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SECRETARY OF THE TREASURY

: Déar Mr. President:

cc: The Honorable Téd Stevens

DEPARTMENT OF THE TREASURY
WASHINGTON, D.C.

December 1, 1998

The Honorable Al Gore |
President , |
United States Senate . |
Washington, D.C. 20510 ?

1

i

The International Monetary Fund has proposed to extend an amount equivalent to approximately
Special Drawing Rights 9,11 7.36 million to Brazil to be financed by borrowing under: the New
Arrangements to Borrow. As part of this financing, the United States has been requested to
provide an amount equivalent to approximately Special Drawing Rights 1,961.40 million under
the New Arrangements to Borrow.

Sections 17(a) and (b) of the Bretton Woods Agreements Act, 22 U.S.C. 286¢e-2 (amended by the
Foreign Operations, Export Financing, and Related Programs Appropriations Act, 1999), require
that, prior to activation of the New Arrangements to Borrow to help support the IMF’s financing

* package for Brazil, the Secretary of the Treasury certify that supplementary resources are needed

to forestall or cope with an impairment of the international monetary system and that/the
International Monetary Fund has fully explored other means of funding. With respect to this
requirement, I hereby so certify. ‘ :

Sincerely,

' i

Robert E. Rubin

i
|
1
|
1

i
|
The Honorable Robert C. Byrd |
The Honorable Jesse Helms ' : ' |
The Honorable Joseph R. Biden ' ' ,

‘The Honorable Alfonse M. D’ Amato
The Honorable Paul S. Sarbanes
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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C. i
i

SECRETARY OF THE TREASURY .

December 1, 1998

The Honorable Newt Gingrich

Speaker

United States House of Representatives
Washington, D.C. 20515

Dear Mr. Speaker:

The International Monetary Fund has proposed to extend an amount equivalent to approximately
Special Drawing Rights 9,117.36 million to Brazil to be financed by borrowing underithe New
Arrangements to Borrow. As part of this financing, the United States has been requested to
provide an amount equivalent to approximately Special Drawing Rjghts 1,961.4 rmlhon under
the New Arrangements to Borrow. V \\1

Sections 17(a) and (b) of the Bretton Woods Agreements Act, 22 U.S.C. 286e-2 (amex‘vlded by the
Foreign Operations, Export Financing, and Related Programs Appropriations Act, 1999), require
that, prior to activation of the New Arrangements to Borrow to help support the IMF’s financing
package for Brazil, the Secretary of the Treasury certify that supplementary resources are needed
“to forestall or cope with an impairment of the international monetary system and that the
International Monetary Fund has fully explored other means of funding. ‘With respect to this -
requirement, I hereby so certify.

Sincerely,

Robert E. Rubin

cc:  The Honorable Bob Livingston . §
The Honorable David R. Obey ‘ -1
The Honorable James A. Leach ' ‘ | i
The Honorable John J. LaFalce




DEPARTMENT OF THE TREASURY
WASHINGTON, D.C.

SECRETARY OF THE TREASURY

December 1, 1998

The Honorable Michel Camdessus -
Managing Director .
International Monetary Fund
Washington, D.C. 20431

|
|
!

|
|
Dear Mr. Camdessus: } '
Thank you for your communication of November 27, 1998, in which you request formal
- acceptance of the proposal to activate the New Arrangements to Borrow (NAB) in connection
with the proposed IMF program for Brazil, and set forth proposed calls on the credit lines of
NAB participants. o ‘ o ' ' i
I hereby irform you that, contingent upon approval by the Executive Board of the IMF program
for Brazil, the United States agrees to the proposed activation of the NAB, and to the proposed
cgillsfon the United States totaling a dollar amount equivalent of SDR 1,961,401,293. .

Sincerely, . |

Robert E. Rubin
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DEPARTMENT OF THE TREASURY

WASHINGTON ) |
| . ACTION

ASSISTANT SECRETARY : - i

ACTION

i

MEMORANDUM FOR SECRETARY RUBIN

FROM: TlmothyF Geithner @224 -
Assmtam Secretary (Intematlonal Affairs)

SUBJECT: Activation of the NAB for Brazil

ACTION-FORCING EVENT:
The Managing Director of the International Monetary Fund (“IMF”’) has requested thé activation
of the New Arrangemerits to Borrow (“NAB”) to help support the IMF’s financing package for
Brazil and, specifically, that the United States accept proposed calls totaling Special Drawmg
Rights (“SDR”) 1,961,401,293. Before notifying the IMF that we agree to the proposed calls, we
must certify to Congress that the requirements in the Bretton Woods Agreements Act(“BWAA™)
relating to activation of the NAB have been met. i

RECOM?MENDATIONS: : , ' !

1. That you sign the letters at Tab 1 to the President of the Senate and the Speaker of the House
certifying that thfyfnents of Sections 17(a) and (b) of the BWAA have been: met

“Agree Disagree Let s discuss i

- 2. That you sign the letter «f Tab 2 to the Managing Director of the IMF informing hlm that,
contingent upon approv by the Executive Board of the IMF of the Brazil program, the United
States agrees to the ppdposed activation of the NAB and calls on the United States. «

Agree Disagree ___ - Let’s discuss

I
|
BACKGROUND: : S ;’

» | |
i Certification Requirement !

Sections 17(a) and (b) of the BWAA as amended in 1998 by the Foreign Operauons Export
Financing, and Related Programs Appropriations Act, 1999, include a two-prong requlremem
that the Secretary of the Treasury certify, prior to activation of the NAB, that “supplementary
resources are needed to forestall or cope with an impairment of the international monetary
system and that the Fund has fully explored other means of funding . ..” !

‘‘‘‘‘

|
EXECUTIVE SECRETARIAT




2

With respect to the first prong of the requirement -- that * suppEementary resources are needed to
forestall or cope with an impairment of the international monetary system . . .”, the wntten
communications from IMF Managing Director Michel Camdessus to the representatlves of the
NAB pamupants at Tab 3 confirm that the IMF believes that this condition has been met

With respect to the second prong, requmng that “the Fund has fully explored other means of
funding . . .”, the letter from Managing Director Camdessus at Tab 4 confirms that the lIMF has
explored other means of funding and concluded that such other means are not available. The
letter also notes that “in reaching this conclusion the Fund has taken into account not oinly the ’
urgency of the request by Brazil, but also the financing to be provided to Brazil by multllateral
development banks and also the amount of bilateral f'mancmg to be provided through the Bank

* for International Sctt ements totaling approximately $14.5 bllhon

_ As for the timing of Treasury’s certification to Congress on the above points, although Congress
did not define “activation” in the BWAA or in the legislative history of this provision,jour
interpretation is that certification should come before we formally notify the IMF that the U.S.
agrees to the IMF’s proposed calls. As soon as we have sent certification letters to the President
of the Senate and the Speaker of the House, and confirmed their receipt, we will send the IMF'
notification letter. Both the congressional certification letters and the IMF notification letter
should be transmitted on Monday, November 30. This will allow the IMF sufficient tlme to
circulate documents in advance of the Executive Board meetmg on the Brazil program currently
scheduled for Wednesday, December 2. : , . }

i

[
Once the U.S. has agreed to the IMF’s proposal to activate the NAB on behalf of Braiil the IMF
may make one or more additional calls on the U.S.’s credit line within the scope of thlS proposal.
Because the U.S. already will have approved the IMF’s proposal to activate the NAB to assist
Brazil, and the initial certification to Congress will refer to the total amount of the IMF s
proposed calls on the NAB for Brazil, Treasury will not need to provxde additional cert:f' cations
to Congress before respondmg to subsequent calls. o !

