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Abstract

In 1991 the Czech and Slovak Federal Republic embarked on the rapid liberalization of its
financial markets under tight monetary policy. This involved the creation of a functioning capital
market through a program of mass privatization, along with the establishment of a universal
banking system. In these respects, the Czech Republic is considered one of the most successful
examples of post-socialist reform. But evidence from the former CSFR and the Czech Republic
between 1991 and 1994 also shows that some of the main institutions created to oversee
industrial-financial reform have been converted into instruments of indirect, selective credit-
allocation, due largely to the leverage of economically non-viable firms and their large-bank
creditors, together with the unwillingness of reformers to re-organize fundamentally the
economic bureaucracy. How can we explain the formation of these institutions by which
reforming governments intervene in financial markets, even in the relatively successful case of
the Czech Republic? In a system of financial repression, governmental authorities maintain
substantial control over the allocation of credit, which is often granted at below-market interest
rates to favored enterprises. This paper suggests that financial repression has political sources. In
the economies of the former East Bloc, privatizing firms whose subsidies have been cut off want
cheap credit. Old state banks whose portfolios are tied up in bad loans want substantial debt
relief. The executive bureaucracies, finally, need to acquire the expertise and information in order
to replace centralized command structures with broad financial regulation. So it is in the Czech
Republic that reformers, fearing that bankruptcies of the largest firms will send unemployment
figures soaring and strengthen the hand of the opposition, are led to design institutional structures
which allocate credit to vital industries, which swap bank debt for equity in these firms, and
which generally enable some governmental discretion in corporate finance.
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Abstrakt

V roce 1991 Cesk4 a Slovenska Federativni Republika zahéjila rychlou liberalizaci finanich trhi
za prisné monetarni politiky. Program masové privatizace spolu s ustavenim univerzalniho
bankovniho systému pak umoznil vznik fungujiciho kapitalového trhu. V tomto ohledu je Ceska
z byvalé CSFR a Ceské Republiky z obdobi 1991 - 1994 také ukazuje, e nékteré z hlavnich
instituci vzniklych za G¢elem kontroly primyslové-finan¢ni reformy byly pfeménény v néstroje
nepiimé selektivni alokace tvérd, coz bylo vétSinou zpiisobeno financni silou (,,leverage")
ekonomicky neschopnych firem a jejich velkobankovnich véfitelt spolu s neochotou reformatort
fundamentélné reorganizovat ekonomickou byrokracii. Jak mizeme vysvétlit znik téchto
instituci, kterymi vlady reformnich zemi intervenuji na finan¢nich trzich, a to I v relativné
isp&sném pripadé Ceské Republiky? V systému finanéni represe si vladni ufady zachovavaji
podstatnou kontrolu nad alokaci Gvért, které jsou ¢asto poskytovany privilegovanym firmam za
urokovou miru, kterd je niz$i nez trzni. Tento ¢lanek naznacuje, ze finan¢ni represe ma politicky
zdroj. V ekonomikach byvalého vychodniho bloku privatizujici firmy, jim byly zastaveny dotace,
chtéji levné uvéry. Pivodni statni banky, jejichz portfolia jsou svazany Spatnymi ptijckami, chtéji
podstatnou plevu dluhti. Vykonné byrokracie nakonec potiebuji ziskat expertizu a informace, aby
mohly nahradit centralizované ptikazové struktury Sirokou finanéni regulaci. Tak je tomu v Ceské
Republice, kde reformatofi, ktefi se obavaji, ze bankroty velkych firem prudce zvysi
nezaméstnanost a posili opozici, jsou vedeni k tomu, aby navrhli institucionalni struktury, které
alokuji uvéry dilezitym odvétvim, vyménuji bankovni dluh za vlastnicky podil v téchto firmach,
a zpravidla davaji vlade jistou volnost jednani pii financovani podnik.



