in 1993;
and then will gradually begin growing. However, the account
deficits will continue to be very significant, The reason for
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this is that the trade balances are more or less in equilibrium,
but the interest payments in most of the countries in Eastern
Europe will continue to be significant. That is why people
argue for the need for debt relief, particularly for Poland, and
also for the other countries, which is a tricky subject, Govern-
ments introduce debt relief, and suggest that the banks follow
suit. Bankers are not quite as keen on debt relief as are
government officials, because it comes out of their own
balance sheets, and out of their own shareholders’ funds.
Nevertheless, it is quite clear from this study that there is a
need for debt relief; the question is how to marry debt relief
to getting new monies, because there are governments, like
Japan, that feel that if they are being asked to make a big
sacrifice in reducing their outstanding loans, then how can
they go to their taxpayers and ask them to put forward new
monies 10 those same countries? Looking at all the sources
of funds, private and official, what comes out of our study,

“Privatization programs in Eastern Europe are very, very

different from programs elsewhere in the world because
over 60% of the productive sector has been state-owned.”

without a shadow of a doubt, is that more than 80% of the
funds thal East Europe needs to grow over the next few years
has to come from official sources. The privae sector, while
not insignificant, is going to be small. We forecast that over
the next five years, private, longer-term funding is going to
be on the order of $16 billion. That’s very small, and will
come from equity investment, foreign direct investments, and
so forth, whereas, over that same period, official lending is
going to be well over $50 billion. So the World Bank, the
IMF, and the European Bank for Reconstruction and Devel-
opment will have to play major roles in making longer-term
funds available. And of those institutions, the World Bank
will be perhaps the most important. Last year the World Bank
committed $3 billion of new funds for Eastern Europe. That’s
not an insignificant sum of money, but it’s also not the sort of
flood of funds that some people have talked about. The same
thing applies with the European Bank for Reconstruction and
Development. It has capital of $12 billion, which will grow
bigger and bigger as its balance sheet
expands, although today, the amounts
of monies that are being dispersed are
very small. Forexample, the estimate
is that the European Bank will dis-
perse less than $100 million, for the
year ending this year. Next year, the expectation is that it will
disperse possibly less than $500 million dollars in all the
countries of East Europe. In other words, it’s just getting
going, and the money is going to be relatively modest. The
point I'm trying to get across is that the private sector, while
important for East European financing, is going to be rela-
tively small; most of the money has to come from official
agencies. And here we have a connection with privatization:
clearly, the more successful privatization is, the more will be
the inflow of private money; perhaps working along with

official money as well. Now, in typical merchant banking
fashion, I've syndicated today’s task in talking about East
Europe, and have asked Charles Taylor, the Executive Direc-
tor of the Group of Thirty, to talk about actual privatization
in East Europe.

Privatization in Eastern Europe
{Charles Taylor)

Thank you, Geoffrey. L hope as a syndicate partner I'm taking
slightly less of a risk, but I can’t refrain from one comment
regarding the capital shortage. As an economist myseclf, with
friends at the IMF, I can report that they are struggiing with
the question of capital shortage, because, as you know, the
balance of payments in all the countries of the world should
add up to zero. Over the past several years, there’s been a
fluctuating statistical error, which shows their inability to get
itto add up to zero, and over the past year or two, they’ ve been
quite glad to have a statistical
error, because as the U.S. contin-
ues to import capital, Japan ex-
ports less, and Germany has
switched to being an importer,
the only place they can fund from
is the statistical error.

Now, to focus strictly on privatization programs in East-
ern Europe, they are very, very different from the programs
anywhere else in the world, because such a large share—over
60%—of the productive sector in Hungary, Poland, and
Czechoslovakia has been state-owned. They are very differ-
ent because they are the centerpiece of historic transforma-
tion from communism to capitalism; the situation in the three
countries is obviously similar in that respect. It's also similar
in that they face common obstacles—weak or nascent legal
systems; problems establishing something like Western-style
accounting practices and standards; and equally, manage-
ment practices that leave much to be desired throughout the
economies. They have, in fact, taken some similar steps: all
of the three countries have set up agencies that are responsible
for privatization, and all of them have privatization laws in
place. One of the major problems that they all also share is the
difficulty of evalvation. Evaluation is a tricky problem in the

“But if the will to do these difficult privatizations in

Eastern Europe does erode, it will set back the reform
process overall.”