|

1. lgstiﬁcation‘ for Activating the NAB for Brazil ,

The NAB can be activated for a non-participant country, such as Brazil, if this is necessary to
deal with "“an exceptional situation associated with balance of payments problems of x?lembers of
a character or aggregate size that could threaten the stability of the international monetary
system.” [n addition, the NAB can finance a transaction for a non-participant only to support an
upper credit tranche program entallmg high conditionality. l

It is Treasury staff’s view, as well as that of the staff of the Federal Reserve Board and of the
IMF, that both these conditions are satisfied. Brazil is under intense financial pressuré that
threatens to unleash a financial crisis in Brazil and elsewhere. Brazil’s chronic fiscal Weakness
has left it vulnerable to contagion from economic crises in Asia and Russia and the toss of ‘
international investor confidence. Strong support, together with strong policy adj ustrx?ent

|



s |
especially in the fiscal area, will help to restore investor confidence and significantly improve the
prospect of preserving the stability of the real. The stability of the real and the successjof
Brazil’s cconomic reform program are crucial to prevent the spread of financial turbulence in
Latin America and other emergmg market economies. ~ N

M. Spezifics of the Brazil Program and NAB Activation l
Form and Amounts. The IMF will be providing support to Brazil in the form of a three-year
stand-by arrangement. Total IMF support will amount to SDR 13,024.8 million (about:-
$18,055.12 million), of which SDR 3,907.44 million will be available under credit tranches and
SDR 9,117.36 million under the Supplemental Reserve Facility (SRF). All assistance prowded
under the SRF will come from the NAB. The United States will contnbute atotal of SDR
1,961.40 million (about $2 718.91 mllhon) % ‘
T he first call on NAB partzcnpants amounts to SDR 3,256.20 million, of which the Umted States
share amounts to SDR 700.50 million (about $971.04 million). We expect that, assummg
Executive Board approval of the Brazil program on December 2, Brazil will immediately draw
down the entire amount made available under the first call. A second call could occur after
December 15. The size of the U.S. contribution te the proposed calls will be proportional to the
U.S.’s credit arrangement with the IMF, taking into account the opting out of calls by four NAB
participants (Korea, Malaysia, Saudi Arabia, and Thailand).

: : |
- Repaymenr and Interest Premium Issues. Recently, NAB participants and IMF management

have been involved in rather contentious discussions about repayment and interest prerhium
issues: (1) when NAB participants can expect to be repaid from the IMF; and (2) how to treat
the interest premium that Brazil will be obliged to pay for SRF money, and whether any portion
of the interest premium could be used to finance the ESAF/HIPC Trust. ]I
Regarding the first issue, Germany had argued strongly that the Managing Director shé)uld make
a commitment to repay NAB participants as soon as the quota increase becomes effectlve and the -
bulk of the new quota resources has been paid in, most likely in mid- to end-January. ;The NAB -
agreement provides for repayment within five years unless the country that “purchases” (draws
on) funds provided by the NAB, Brazil in this case, agrees to “repurchase’ (repay the IMF)
carlier than five years. The IMF may, at its discretion, repay earlier than these dates. Managmg
Director Camdessus resisted a commitment to early repayment on legal grounds and IMF
liquidity considerations. Specifically, he argued that the NAB agreement does not prolwde for
early repayment other than the case of a country making an early repurchase (i.e. early -
repayment triggered by a quota increase is not contemplated), and that repayment immediately
after the quota increase would leave the IMF with a relatively weak liquidity position.| The U.S.
supported a solution that provided for the possibility of early repayment, that did not lock the



http:3,256.20
http:2,718.91
http:1,961.40
http:9,117.36
http:3,907.44

recommendation for you.

-cc Deputy Secretary Summers

4

IMF into a commitment that would compromise its fiquidity position, and that was consistent

with the NAB agreement. In the end, the following compromise was reached: !

l

_ o !
- The Managing Director will initiate procedures for early repayment immediately after the

quota increase takes effect and the bulk of the subscription has been paid in, and
with the presumption that the Managing Director will not make further calls, unless NAB
paiticipants decide otherwise in light of the liquidity situation at the time. ‘

Regarding the interest premmm issue, discussion focused on paragraph 9(a) of the NAB

agreemenl which provides that _ }

!

[t]ﬁhe Fund shall pay interest on its indebtedness under this decision at a rate equal
to the combined market interest rate computed by the Fund from time to time for
the purpose of determining the rate at which it pays interest on holdings of spefcial
drawing rights or any such higher rate as may be agreed between the Fund and

participants representing 80 percent of the total credit arrangements.

For purposes of NAB activation for Brazil, the compromise reached was that the IMF| will pay
NAB lending participants the SDR rate referred to above (300 basis points) plus 100 basis points
for the first year after the date of approval of the IMF arrangement for Brazil, augmented by one-
third of an increase of 50 basis points for each further sxx»month period thereafter up to a
maximum increase of one-third of 200 basis points. :

i

It was also concluded, contingent upon unanimous agreement among NAB lenders by end-

- January, that the IMF will transfer to the ESAF/HIPC Trust an amount equal to 100 b:asis points

above the rate of charge levied on outstanding purchases for the first year under the SRF
component of the stand-by arrangement for Brazil augmented by one-third of an increase of 50
basis points for each further six-month period thereafier up to a maximum increase of one-third
of 200 basis points, as long as purchases by Brazil under the SRF component of the stand -by
arrangement for Brazil remain outstanding and Brazil remains current in its financial obhganons

“to the IMF. This outcome is the product of lengthy, sometimes contentious discussions among

NAB participants and IMF management, and subsequently among Executive Board membcrs

* Between now and end-January we need to decide whether, as a legal and policy matter we can

agree to such a transfer to the ESAF/HIPC Trust. We will prepare an analysis and |

#
D
[
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Attachments

Tab 1:

Tab 2:

Tab 3;

Tab 4:

"Proposed letter to the IMF Managing Director.

|
2
|

Proposed letters to the President of the Senate and the Speaker of the Hofuse
certifying that the requirements of Sections 17(a) and (b) of the BWAA have been
met. ‘ ‘

Ed

Copy of written communications from the IMF Managing Director to
representatives of NAB participants regarding activation. .

(
Letter from the IMF Managing Director conﬁrmmg that the IMF has explored
other means of funding and NAB activation is still necessary.
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Addressees for Congressional Certification Letters (NAB Activation)

‘The Honorable Newt Gingrich

Speaker
U.S. House of Representatives
Washington, D.C. 20515

Vice President Al Gore
President of the Senate -

Old Executive Office Building
Washington, D.C. 20501

Courtesy Copies

The Honorable Bob Livingston
Chairman

Committee: on Appropriations
U.S. House of Representatives
Washington, D.C. 20515

The Honorable David R. Obey
Ranking Minority Member
Committee on Appropriations

- U.S. House of Representatives

Washington, D.C. 20515

The Honorable James A. Leach
Chairman ,
Committec on Banking and Financial Services -
U.S. House of Representatives

. Washington, D.C. 20515 -

The Honorable John J. LaFalce

Ranking Minority Member

Committee on Banking and Financial Services
U.S. House of Representatives

Washington, D.C. 20515




The Honorable Jesse Helms

Chairman ,

Committee on Foreign Relations -

U.S. Senate

Washmgton D.C. 20510 . }

The Honorable Joseph R. Biden
Ranking Minority Member
Committee on Foreign Relations
U.S. Senate

Washington, D.C. 20510

The Honorable Alfonse M. D’ Amato
Chairman
Committee on Banking, Housmg, and Urban Affairs
U.S. Senate
~ Washingten, D.C. 20510

The Honorable Paul S. Sarbanes -

Ranking Minority Member
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. CHECKLIST OF BRAZIL ISSUES
1. Brazil policies:

a. fiscal. size, composition, achievability, prior actions. questions: amount of “concessions;”

why so little additional adjustment in 2000 and 2001; why do total primary surpluses
2001 rise less than additional fiscal measures in those years. _

b. monetary policy. what is monetary policy in program? what is rule on NDA?

