




























































































Transition report

There have been two broad approaches to direct bank recapitalisa-
tion, both of which aim to create the conditions under which
discipline ecan be imposed should future difficulties arise. One
approach focuses on creating strong incentives for the commercial
operation of banks through full recapitalisations. efficient frame-
works for resolving bad loans and commitments to bank
privatisation, In this approach, the extent of a bank’s loan losses is
broadly ascertained through an independent audit or other means

of verification, with the recapitalisation of a bank designed to

restore its capital adequacy after writing down these loans. To
resolve the debt overhang in the enterprise sector and to enhance
the recovery of problem loans, the approach strongly encourages
the work-out of had loans through direct negotiations between
creditors and debtors or through legal bankruptey proceedings.
This is often supported by a commitment on the part of the govern-
ment to the bank’s privatisation, in which its managers may bhe
invited to participate as owners. Following privatisation, any bank

failure in principle could be handled in a more conventional way,

Box 10.1

Approaches to the recapitalisation and
privatisation of state banks

There follows here a summary of several bank
recapitalisation and privatisation programmes
in the region, expanding upon the description
provided in Annex 2.2 in Chapter 2.

Comprehensive approaches

In April 1993, a second attempt to recapitalise
the state-owned commercial banks was
launched in Hungary with the aim of raising
their capital ratios to the 8 per cent standard
in three steps. The targets under the
programme were slightly more than zero by the
end of 1993, 4 per cent in May 1994 and 8
per cent in December of that year. In the first
phase, the capital of eight banks was raised by
an amount equivalent to 3.1 per cent of GDP,
of which 77 per cent affected the two largest
banks. This was largely implemented by the
state purchasing newly issued shares with
consolidation bonds. The banks that benefited
from these recapitalisations were required to
enter into consolidation contracts with the
state. Under these contracts, the banks
committed to preparing modernisation
programmes for their own management,
ownership (privatisation) and operating
systems, and to taking part in reconciliation
proceedings with their troubled debtors. This
recapitalisation was followed by two additional
ones, both of which amounted to about 0.4 per
cent of GDP. As a condition for the May 1994
recapitalisation, each bank was required to
submit a detailed consolidation programme,
which it had committed to prepare in
December 1993. The programmes of some of
the banks did not fully meet the requirements,
and their programmes were delayed.

The second Hungarian recapitalisation
programme was preceded by a hastily arranged
bail-out of the banks in 1992 which was
deliberately partial. This programme covered
banks with a capital adequacy ratio below 7.25
per cent, which were given the opportunity to
sell their non-performing loans to the
government in exchange for so-called loan
consolidation bonds. The government verified
whether the loans were non-performing. Claims
against specific companies were exchanged at
varying discounts for government bonds. The
incomplete recapitalisation and surge in the

158 European Bank for Reconstruction and Development

financial reporting of bad loans in 1993 as
stricter prudential regulations came into force
made necessary the second recapitalisation
scheme.

The bank recapitalisation and debt conciliation
programme in Poland was implemented in the
course of 1993-94, Seven of the nine state
banks created from the former monobank
received recapitalisation bonds amounting to
about 0.8 per cent of GDP in September 1993
to compensate for bad loans identified through
independent audits and to raise their capital
ratios to meet regulatory standards, while the
state savings bank and agricultural bank were
partially recapitalised with bonds totalling 0.7
per cent of GDP in December of that year. At
the same time, the authorities committed to
privatising the nine state-owned commercial
banks by the end of 1996. To encourage the
banks to pass on the benefits of their
capitalisation to the overburdened enterprises,
a fixed deadline was set for reaching
conciliation agreements between them (April
1994 for the seven state-owned commercial
banks). The agreements reached by the seven
commercial banks covered 792 enterprises
with total non-performing debts amounting to
0.7 per cent of GDP. By April 1994, these
banks had reached conciliation agreements on
about half of the loans, while a further one-
third either resumed debt service payments or
were repaid. Most of the remainder were

liguidated under court bankruptcy proceedings.

As of mid-1995, three of the nine state
commercial banks have been privatised.

The Bank Rehabilitation Agency (BRA) in
Slovenia has, since its establishment in 1992,
initiated the rehabilitation of three state-owned
commercial banks, two of which have been
merged. Rehabilitation procedures can involve
conditions imposed on bank operations, as

well as transferring doubtful assets to the BRA,

which seeks to recover on the claims. The
Agency then injects capital in the form of
government bonds to meet the minimum
requirement and takes over ownership of the
bank. The final stage of rehabilitation is bank
privatisation. The legislation on bank
rehabilitation capped the total amount of
government funding available for this purpose.
The rehabilitation of the three banks in
Slovenia has required the issuance of
government-backed bonds equivalent to 6.3
per cent of GDP. These bonds, which are

denominated in Deutschmarks, yield an 8 per
cent return. Not all of the troubled banks' bad
loans were transferred to the BRA, however,
owing to the fiscal constraint. The BRA
attempted to recover on the loans that it did
take over through their sale at a discount, debt
rescheduling and debt-equity swaps. For those
loans that were retained by the banks, at least
one institution has set up a waork-out unit to
manage these assets. The rehabilitation
procedures, including the significant reduction
in operating costs, appear to have turned
around the operating performance of the
banks, and their privatisation is now under
consideration.

Quick breaks with the past

In Bulgaria, banks were allowed in 1994 to
exchange with the government non-performing,
policy-directed loans made before the end of
1990 for state bonds. The face value of these
debts amounted to 6 per cent of GDP;
however, the bonds received by the banks
carry below-market interest rates. Work-out
units within the banks are required to recover
on non-performing loans made after the end of
1990. No state banks in Bulgaria have yet
been privatised.

The former Czechoslovakia initiated the
recapitalisation of its banks in March 1991 by
creating the Consolidation Bank, the role of
which was to take over special credits for
inventories that carried low interest rates.
These credits amounted to 11 per cent of GDP,
but were not necessarily non-performing. The
Consolidation Bank has subsequently
recovered much of the debt. A second
recapitalisation of the banks occurred in
October 1991, equivalent to 5 per cent of GDP.
About three-guarters of this amount was
allocated to the write-offs of non-performing
loans to those firms that, according to the
banks' appraisal, had a good chance to survive
after the bail-out. Since 1991, the role of the
Consolidation Bank has gradually evolved to
include participation in enterprise restructuring
by purchasing debts of enterprises in
bankruptcy proceedings at a discount, easing
the adverse impact on the creditor banks.
Most existing Czech and Slovak banks were
privatised in the first round of voucher
privatisations in 1992.









