West; it’s doubly so where there have been no market prices
with which to gauge the true worth of inputs and outputs, or
assets and liabilities, and even if there had been, the account-
ing systems are so peculiar, that one would not be able to infer
easily what the historic worth of the company had been.
Faced with enormous structural changes in the opening up of
these economies, it would be——even if you had good account-
ing, even if you had good prices——a leap of faith to try and
gauge what the market value of many of the public-sector
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enterprises would be in the future, given the new competition
which they’l] face. That actually brings me to an impostant
distinctien which we should bear in mind, that quite obvi-
ously the natural monopolies in these countries are in some
respects easier to privatize and have clearer market worth, An
airline which has landing rights has something that’s going to
be of continuing value. One wouldn’t buy it for its llyushin
jets, one wouldn’t buy it necessarily for its stock, but if it has
landing rights, one can anticipate that people want to go on
flying to a particular place, and that’s a reason to have
something to do with it. So the natural monopolies will be
relatively easy to price and sell, while those firms like
manufacturing will be relatively difficult.

The three countries also have differences between them, a
major one being their differences in strategy. Basically, the
big contrast is between Hungary, which has eschewed a
voucher system, and Poland and Czechoslovakia, which
adopted it. Poland is setting up a series of unit trusts, which
will be responsible for almost the entire management of the
voucher system, that is, the individuals will buy into the unit
trusts, and the trusts will buy into the privatized entities. In
Czechoslovakia, there will be some unit trusts, but there will
also be alot of direct purchasing of shares by individuals, The
Hungarians, on the other hand, are simply trying to sell
properties commercially; they’re more open about where the
sales are initiated. If you’re an investor from abroad and you
want to buy something in Hungary, you go and tell the State
Property Agency, or you go and try and crack a deal with the
management and then teil the S.P.A, what you're thinking of
doing, and they say “okay,” or “let’s have another bid,” o1
they act as the regulator, but they don’t have 1o initiate
anything. Things are moving much faster in Hungary as a
result. The Czech scheme is supposed to get into top gear
early next year. The Polish scheme will probably move alittle
bit slower, though today’s news suggests that they 've crossed
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one important hurdle, in making some key decisions about
how to simplify the voucher system, and how 1o manage it.
But still we're looking to 1992 or 1993, in the case of Poland
and Czechosiovakia, for really getting moving, All of them
are doing quite well at privatizing very small enterprises:
corner shops, small hotels and the like are being sold off by
local government, and, in fact, in that regard, Hungary's
slightly behind the other two,

How are they going to go? Are there going to be any slip-
ups? 'm sure there will be. Tt’s an enormous task in the Polish
case. fust imagine the problem of creating a register for the
state-owned enterprises, with twenty-odd million potential
shareholders, and a thousand or so enterprises. These regis-
ters are going to be as large as any registers in the West,
probably larger than all, except perhaps British Telecom in
the U.K. Tunderstand that when they were looking around for
zood lists of individuals in Poland, they looked at the Social
Security system and they found a reasonably good list there;
then they looked at the tax system and found almost no list
there. The best list they could find was with the Internal
Security Police. So you even have the significant problem of
identifying who your adult citizens are, and then constructing
a database of them, and using it in appropriate ways; that’s an
immense management information system problem. So |
don’t think we should expect these things to run smoothiy,
However, | would say that there’s obviously a high degree of
political will, and at least the process is underway; three years
ago we wouldn’t have expected that. The will may be eroding
in some of these areas, however, and in our report one of the
points we make, very strongly, is the case for being as quick
as possible. Butif the will to do these difficult privatizations
does erode, it will set back the reform process overall.
Privatization is very important to the overail process of
structural adjustment and stabilization in those countries. il

Domzid Nwholson 11 CARESBAC (Igf) SIJffaL '.rg R
W ulr G{’Oﬂ}ey Be[! o .




Privatization in a Capital-Short World

Questions and Answers

I have two questions, The first is, what industries, if
any, should not be privatized? The second is how do

ou, as a British banker, see the competitive situation
between the demands for money for East Europe and
the Soviet Union on the one hand, and Latin America
on the other?