¢. exchange rate

d. transparency and reporting on futures exposue and foreign reserves position

2. Official finan c1ng ‘

size, modality, and timing of IMF, WB, IDB and bilateral

-- IMF: what type of program? disbursement schedule and conditionality.
-- WB and IDB: disbursement schedule and type of programs.

in 2000 and

-- bilateral: total size; distribution by country; size of initial disbursement; BIS term sheet,
including charges and reserve floor rule; accommodation of non-cash contributions, e.g., Japan

privatization backmg, CRA/USAID arrears

3. Private sector partlcxpatlon: who approaches banks and when; what do we ask for,

e.g., soft

statements of support or concrete commitments; how coercive should we be, and what should be '

the role of regulators; what is link between success of bank initiative and willingness
support; coverage and conditions of bank commitments; non-bank creditor involvem

brzchk 10/28
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TERM SHEET FOR BIS-COORDINATED SUPPORT FOR BRAZIL '

GENERAL: In light of Brazil's economic and financial situation and the effect of recent
international financial events, the BIS, acting on behalf of certain monetary authorities (the “BIS
Participants”) [and as agent for certain other monetary authorities (the “Other Pammpams“),
together “the Pamclpants”] is prepared to provide short term financial assistance in suppon of
the IMF airangement for Brazil, through a credit agreement between the BIS and Brazil, [and] a
substitution agreement among the BIS and the BIS Participants, [and separate agreements
between each Other Participant and Brazil ] '

AMOUNT: [$14] billion, as specified in Schedule A. [The U.S. share will not exceed $5
billion.] : ‘

DRAWINGS: First drawing, not before the first purchase under the IMF Supplemental Reserve

* Facility, could be for up to $[ ] billion. Further drawings could be made available at the time of
“or after subsequent purchases under the IMF SRF.

Drawing period would be open for [12] months. Each drawing would be in the form of a
six month credit to the Central Bank of Brazil, guaranteed by the Government of Brazil,
that could be rolled over, in whole or in part, at the discretion of the Participa‘nt‘s for
additional six-month periods. Maturity of the facility would parallel that of the IMF SRF,
as amended from time to time.

Notwithstanding the above, no roll-over or drawing may take place if a ~repurchlexse under
any IMF arrangement is required to be made within the following 180 days or if an event
has occurred requiring early repayment.

INTEREST RATE: The cost of funds to the Participants (a base rate -- [for the BIS
Participants,] six month Eurodollar LIBOR), plus an appropriate guaranty premium determined
by the Participants that is no less than [450] basis points.

For any roll-over, recalculation of the guaranty premium based on the above factors plus an
additional premium of [50] basis points. There will be a further premium of [50] basis points
when the total amount outstanding on a value date will increase beyond an amount equal to
[50]% of the total amount offered under the bilateral facility, and an even further premi(um of
[50] basis points when the total amount outstanding under the bilateral facility will increase
beyond an amount equal to [75]% of the total amount offered under the bilateral facility.
Notwithstanding the above, the guaranty premium shall not exceed [550] basis points.

CONDITICNS TO EACH DRAWING AND ONGOING OBLIGATIONS: Determination by
the Participants before each drawing or roll-over that (a) Brazil necds short-term ﬁnancmg to
supplement financing provided by the IFIs and to support the IMF Program, the Pamclpants
having made this particular finding based on consultations with the IMF Managmg Director; (b)




by

a drawing or roll-over would be appropriate; and {(c): ,
1. The IMF Managing Director has provided written notification that exther (a) in the case of
the first drawing, the IMF has concluded an arrangement with Brazil and that the first
SRF purchase has been made available to Brazil, or (b) in the case of roll-oversior
“subsequent drawings, Brazil remains eligible to make purchases as scheduled under the
IMF SRF.

2. [Bac,kmg mechanism acceptable to the Pamc1pants usmg proceeds from future
privatizations of Brazilian enterprises. ]

In the case of drawings after the first drawing or any roll-over, the IMF and other IFls
have taken necessary steps to achieve timely disbursement under their respective
programs, including acceleration of disbursement schedules where appropriate, and
Brazil has taken all necessary steps to be eligible for such disbursements.

L)

4. Brazil has fully explored, and has taken all necessary steps to gain maximum acicess to,
* new private market financing and the mamtenance of an appropriate degree of existing-
financirig.
5. [Brazil has agreed to maintain its gross international reserves at an appropriate level

~ above the total amount to be offered under the famhty, s0 as to provide adequate comfort
to the Participants.]

6. B_raz:u has provided and will continue to provide regular repoﬁs on reserves,'and other
financial and economic information as requested by the IMF and the Participants, at the
frequency requested by the IMF and the Participants, until full repayment of the|facility.

7. Brazil has agreed that it will not impose any controls on capital outﬂows except as
provided for in its agreement with the IMF.

8. The Participants could accelerate repayment of outstanding funds if Brazil violates the
conditions set forth above, or is in default under any of the 1FI agreements.

9. Negative pledge and pari passu clauses.




1. Brazil external financing requirements (billions): Treasury estimates
. Total 980Q4-99

04 1998
Requirements:
Current account deficit $10
MLT amort . $5
multilateral $0.3
govt. agencies S X
buyers credit $0.9
suppliers credit 08
loans/notes ' $1.5
banks $1.1
intercompany $0.3
bonds . : $1.2
Short-term debt ' $£36
o/w res 63 $1
TOTAL USES
Sources:

‘Foreign direct investment ~ $5

Rollover 50% of mit amort. $4

Rollover short-term bank debt
(ex. res 63) .

TOTAL SOURCES

EXTERNAL FINANCING GAP
Foreign exchange reserves 10/20/98

Notes:

1999

$25
$25
$1.8
$1.7
$7.1
$5.2
$7
$5.9
$1.1
$£2.3
n/a
$5

518
$12

$35

- 330 -

$2
$2.3
$8

. $6

$8.5
§7

" $1.4

$3.5
$36
$6

$101

$23
$16

- $30

$69

$32
546

1. To the extent import financing is not rolled over, that should imply a reduction in the current
account deficit by some fraction of the lost import financing. »
2. Many Brazil external corporate bonds have a provision whereby holders can put them back to

the issuer on specified dates. In 98Q4 $1.2 billion becomes eligible to be put; in 1999

$6.5

billion becomes eligible. Those amounts are not included in the medium- and long-term

amortization figure above.

