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State secrets, lack of transparency, non-compliance of government and central bank regulations and non-disclosure of financial information are all critical issues in most transitional countries. Central Asian countries (former Soviet Union) and Southeast Asia are no different than any other part of the world where donor organizations push hard for government and economic reforms. Those reforms target corruption in the governments at the highest levels. But the real objective over the long term is the alleviation of poverty. It is this sector of an economy that is directly affected by the greed of the benefactors running the country.

And always attached to these reform programs is a programmed loan supplied by the donors to support the development of certain sectors of a country's economy. And the main aim currently by the world donor organizations is the alleviation of poverty. Those donor loans are normally at preferential interest rates, long grace periods and favorable conditions, and in many cases the loans are never repaid or partially repaid.


Those governments have a desperate need for concessionaire donor loans and are willing to agree to most conditions imposed on the loan. They promise to comply with various conditions such as eliminating fraud and corruption of government officials, but it only goes further underground. They have no problems with the donors sending in teams of foreign experts to advise the government and often the central banks on ways of improving monetary policy and economic reform. Strategies are developed, discussed and agreed with the foreign advisers. The strategy documents, with recommendations, are handed over to the government to implement the plans. Some things do change, but for the most part nothing changes after the loans are released. The strategy reports are locked away until the next loan program surfaces. 

And the donor programs continue for the International Monetary Fund, World Bank and Asian Development Bank. Their strategies are long-term. Current leaders of a transitional country will eventually be replaced, hopefully, by more sensible people who will have the willingness to improve conditions of the country for the benefit of every citizen and without putting their hand out for a big piece of the pie.

It is a long-term process of change for the donor organizations as they keep chipping away at reform programs. They recognize that in most cases the leadership of the country must change and be replaced by the younger, more educated and less tainted by past events. But this all takes time and reforms must be encouraged for the benefit of the poorer sectors of the economies. After all, these people do not have a voice in the decision making process of the governments. They are lucky to survive each day, earning enough money to support a family and often, in many cases, extended families.


In the advisory process of the foreign advisers, new regulations for the central banks, the banking system, accounting systems, and legal apparatus are normally adopted by the government. But that is where it sits. The old guard leadership mouths the words of change, but the underlying incentive is loss of control if changes do occur. There is the fear element surrounding change and the time bomb ticks away as the donors keep pushing ahead for reforms.

Compliance to the regulations becomes a word, and eyes are closed to the enforcement of the laws. Loan portfolios in the banking systems are tainted with corruption. The governments direct loans through the government owned banks and no formal credit decision is necessary since the government has provided its formal guarantee on the loans directed through the banks to government-owned companies. And often that ownership is tied indirectly to government officials. And if there is a default on a loan provided by the banks, it becomes political suicide for executive management of a bank to demand repayment from the government on the guarantees. And the bad debts in the banks escalate; loans are restructured to hide the reality of the loan portfolios. The central banks, as part of the mechanism for directing the loans to the banks, turn a blind eye and do not enforce compliance of its own regulations. And the donors continue to come to the party with more loans, hoping perhaps that government's policies will change. Economic and financial sector development is what it is called. donors compete with each other in making loans, being the party to a possible improvement in the economic system in the designated country. But improvement seems to be impossible at times. Changes in the transitional countries are slow and it comes down to the fear of losing control by the political leaders as they hold out their hands for more donations.


Monetary policy and banking system reforms are normally in the forefront of the donors' programs to attack poverty and financial sector reform issues in transitional countries. The donors are convinced that if those areas are tackled first, the systems will change and the benefits will flow down to areas of an economy where the improvements will be felt by the poorer sectors and, thus, giving that sector a chance to survive. But do the leaders want this to happen. Perhaps, they are satisfied with high inflation, bad debts in the banking system and a free flow access to more money, so therefore, it's not a big issue. The central banks are directed to keep printing more currency and keep up the appearance to the outside world that the economy is improving. And as long as the lights burn brightly in the capital cities, it doesn't matter about the poorer sectors outside of the cities.


 For banking sector reforms, compliance issues covering government and central regulations need to be clearly addressed and enforced by the authorities and by commercial banks as recommended by the advisers from the donors. Transparency must be in the front of decisions-makers particularly relating to bank privatization and bank restructuring objectives. Those two primary issues must be at the forefront of the decisions made in dealing with non-performing loans in the banking systems. Government directed lending practices must cease and loans supported by government guarantees must not be part of the commercial banks decisions for lending practices. It must be a prerequisite of any donor loan program to stop this practice by transitional governments. It would be a question of time when the bubble breaks; a financial crisis will occur which will force the major world donors to step in and back up an economy before it collapses completely. 


But the conditions imposed by the donors must be reasonable for the countries to survive in the short-term. And the donors' bailout funding must not be to repay large international banks that often created the undesirable situation in the first place. The Asian financial crisis is not far behind us, and the transitional countries are there waiting for more donor and bank loans to finance pet projects. And the government leaders are there waiting with their hands extended in friendship to any international banker, including donor organizations.

(JWMcCoy
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