GB: There is a competition between the two in the sense
that there is a limited amount of capital in the world, and
capital goes to the areas which you think have the highest
return. 1 also think there is big competition for investors
to feel the economy is well-managed instead of state
controlled, and there will not be a return to state owner-
ship. That, I think, is a terribly important change that I see
in Latin America but is not quite so evident yet in East
Europe. In the case of Mexico, President Salinas, follow-
ing or even taking further the policies of his predecessor,
Mr. De la Madrid, has given people the feeling that the
dials are set for Mexico, that there’s not going to be a
reversion back to statist interventions. In the case of
Venezuela, the leader of the opposition party has pledged
time and time again that the policies of the current
president would not change in the next administration, if
he leads it. I think that’s terribly important, and for
Eastern Europe, it does increase the competition. The
other thing, of course, is that competition reflects itself.
Latins have significanl amounts of external assets, and
what you begin to see now, in many of the countries of
Latin America, is a significant return flow of funds. And
if one sees Latins themselves investing in their own
countries, then you get more confidence from external
investors, co-investing alongside. That’s more difficult
in the case of East Europe, because they have less external
funds. But again, it’s not just Latin America that is the
competition for East Europe, every domestic economy is
competition for their funds overseas. And that’s why 1
think what will happen is that the momentum will start
slower and will gradually build up. There’s a lot of talk
about everybody running around, setting up funds, but the
Hungarian fund, for example, has a relatively smaller
amount of actual investments that are taking place. It’s
the same thing with most of the international funds that
have been established. What has happened is that the
apparatus is being put into place, so investments can take
place, but now you have a sense of disappointment: you
can’t value, you can’t find decent investment, as it were,
s0 it’s going a little more slowly than anticipated.
What I think will happen, just as it happened in the last
decade in Mexico, Venezuela, and Colombia, is that,
first, expectations will be disappointed. The next thing is
that economic policies gradually will become refined; the
private sector will become more important, because it’s
better managed; and then the World Bank, IMF, the Bank
for Reconstruction, will get things going. Then the bank-
ers will come in and co-finance it. Bankers are not going
to go in with their own credit, they just simply will not do

that. They did too much of that in other parts of the world
and lost a great deal of money. But, sooner or later they
goin, by co-financing, then the private sector investment
begins to accelerate. The big thing is not to expect too
much, I think our study would suggest that while the
amounts of money are not insignificant, they’re very
different than some of the wild figures that people have
been talking about. Once you get arealistic level of likely
inflows, you avoid some of the disappointments. The last
point on this: West Germany will pump $100 billion into
East Germany this year, a country with 17 or 18 million
people, and yet, even with $100 billion they still have
problems. You have to be realistic about East Europe.
The problems of growth and of adjustment, are going to
take longer than most people expect. And what that
nsually means is that the official institutions will have to
play an important part, at least in the early years,

CT: Justaquick response on what you can privatize—
it depends on your objectives of privatization. The Hun-
garians are concerned about making a fair amount of
money out of their privatization; they have an economic
objective of moving as much as possible into the private
sector, for the sake of more efficient management. 1think
the government and the population look upon this as a
technical issue, by and large. In contrast, in Poland, it’s
a very political issue, and a very emotional one. Forty or
fifty years of communism have been used through the
sweat of the people to build up state assets which now
have to be redistributed to the people. The ideais thatit’s
a way of returning to people what is truthfully and
honestly theirs. Czechoslovakia is somewhere in be-
tween. That, therefore, has implications for what’s
successful privatization in different people’s eyes. From
a financial point of view, where one wants to make
money, I think the Hungarians are most clearly showing
a willingness to consider, among what they would call
successful privatizations, a privatization that results in a
liquidation. They say the important thing is getting it out
of the state sector and if it survives and thrives, that’s fine,
but if it has to be closed down, so be it. I'm not sure
they’ve got the same preparedness in Czechoslovakia.