3. The table assumes foreign portfolio equity holdings, $20 billion at end-August are rolled over.

II. IMF Preliminary Estimates of External Financing Requirements .for 04 1998-

Requirements: Current account deficit
: MLT Amort ,

Sources: ~ Foreign Direct Investment -

MLT Amort rollover
Gap o

$33

$36 -

$18

$20-23
$27-31

(Assumption; All short-term debt is rolled over. )

10/21/98

1999:
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Brazil: Financing Table
(billions of US dollars)

IMF IMF -

IMF  WB* DB*  Bilateral  Total ‘Cumulative
SBA ‘Supple- Total Total |
mental - ‘ :
Q498 0.55 5 555 08 125 5 1260 )
Q199 055 5 555 04 0.6 s 1155 2415
Q99 055 5 5.55 03 06 - 4 1045 346
Q399 055 0 o0ss 07 04 0 |1es 36 25 ’
Q499 0.55 0 055 0.8 04 0 175 38
2000 1925 - 0 1925 15 0.4 o |sss. 4 825!
2000 o0& o o085 0 0 0 o.sz'sfml&_s—,
Towl 55 15 205 45 3.65 14 4265
* WB and IDB figures are incrememal:
IME: » ~
SBA: 180% of quota = $55 bllhon over 3 years, distributed as 40% in year 1, 40% in year 2, and 20%

- inyear 3. $2.2 b. in 4 tranches available in year 1.
- Supplemental financing: $15 billion in three tranches with first available lmmedlately
WB: $4.5 billion over 3 years, $3 b. disbursed in 1998-99..

IDB:

$3.65 billion over 3-yéars,' $3.25b. disbursed over next 12 months.

Bilateral: Assume $10 billion, $4 b up front.

October 2§, 1998
brafin.wpd




Distribution of Bilateral Support to Brazil

(billions of $ US)

UsS - 5.0

. European G4 -- $1.25 ea. 5.0
(UK, France, Germany, Italy)
J_apan. 1.5

* Canada ' 0.5
Spairr 0.75
Small European countries -- $0.25 ea. 1.25
{Austria, Belgium, Netherlands,
Portugal, 7)

14.0

Total

October 28, 1998




Brazil: Fiscal Agreement with IMF

(in percent of GDP)
1999 2000
Total public sector surplus “+2.6 +2.8
Federal surplus +1.8 +2.0
States and municipalities +0.8 +0.8
- Baseline public sector balance -1.84
Baseline federal primary balance - -1.6 -1.9
Baseline state/municipal primary balance -0.24
Total measures to achieve program 4444
Federal +3.4 +4.05
State/municipal +1.04
Breakdown of federal measures -- - 1999 - 200
Federal level 3.13 4.05
Expenditure cuts 1.38 2.0
L Revenue sharing 0.0 0.2
L Civil service reform 0.05 0.2
C. Social security reform - 0.33 0.6
Other 1.0 1.0
Tax increases 1.75 2.05
L Social security contributions 0.6 0.9
L Excise and corporate taxes - 0.25 0.25
L Financial transactions tax 0.9 0.9
Unspecified 0.27

Note:-L means measure requires simple legislation; C means constitutional amendmer
IMF assumes growth of -1.0% in 1999.

Prior actions: :
1. Social security reform approved by Congress by early November.

2. Submit to Congress revised 1999 budget based on-program.
3 Present to Congress legislation allowing taxation of financial transactions.

4

October 28, 1998

+4.35

2.05

0.9
- 0.25

0.9

0t requiréd.




Brazil: Dally Net Qutflows of Reserves
{milliens of US dollars)

Commercial  Floating Total Stock of FDI

market market reseives’  inflows
1-Sep -653 660 -1,313 66,020
2-Sep 704 452  -1,156 64,864
3-Sep 694 635 -1,329 63,535
4-Sep S o-1127 0 791 2918 60,617
8-Sep :-632 -255 -887 59,730
9-Sep 800 336 -1,136 58,594
10-Sep -1,445 . 814 2259 56,335
11-Sep -949. 753 -1,702 54,633
14-Sep 369 -529 -898 53,735
15-Sep 144 208 -352 53,383
16-Sep -358 -220 -578 52,805
" 17-Sep -20 188 © -208 52,597
18-Sep 278 -175 453 52144
21-8ep T -349 -169  -518 51,626
22-Sep 462 57 518, 51,107
23-Sep - -360 -164 -524 50,583
24-Sep - -103 -205 -308 50,275
. 25-Sep ¢ =230 -201 -431 49,844
28-Sep 607 132 -739 49,105
29-Sep -40 -415 -455 48,650
30-Sep -14 -142 -156 . 45,838 *
Total -10,338 -8,501 -18,839
" 1-Oct 3,181 -395 2,786 48,624 33885
2-Oct -331  .349 -680 47,944
5-Oct o206 130 -336. 47,608
6-Oct 195 .94 101 47,709
7-Oct 87 124" -191. 47,518
8-Oct 296 154 -450 47,068
g-Oct 290 795 505 47,573 850
13-Oct -549 -102 -651 46,922
14-Oct -300 -140 -440 45,382
15-Oct -133 -207 -340 45,042
16-Oct’ 238 - -338 -99 44,943
19-Oct " -102 -143 -245 44,698
20-Oct . 1544 198 1,346 46,044  1.400
21-Oct . 183 .243 -406 45,638
- 22-Oct -366 -102 -468 45,170
23-Oct o275 . 159 -434 44736
26-Oct 135 -159 24 44,712
27-Oct | -337 107 -444 44,268
Total 1,879 -2,348 -470

' Reserve stock is estimated from flow data, and our estimates are consistent with
private sector estimates. Those estimates do not capture some flows that do not
go through the two forex markets, such as official debt service and interest on
foreign reserves. Brazil paid $1.1 billion in interest on Brady bonds on Oct. 14

so the reserve stock is adjusted accordingly.

*Reserve stock figure for end-September was provided by Central Bank of Brazil.
' - . INL/Oct. 28, 1998




Aug. 57
Sept. 97
Oct. 97
Nov. 97
Dec. 97
Jan, 98
. Feb. 98
‘Mar. 98
Apr. 98
May 98
June 98
July 98
Aug. 98
Sept. 98
1-Oct
8-Oct
9-Oct
13-Oct
14-Oct
15-Oct
16-Oct
19-Oct
20-Oct
21-Oct
22-Qct

- 23-Oct

26-Oct

27-Oct -

" Spot dollar
exchange

rate

3 mo. doliar

futures

contract

-t

-y

1.118
1.125
1.1510
1.1610
1.1635
1.1630
1.1615
1.1670
1.1718
1.1861
1.1908
1.2220
1.2500
1.2750
1.2345
1.2347
1.2280
1.2238
1.2244
1.2265
1.2269
1.2256
1.2253
1.2257
1.2252

o

- 1.2240

1.2236
1.2250

Implied 3 mo:
expected rate
of depreciation

{annualized)

9.52
10.47
16.60 .
17.55
16.15
13.47
10.73
10.17
9.28
12.01
11.30
19.10
12326
27.74
17.53*
16.71
15.74
1379
13.89
14.83
15.19
14.77
14.98
15.24
14.99
14.44
14.85
15.49

Fixed real
3 mo. swap

rate (%)

211
20.1
36.7
385 .
35.7
326
28.1
25
235
26.1
226
19.5
278
34.5
353
335
328

Brazil: Interest Rate Proxies

Fixed doliar
3 mo. swap

rate {%)

0.8
8.9

136

15.1
15.0
14.9
14.9
10.3
12.7
1.9
9.9
9.5
128
15.1
14.7
12.1
12.8

Implied 3 mo.
expected rate
of depreciation

{annualized)

9.2
11.0
203
203
18.0
15.4
115
11.2
9.6
12.6
116
9.7
133
16.8
17.9
19.1
17.7

Fixed-interest 6 mo.
government bond
annual yield (%)
at inilial auction

10.1

10.2

40.3

40.5

34.5

269

29.9

26.5 (1 mo.)
25.3 (3 mos.)
26,7

*20.7

*18.7

*29.8

*40.3 (S mos.)