GB: 1 would like to add one extra point about the
problem of debt. The debt problem in Latin America was
indeed a great burden, and there are all sorts of arguments
of how debt forgiveness was the root of the solution, such
as with the Brady Plan, in Mexico, whereby the U.S.
government simply pushed bankers to give concessions
and discounts. What is happening now is that as bankers
have worked out deals with most of the Latin countries,
possibly even with Brazil, it has engendered a ot more
confidence for bankers to put monies back. The price of
debt of most of Latin America has gone soaring in the last
eighteen months. Now, the same thing, I suspect, can
happen in East Europe. What is interesting is that Poland
has used governments to give significant discounts and
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governments are trying to force the banks to do the same, the political leaders of the countries in question will get
$o perhaps, 4 la Brady, something could be done. Hun- the blame for all of the problems, and they’ll find it very
garians are well aware of this. Hungarians have kept their difficult to sustain the political will to get the whole job
debt curbed, and they’ve been able to attract more done if i#’s drawn out slowly, and so we advocate
private-sector money. There is 2 balance bere, between acceleration of reform, There’s a strong political will not
how you deal with the problem of external debt and how to return to communism per se, that’s clear, but there’s
you attract more money. 1 think this debt issue for East a lot less understanding of what will be entatled in
Europe, properly managed, means the free market can reaching capitalism. The other point I'd make is that all
usually work--—the bankers will work out something with of the countries in question have for some time now been
the governments, even if it costs them a lot of money, and working on building or strengthening existing safety
that, it seems to me, can actually create the atmosphere nets. They’re very well aware that, having had cradle-to-
which will engender private sector investment. grave security, they can’t let people just fall off. But |
Is the competition for funds played out strictly in think fhe nets are being designed on a shoestring budget
) . o and are set very low.
Qeconomlc terms, or will there be some political con-

siderations as well? If we start with the assumption that the available

. capital for investment is fixed, I think it would be
GB: The answer is clearly yes, that to a degree, there are Qdifficult to talk about shortage of capifal. I will submit

political considerations. The EBRD is, indeed, a witness
to the politics. Mr. Mitterand persuaded President Bush
and everybody else to goalong, and it’s a very significant
operation and it will soon have a balance sheet rivaling
most banks. The problem is that under its statutes, the
European Bank was supposed to invest 60% of its funds
in the private sector. It’s already having difficulty doing
that, and there’s no question in my mind that that 60% is

that the shortage we might have is management.
Capital will respond to opportunities, to risks and
rewards. What I believe might be part of the solution
is trying to change the borders of capital in countries
and allow savings and pensions to move overseas and
start taking advantage of the opportunities. Would
you care t¢ comment on that?

going to be reduced, and you're going to see more and GB: As 1 mentioned in my prepared remarks, capital
more monies from the European Bank going into the shortage is a very contentious issue and you can argue it
public sector. There’s been a rather unseemly row in either way. Ciearly there’s not a fixed amount of capital,
Washington about increasing the capital of the Interna- but what I would argue is that borrowing is much more
ttonal Finance Corporation, which now looks as though difficult for many companies today than it was a few
it1s going to be resolved fairly soon, and so the IFC will years ago. As I mentioned, the Japanese capital market,
get a capital increase, a not-insignificant portion of in international investment, is considerably smaller to-
which will be used for East Europe and the World Bank’s day thanit was afew years ago. I managed to sell my bank
commitments will clearty grow. So I think what one to a Japanese bank three years ago, but I'm not quite sure
senses with all governments-—perhaps the U.S. Treasury I could do it today, That’s also the case in Germany.
in this case is a little bit slower to come to that conclusion You’'ve got change in the direction of capital. Real
than others —is that the multinational institutions have to interest rates are high today; the Jong bond in the United
play the critical role, and that is political to a degree. In States is eight and a half percent and [ think the long-term
away it’s kick-starting, and I think that’s the appropriate inflation rate is four percent, certainly no more. In
thing for developing countries. Kick-start them, and then Germany, your long-term rate is nine percent, the long-
let the private sector take over in due course. term inflation rate is between three and four percent, and

in the United Kingdom the interest rate is ten percent, and
our long-term inflation rate is no more, Real interest rates
are high and are going to stay high. So if you can get a
real interest rate of four or five percent on a risk-free
investment, where there is no exchange risk because you
can cover it in the exchange market, then the immediate
rate of return on capital has increased, and I think that’s
indisputable. That may change in the future, but at this

Europeans who are accustomed to cradle-to-grave
socialism—full employment, subsidized housing, etc.—
become impatient as living standards continue to
erode, and won’t this lead to more instability in the
region, and possibly make it difficult to attract pri-
vate investments?