*40.6 (9 mos.)

'.41 © mos‘)'

413 (4 mos.) -

“41.8 (9 mos.)

*41.5 (4 mos.)

Data are from the last day of the month or closest auction to last day of month in the case of bonds unless noted otherwise.

Dollar-indexed 6 mo.

" government bond
annual yield (%)
at initial auction

na -
na
9.0
9.8

-14.4

13.6 (12 mos.)
14.4 (12 mos.)
12.5 (12 mos.)
11.6

11.9

12.6 (3 mos.)
13.2 (36 mos.)
14.1

22 (12 mos.)
16.5 (21 mos.)

14.8 (21 mos.}

15.9 (48 mos.)

16.8 (22'mos’}

16.4 (23 mos.)

Brazilian Eurcbond
maturity in 2001

yield (%)

na

76
117

9.9

8.4
78
7.8
78
8.8
8.7
7.9
20.7
16.6
17.3
-16.6
15.9
15.4
15.5
15.2
14.8
14.3

139
135

13.2
129
13

spread (bps)

189
178
501
405
329

- 304
202
215
22

o322
311
239
1558
1217
1306
1225
1135
1097
1105

1080
1080
1014
963
918
887
B48
855

The annualized market expected rate of depreciation from the spot and future rates is: (1-spot/future)*(360/days remaining until contract éxpiration).

*Beginning in June 1998, the Brazilian government offered bonds indexed to benchmark overnight domestic interest rate (Selic) and ceased offering fixed-rate bonds.

** Break in expected depreciation due to change from contract expiring in December to contract expiring in January, meaning that days 1o contract expiration

increase from 2 months ‘and 1 day to 90 days,

Oct. 28, 1998
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. Brazil: External Debt Stock (latest)

(millions of $US)

December 1997 August 1998 est.

Total external debt 199,008
Medium and long-term : 163,283
Non-financial public sector : ' 78,381
Private sector 84,902
Short-term’ ‘ 36,715
Non-financial public sector : 5,737
Central Bank a ‘ 42
Credit lines _ ‘ 5,695
Private sector : ‘ 30,978
Commercial banks ' 26,501
L. , Amortization Schedule
(millions of $US})

: ] 1998 Q4

Total 5,327
Multilateral - 278
‘Government agencies 601

Buyers ‘ 081

Suppliers : . 814
Currency loans - 1,448
Banks o 1,148
intercompanies . ‘ 300
Bonds (sovereign) 1,198

Other 7

232,271

195,586
- 78,953
116,633

36,685
4,694
0
4,694
31,991
26,000

- 1999
25,102

1,783
1,773
7.062
5,235

6,964
5,851

1113

2,253
32

" All short-term debt is to commercial banks. Brazil Central Bank says

virtually 100% of this is trade finance.




. External Debt Stock Dec. 1997 (more complete breakdown)
' {millions of $US)

Total Medium and long-term 163,736
Public sector v 85512
Bonds : " 43,070
to Paris Club . ¢ 10,760
to Multilateral . 9,445
tc Banks : , ' - 10,978
Other - ‘ : 5,259
Private secior 78,224
of which: notes/bonds 38,903
Non-bank 57,131
Multilateral . 1,781

to banks? o 37,058

of which: trade finance - 7,295
suppliers credits ‘ " 10,075
intercompany 6,880
other v : 1,337
Bank 21,083

" to banks 20,480
of which: Commercial paper : 2,808
Trade finance ’ 3,495
Intercompany . . 141
Other - - ‘ ‘ . 472
Total Short-term ‘ 36,260
Public sector : ‘ L 9,154
to banks i 9,112
credit lines to public enterpnses - 5,695
Private sector A . 27,108
to banks . . 27,056
credit lines 23,083

other ‘ ‘ 4023

% Brazil classifies private Eurobond issues as owed to foreign banks.
However, a large portion of those are only intermediated through banks
and held by the foreign non-bank sector. Therefore actual exposure o
banks should be szg nificantly smaller.




Brazil: External Debt to Banks

{millions of $US)
December 1997
Total medium and iong-term debt to banks 68,516
Private . N 57,538
1/ notes/bonds - 36,903
commercial paper C V 2,809
buyers credits : 10,780
loans ‘ ‘ _ . 8,872
Public 10,977
1/ notes/bonds (of public companies) 4,951
buyers credits - 3278
loans : : 2,749
Short-term | ' ‘ - 36,168
i 2/ Credit lines 32,195
to private banks - 23,083
to public enterprises , 5685
to public banks ’ 3,417
Resolution 63 N 4,023
Total . A 104,684

NOTES: o
1/ Notes include issues by non-bank sector - estimated by BIS to be $15 billion.
2/ GOB tells us virtually 100% of credit lines are in fact trade finance.




Brazil: Trade and Investment with the U.S.

. TRADE

US Exports to Brazil
% of US exports to LAC
% of US total exports
US exports to LAC
US total exports

US Imports from Brazil
% of US imports from LAC
% of US total imports

* US imports from LAC

US total imports

US Trade Balance with Brazil

US trade balance with LAC
US total trade balance

INVESTMENT

US Investment in Brazil
Stock (historical cost basis)
Capital outflows (inflows{-))
Income

% of US total:

Stock (historical cost basis)
Capital outflows (inflows(-))
Income

US total investment
Stock (historical cost basis)
Capital outflows (inflows(-))
Income ‘

Qctober 28, 1998 b

(billions of US §)

1997

'15.9
11.8%
2.3%
134.4
688.9

9.6
6.9%
1.1%
138.5

-870.7

6.3
-5.1
-181.8

35.7
6.5
46

4.1%
5.7%
4.6%

860.7
114.5
100.7

1998
(thru July)

8.5
10.3%
22%
824
1394.9

5.9
7.1%
1.1%

82.8
520.2

26
-0.4
-125.3

1998
% change
from 1997

(thru July)

-0.85 |

12.8
0.04

1.6

4.64
563
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Fiscal Ajustment http://www.fazenda.gov.t rfingles/ajuste/ipef.hml

FISCALAJUSTMENT -

The Fiscal Stability Program

Introduction

For a long time, the desequilibria of the Brazilian fiscal regime were hidden by inflation.
Inflation worked as a tax imposed on the poor and became an important source of publxc
sector financing. Moreover, as revenues were indexed to inflation and many expendlt}xres

- were not, inflation worked as a mechanism to arbitrage pressures for public expenditure.
increases.
With the introduction of the new currency, the Real, this situation has radically changled , k

- Since July 1944, budgets started to reflect a different reality. A number of problems that

were not clearly visible until then started to be exposed. The social security regime showed
growing deficits, transfers of taxes collected by the Federal government to States and|
municipalities increased considerably, increases in public sector salaries in States and
municipalities absorbed a larger proportion of revenues, and unsound budget pracuces with
a good amount of revenues earmarked for pre- -determined expenditures introduced a high
level of rigidity in the use of public resources.

The changes.occurred in the international reality brought a sense of urgency to the need to
strengthen the fiscal results. A number of measures have already been taken in-1998.|They
include the establishment of the National Fiscal Council, huge federal budget cuts for 1998
and 1999, the conclusion of agreements with States covering the renegotiation of debt fiscal
efforts at the State level. They were adopted in addition to measures of institutional and
structural nature in the areas of privatization, debt management, restructuring of the
financial system and tax administration at the Federal government level as well as in|States.

In Brazil, fiscal and public debt statistics cover the three spheres of gevemment namely the
Federal government (encompassing the Treasury, the Central Bank and social securlty) all

States and five thousand and five hundred municipalities as well as State companies
controlled by the public sector at the three levels of government. The results already
achieved and projected for the future are published with a high degree of tansparency and
can be easily assessed.

What the Brazilian government is proposing now is a new agenda to put the country|in a
safe path of fiscal solvency. It encompasses both structural and institutional reforms,|which
- will change the quality of fiscal management and fiscal results, a new approach to the
budget process, strict regulation on fiscal responsibility and a Plan of Action for 1999 2001
covering mainly the Federal government budget but also action at local level and putting
special emphasis on the need for a rational management of the social security accounts.

This document contains an extract of a larger document covering the diagnosis of the fiscal
desequilibria in Brazil and the Fiscal Stability Plan.

The Fiscal Stability Program has two components:

L. Measures of structural and institutional nature aimed at dealing with the roots of the

1 of 6 ‘ A ‘ ) : © 1072898 3:01 PM
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fiscal account desequilibria;
2. The Action Plan for 1999-2001;

The first component includes the approval of constitutional and legal reforms i areas such
as social security, labor, public administration, taxes as well as the introduction of a Fl'scal

Responsibility Law, covering the fundamentals of fiscal responsibility at the three levels of
government (Federal, States and municipalities) and the three branches of government (the

Executive branch, Congress and the Judiciary).

The Plan of Action for 1999-2001 follows the commitment of President Cardoso withia
medium term fiscal program aimed at stabilizing the debt/GDP ratio. It was formulate‘d with
the purpose of guaranteeing stability, creating the necessary environment for growth as well
as protecting the real against speculative market pressure. Measures of immediate impact
cover the reduction of budget expenditures as well as revenue increases. They shall create
the basis for a reduction of interest rates in the shortest possible period of time. Particular
attention is attached to the main cause of fiscal desequilibria, namely the social security
deficit at the three levels of government.

1. Measurres of structural and institutional nature
1.1. Regulation of the administrative reform:

The constitutional ammendment on the administrative reform was approved in June 1998.
The regulation of the reform covers the following points: i) the establishment of a ceiling for
payroll expenditures at the Federal government level ; ii)specific obligations imposedjon
States and municipalities to limit payroll expenditures to 60% of their revenues.
Implementation should be in effect in a period of maximum two years. Sanctions are
established for non-compliance. In the transition period States cannot increase salaries or
benefits ror are they allowed to admit new officials; ii) rules governing the dismissal of

_ public officials and savings associated with it; iii) establishment of a new regime for the
Federal government public officials introducing greater flexibility to the present regime and

“a swifter process of dismissal in case of irregular behavior.

1.2. Social security reform

The social security constitutional ammendment is pending a final vote in the House. When
approved, it will establish a new regime for public and private employees, the main features
of which are the folowing: i) elimination of the possibility of retirement based on the.
number of years in service; ii) establishment of a minimum age for retirement (60 forjmen
and 55 for women) as well as of a minimum period of contribution to social security before
retirement (35 years for men and 30 years for women); iii) elimination of exceptions to the
retirement rules and of special privileges associated to it; 1v) establishment of a ceiling for
social security benefits’ payments; v) prohibition of the establishment of special funds
‘within public administration to grant special retirement benefits;

After approval in the House, the social security reform will be regulated by ordinary law.
The two regimes in effect today, one covering private sector workers and the other public -

sector employees, will be maintained, but they will both be required to maintain a financial
and actuarial balance. _ .

General rules will be established for the functioning of the specific regimes within the the

“ three levels of government. Some of the points to be contemplated by the rules are the
following: S '
i. Minimum criteria will be set for the establishment of social security funds. Such funds
must involve at }east five thousand participants. Today, some small municipalities
operate funds with two thousand participants; '

http://www.fazenda.gov br/ingles/ajuste/ipef.html
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ii. Employers’ contribution cannot exceed twice the amount of the contribution of

employees; :

iil. "The funds must be based on individual capitalization of contributions, with retirement.

benefits calculated on the basis of contributions as well as the employee’s life
expectation at the time of retirement; ,

iv. Employees’ contributions will be automatically adjusted when net expenditures|

exceed . 12% of net revenues; , ,

v. The Federal government will have the authority to monitor and supervise the existing

funds. ‘

A new legislation combatting fraud in social security will be proposed to Congress.

1.3. The Fiscal Responsibility Law:

The absence of a general law regulating transparency in fiscal management and disciplining
expenditure and indebtedness decisions is one of the main structural causes of public sector
fiscal desequilibria. A Fiscal Responsibility draft law, to be sent to Congressup to |
December 4, 1998 will incorporate national and international best practices, such as those
enshrined in the Budget Enforcement Act and the Maastricht Treaty. The draft law will
define principles and rules of a prudent management of public resources. It will also regulate’
the existance of ceilings to public sector expenditure at the three levels of government,
indebtedness at all levels of government, as well as the imposition of sanctions associated
with non-compliance of the established principles and rules. States will be required to define

" fiscal targets and give them legal force. :

1.4. The Tax reform

The main objectives of the tax reform are: i) to reduce the number of taxes and other
- contributions of a social nature on consumption; ii) to simplify the tax system and reduce the
cost of tax collection without reducing tax related revenues in the three levels of
government; iii) to ensure a tax burden level not lower to the present level; iv) to restructure
the public sector management of tax collection.

1.5. The labor market flexibilization reform

The main features of the labor market reform are: i) approval of constitutional
ammendraents eliminating the compulsory contribution of workers to trade unions and
introducing flexibilization in labor representation; ii) revision of the constitutional principle
concerning the legal power of Labor Justice; iti) reduction of the State participation in
negotiations between employers and employees through the establishment of conciliation
commissions; iv) introduction of the possibility of temporary dismissals of employees; v)
greater support to the unemployed; v) creation of job opportunities for young citizens

1.6. Restructuring of the Budget process

~ A new effort to rationalize and restructure budget management will be launched. It will aim
at inscribing Federal government action within the context of well designed and well
defined programs following the directives of the Multi-year budget plan. Management

techniques successfuly applied in governmental programs under way will be extended to
public sector action at large, ‘

1.7. Deregulation of the fuel sector .

‘The present process of deregulation of the fuel sector will be intensified.

2. The action plan 1999-2001

3of6 - : , ’ o N 10/28/98 3:01 PM
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The effort at the Federal level will address mainly expenditure reductions and the social
security-deficit. Action in these two areas will represent 55% of the adjustment in 1999 and
70% in 2000/2001. However, given the magnitude of the fiscal surplus needed to stabxlzze
the debt/GDP ratio, an increase in revenues is also proposed.