QWith the slow rate of privatization, won’t the East

GB: One of the principal recommendations of our report minute, that’s my point about capital. One of the points
is that they should accelerate reform. The economies of about the G-7 communique from the finance ministers,
the region, leaving aside Yugoslavia, are contracting, for issued last weekend, is to increase the amount of capital.
several reasons: Because of the collapse of Soviet trade; One way is to cut budget deficits, then there’s more
because of the change in the terms of trade within the capital for the private sector. But it would be foolish for
CMEIA, which are very disadvantageous to them; and people to believe that capital is still freely available,
because of the disruptions caused by all the domestic because that leads to disappointments. So recognize that

transformations that are underway. The danger is that capital is constrained and the expected rate of return has
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gottobe significant, then the capital will go in. Butthe first
thing is that in developing countries, which East Europe is,
today most people in the private sector want 1o go inslowly
and would prefer to go in with a major multinational
institution, or in a joint venture with a powerful partner,
because then you disperse the risk.,

CT: Alse, the sums that we talk about are intentionally
modest, When you look at the net flows, they're extremely
modest for this region. And yet we see accelerated reform,
with potential for significant growth toward the end of the
five-year horizon. The main reason we see that is not
because of the increase of nine to ten to twenty billion in
funding over the period that goes with accelerated growth,
it’s because of the domestic changes that occur with
accelerated reform. These countries have very high sav-
ings rates; they’ve just had inexorably bad mobilization of
capital and resource allocation. Their financial systems
have been terrible. In the aggregate, they've been poorly
structured; in detail, they have been very poorly managed.
You are right that it is a question of management, in a
sense, because there's a lack of expertise in the financial
system to do the simple credit functions of a credit officer,
to do an appraisal, to understand even the basics of how
you would set about assessing the quality of a project or
arranging its financing. Financial reforms have been a
very big priority, The domestic savings are there, bur
they’ve been very inefficiently used,

I'would like to make three points; one is that in the rush
to privatize, there is a tendency to totally ignore the
issue of management, especially for in-between size
companies. In in-between companies, where evalua-
tion is a big issue, you find management is also a big
issue because if you privatize, and you don’t think
about how you are going to improve management or
what kind of management oversight you are going to
have, then that could be a major problem, because the
fundamental assumption of privatizing is that
privatizing will improve the efficiency and productiv-
ity of the company. The second is that the distribution
of capital shortage has changed from country to coun-
try, and thirdly, the real issue may be a credit worthi-

ness problem, not capital shortage,

I obviously can’t disagree with the point about

GB
Acredit worthiness, and maybe that is a semantic point.

The point 'm making is that a lot of borrowers that were
able to borrow monies a relatively short while ago can’t
today, or find it much more difficull. And to the
borrower, that is a capital shortage, whether you call it
a credit shortage or whatever you call it—you can’t do
things that you previously wanted to do. That doesn’t
mean to say that monies aren’t available elsewhere,
One point about management is that not everybody can
manage a corporation very well, or manage a private
enterprise. But it seems to me that if you privatize then
you actually get a different form of surveillance than
you had in the previous regime. And therefore it’s still
worthwhile to go that route, because [ believe that you’il
get a little more pointed pressure {0 improve than you
did in the old system, whereby the bureaucracy in the
state capitals would forgive and would pump monies in.
I think there is an instinct for survival, and so I would
stifl go along with the point about going through with
privatization. The other point, which is what you’ve
seen itt the UK., is that the more you privatize, the more
difficult it is to undo it, and therefore, a new govern-
ment— even one of different political persuasion—{finds
it quite difficult to re-nationalize enterprises, and that
I think is something which is a longer-term benefit of
privatization, to reduce the role of the state. B

DRT- ]mcmauondl ‘This is the third in ‘a_series ‘of brxetln"é?_'

CounuI/DRT Imemauondl ananzat;on PIO_]LC! They are dls—_'f

Founded in 191 4 by Andrew Camegle the Cameg:e Cnunul on.
Ethics and Internanonai Affairs is a “nonpartisan, nonprofrt’
organization dedicated to research and educauon in 1he f;cld of '
ethics and international affairs. - : R B

The vigws cxprcssed in.this papcr are .so]ely 1hc author_ _ ‘and arg:
in'no means teflective :of the yiews: of. he Cdmcgle Council or

pubhshed ‘by- the. Cameglc Counc1l a5 part of :he Camegie :

wnte 0. Glona G:Ebert Stoga Dlrector Prwanzatlon P]’Q}CCI
Cameg:e Counell }’70 ﬁast 64!]3 SL Ncw Yo:k NY 10021