The fiscal trajectory agreed upon w1th the IMF encompasses pnmary surpluses of 2.6% of
GDP in 1999, 2.8% in'2000 and 3% in 2001. :

The parameters utilized for the formulation of the plan were the following:

I‘n'ﬂatio'n and growth

g l 1998 { 1999 | 3000 ] 2001
{mﬂaqm | 1.5% { 2.0% ; 2.0% ‘ 2.0%
i [GDP growth [05% | -10% | 30% | 40% |

o Distribution of the fiscal éffort

[~ O B (1999 [ 2000 [ 2001

| Primary surplus (% of GDP) [ 26% | 2.8% | 3.0%

‘iFedera] government | l 1.8% [2.0% [ 2.3%

| States and mummpal o ! 0.4% } 0.5°/.'o.l. 0.5%

lState enterprises - | 0.4% f 0.3% | 0.2%

. Primary surp’lus‘.
InR$ million
B | 1999 [ 2000 | 2001

| Federal government 16,3854 | 19,127.2] 23,333.6
| States and municip. 3,641.2| 4,781 8| 5,072.5
[ State enterprises 36412 2.869.1[ 2,0290
| 26,778.1 | 304352

glmerestrates (average Selic) 21.89% | 16.88%| 13.37%
247 16.4
1521 6.8| 13

44.9%] 44.8%| 44.4%

‘ Privatization revenues (R$ bllhon)
EHldden habllltlcs (RS bllhon)
] DebthDP

F
|
}
Towl ;236678
|
B
|
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Comments on the parameters: i
1. The fiscal effort at the Federal government level to produce a primary surplus of 1.8%
of GDP in 1999 amounts to R$ 28 billion. If no measures were taken to improve the
fiscal situation the projected primary result for the Federal government would be a
“deficit of R$ 11.6 billion;
2. The trajectory of States and municipalities’ primary is based on the debt roll over /
structural reform agreements in effect between the Federal government and twenty six
States as well as on controls recently establ ished over States and municipalities
indebtedness;

3. The trajectory of the fiscal result for State companies is based on expendlture and
investment cuts recently regulated as well as on the contmuatlon of the privatization
program;

4. Estimated savings based on the approval of structural and institutional reforms
previously described are progected to amount to R$ 3.5 billion in 1999 and R$ |12.6
billion in 2001.

‘Main measures of expenditure reduction and revenue increase:

1. The federal govemment budget cuts for 1999 vis-a-vis the budget previously sent to
Congress will amount to R$ 8.7 billion;

2. State enterprises’ expendnure cuts for 1999 to 2001 will amount to R$ 2.7 bxlhon
(0.27% of GDP) vis-a-vis actual expenditures in 1998 and projected expendltu‘res for
1999;

3. Emergency measures to combat fiscal evasion in social security will have an umpact

-of the order of R$ 2 billion for a period of twelve months after they enter into effect

4. The present social security contribution amounting to 11% of salaries will be extended
to all public officials including retirees and pensionists. This measure will affect )
446,942 employees and will have a financial impact of R$ 841 million biltion in 1999, - ' \
RS 1.6 billion in 2000 and R$ 1.65 billion in 2001,

5. A 9% social security additional contribution will be imposed on salaries-over R$
1,200 for a period of five years. This measure will affect 488,989 employees and will
have a financial impact of R$ 1.7 billion in 1999, R$ 2.6 billion in 2000 and R$ 2. 6
billion in 2001;

6. The present CPMF (tax on financial transactlons) which was projected to be
extinguished at the end of 1998, will be extended. It will increase from the present
0.20% t0 0.38% in 1999 and 0. 30% in 2000 and 2001. Projected increase in revenue
amounts to R$ 7.3 in 1999, R$ 4.2 billion in 2000 and R$ 4.5 billion in 2001;

7. The present contribution for social purposes (COFINS) will have an increase of one
percentage point. It will not affect small and medium companies, which usually y

~ choose to pay taxes based on projected profits. Impact on revenue will amount|to R$
3.3 billion in 1999, R$ 4.5billion in 2000 and R$ 4.7 billion in 2001;

8. Judicial deposits made in connection with a Court decision or with a dispute w1th the
Tax collection authority will be incorporated into current tax revenue. This measure
will make available resources in the amount R$ 1 4 billion per year for the next two
years and R$ 1.5 billion in 2001;

9. Increase of the tax base of COFINS which will charged on financial institutions. This

- measure will have an impact of R$ 1.2 billion per year for the next three years;

10. Extension of the Fiscal Stabilization Fund (FEF) until 2006. The Fund is cornposed of
resources originating from taxes collected by the Federal government and w1theld by
Treasury in lieu of being transferred to States. The extension of the FEF is neutral
from a fiscal point of view, but it helps to increase resources available at the Federal
level. It is expected that new resources available to the Federal government will -

- amount to R} 2.226 billion in the year 2000 and R$ 2.233 in 2001.The present
regulation of the FEF expires in December 1999. 20% of taxes to which States usually

Sof6 : . . 10.28/98 3:07 PM
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have access-are retained. From 2000 to 2006 the proposal is to increase the percentage

of taxes retained to 40%.

AL
AN JRES
REAL  GOVERNMENT  PRESS ECONO CULTURAL
PLAN WEBS RELEASE uuxgﬁ SPACE .

ACCESS TO
AGENCIES  WHO
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'ASSISTANT SECRETARY - (‘ ] December 9, 1998 | AC“@%

)98-SE-013965

' DEPARTMENT OF THE TREASURY
1\i‘:".‘\SHlNG’:T(.')l‘I

MEMORANDUM FOR SECRETARY RUBI

* ACTION

FROM: -~ Timothy F. Gexthner
‘ASSIStaIlt SecretaJy (In ematzo al Affairs)
SUBJECT: Bram] and the ESF: Authonzatlon to Take Steps Needed for Use of the
- ESF in Support of the BIS Credit Facility for Brazil, Includmg “Indemnity
Letter” for the FRBNY - ‘
' ACTION-FORCING EVENT:

You agreed on November 6, 1998 (with Presidential concurrence), that the United St

ates would

provide up to $5 billion from the Exchange Stabilization Fund (“ESF”) to part1c1paté ina :
multilateral guarantee of nearly all of the $13.28 billion credit facility that the BIS wiﬂl provide to
the Banco Central do Brasil (“Banco Central”). The BIS facility will support the International

'Monetary Fund’ s (“IMF”) three- -year package for Brazil, totaling approximately $18

" which is designed to alleviate Brazil’s financial crisis. To parallel the BIS facility, the

Government of Japan is prowdmg a swap facility of $1 25 billion to Brazil.

, RECOMMENDATION'

I billion,

Y That you approve e proposed Credit Fac:hty Agreement at Tab A and the proposed

Substitution Agseement at Tab B.

; Agree Let’s discuss

Disagree - Let’s discuss

ubstituted

Senate has

WVE SEERET




- BACKGROUND:
A. - Terms of the Credit Facility Agreement and the Substitution Agreement|

Treasury’s staff has worked closely with staff of the BIS, the Federal Reserve Board,|and the

" FRBNY fo draft the Credit Facility Agreement and the Substitution Agreement and to ensure that
the language of the Bank of Japan’s swap agreement with the Banco Central will be donsistent

- with the language of the Credit'Facility Agreement. -

- The Credit Faczlzly Agreement (see Tab A): Drawings under the BIS facnhty mature m six
‘months, with an option for additional six-month renewals. The Banco Central’s first |d:awmg _
- under. the facility may not exceed $4.18 billion. This amount will proportionally not exceed the -
proportion of Brazil’s first purchase under the IMF SRF in relation to the total amount of the
SRF. The ESF’s “share” of that first drawing will be up to approximately $1.62 billion (based on
the ESF’s percentage share of the overall BIS facility — 5/13.28). If the Banco Central seeks a

subsequent drawing or a renewal, I will seek your authorization to approve the request. -

The Substitution Agreement (see Tab B): In the event of Brazilian non-payment, the BIS may
require the FRBNY, acting on behalf of Treasury, and the other participating central t|>anks to be

- substituted for the BIS in proportion to each participating central bank’s contribution to the
guarantee of the BIS facility. Following a substitution, the BIS must transfer any repayments it
receives for drawings or renewals made under the BIS facﬂlty to the FRBNY, for repayment to
the other guarantors in proportion to their contributions to the guarantee of the BIS facility. Each
participating central bank must share all repayments it receives for drawings or renewals made
under the BIS facility with the other guarantors in proportion to each bank’s contribution to the
guarantee. -

" The “Indemnity Letter” (see Tab C): The letter to.the President of the FRBNY authox]'izes the
FRBNY to be substituted for the ESF’s portion of the guarantee of the BIS’s claim against -
Brazil. You signed a similar letter in 1995 to support the BIS facﬂlty for Argentma ‘

Protectzons under the Credit F aczlzty Agreement and the Substltutzon Agreement: Thc Credit
Facility Agreement and the Substitution Agreement contain conditions that minimize risks to the
ESF, the rnost important of which are listed below.

. The Credit F acility Agreement is parallel to the IMF SRF in tlmmg and matunty

. . The part1c1pat1ng central banks and the BIS must approve each drawing and
" renewal. o

. The participating central banks or the BIS may accelerate repayment shlould they
determine that Brazil has failed to meet any condition of the Credit Facility

Agreement or that Brale has failed to meet any material obligation to the IMF.

2




 The percentage represented by the aggregate amount of Brazil’s outstanlding
drawings and/or renewals under the facility in relation to the overall size of the
BIS facility may not exceed the percentage of the aggregate amount of Brale’

| “ purchases under the IMF SRF in relation to.the overall amount of the SRF

The BIS will be repaid no slower than and at least in proportion to the IMF SRF
and to the Bank of Japan’s swap facility.

Stfsﬁs Needed to Conclqde the Credit Faclhty Agreement

- Before the Banco Central can make its first drawing under the BIS facility, the BIS, the
Government of Brazil, Treasury, and the partmpatmg central banks must complete several fmal '

The BIS has asked the participating central banks to give their approval to the

proposed Credit Facility Agreement and the proposed Substitution Agrf::ement by

December 8. I do not anticipate that any participating central bank will request

~ significant substantive changes to the proposed documents, but will inform you lf
one does.

Then, the Brazilian Senate must approve the proposed Credit Facility Ag;‘éemént.
The BIS expects the Brazilian Senate to give its approval by December; 10 or 11,
and I will inform you if the Senate requests major changes to the document.

Pursuant to your authorization at Tab D, I will then take measures necessary to
- conclude the ESF’s participation in the guarantee of the BIS facility, including
transfers of funds into the ESF dollar account at the FRBNY.

Once the Banco Central requests its first drawing under the BIS facility (for a
value date five days later) and pursuant to your authorization at Tab D,{Iplanto
send a six-month notification package, a draft of which is attached at Tab E, to the
White House. This package will contain letters for President Clinton t(!) notlfy

- Congress on the value date that it will be necessary to extend the use of the ESF
for more than six months to participate in the guarantee of the BIS facility.

After all of the steps described above are completed, the BIS intends to issu¢ a press release, a

_draft of Wthh is attached at Tab F
D<:puty Secretary Summers

Attachments:

Proposed Credit Facility Agreement.

3




© TabB:

Tab C:

' Tab D:
Tab E:

Tab F:

~ Proposed Substitution Agreement.

Letter authorizing the FRBNY to be substituted for a portion of pos's'ible BIS

claims against Brazil. .

" Authorization to take necessary measures set forth in this memorandum to

conclude the ESF’s participation in the guarantee once the Brazilian Senate has

approved the Credit Facility Agreement and related documenfs;
Drafi letters from President Clinton to the Speaker of the House of
Representatives and the President of the Senate regarding the use of th

more than six months.

BIS press release describing the BIS credit facility.

e ESF for
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RIS CREDIT FACILITY (DECEMBER 1998) IN FAVOUR O
| BANCO CENTRALDOBRASIL

- The Bank for Intermational Settlemcnts (“the BIS™, acting with the backmg of certain -
pa:txmpanng cenfral banks (“the Pammpanng Camal Banks™) and on its own behal, and
the Banco Central do Drasil ("the Borrower™), -

Considering that, in the light of the effect of recent intcrnational financial cvents o the
cconumic and financial situation of Brazil, the inrernational community is preparing an
international financial support program for Brazil, including, in particular.
() a stand-by amangement fum the Internaonal Monetary Fund ('the| MK
v Amangement™) in an aggregate amount of up to SDR 13,024 8 million
(approximately US dollars 18 billion), with access bemg provided under the IMF
Supplemental Reserve i‘amhty ("the SRF*) and under the IMF Credit Tranche
Policics, as part of a new IMT' supported pmgr:;m for Brazil ("the IMF Program”);

(ii) certain ioans’fmzﬁ the International Bank for Reconstruction and Davelopment
- (“the World Bank™) for up to US dollara 4.5 billion (“the World Bank Loaas™);

(ifi) certain loans from the Iuter-American Development Bank (“the IDB") for up to US
dollars 4.5 billion (“the IDB Loans™);

{iv) a eredit facility 'in an aggregatc smount of up to US dollars 1328 billion,
caubhhhcd bythsBISundertms Agreement (the BIS Facility™); and

v) k a swap facility in an aggregate amount of up to US dollars 1.25 billion, e«tabhshed
by the Bank of Japan, acting as agent of the Jupanese Minister of Finance ("the
Separate Lendu") nnder a sr:pamte agreement ("the Separate Facﬂzty“) -

Considering lhd.L the BIS Facility and the Separate Facﬂlty are to be activated i in support of
and i in conjunction with the IMF Arrangement, the World Bank Loans and the IDB Loans
. and that the disbursement and tlie repayment of drawmgs under the BIS Facility are to he
made pari passu with the disbursement and the repayment of drawings under the Separatc
Facility, in accordance with the relevaul lerms of 2 memorandum of understmsdmg
concluded among the RIS, the Separate Lender, the Federal Reserve Bank of New York
("the FRBNY™) and the Borrower (“the Memoraadum of Undmcmdmg“)
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have agreed as follows:

' 1. TheBIS Factllty

The KIS hereby grants to the Borrower the BIS Facility, which the Borrower a.cccpts, for

not more than US dollass 13.28 billion which may be drawn (in accordance with the
provisinns set forth in pmgraphs 2 and 3 below and subject to the conditions prccedf'mt sct
forth in paragmph 4 below), in o ur more dmwmg;s as follows:

(a) a fust duawing for an amount of up Io US dollars 4.18 billion shall be |made
available to the Borrower st its request, pmwdad, however, that the percentage
represented by the amount of such first drawing in relaton to the maximurm amount
of the BIS Facility shall be no greater than the percentage of Brazil's first puxlcha.sc
under the SRF in relation to the total amount of the SRF; and.

- (b)  any further drawmgs shall be made available only upon the mnmal agreement of the
Borrower and the BIS (acting in consultation with the Participating Central Banks
- _and the Scpurals Lcnder} “

Once an amount available t the Barrower hereunder is drawn and repaid, it may not be

2. Notice for drawings and rojl-overs

* Subject to ;;aragraph 1 above and to complimice with the conditions precedent to drawings
.Spcciﬁcd in pasapgraph 4 below, the Borrower may request one or mare drawings ar
renewal of drawings, in whole or in part, (each such fenawal, a "roll-over”) under the BIS
Facility for a Valuc Date (in the vasc of drawings) not later than 12 months from the
effective date of this Agreement, by giving at least 5 Business Days' prior noticc by
suthenticated telecommunication to the BIS; pwvu.lul. however, that the Borrower may not’
request a drawing or mil-over with 2 Valua Date that will occur less than six months before 3
the date of the final rcpurchase.under the SRF, The BIS shall immediately send by
authenticated telecommunication to each Participating Central Bank a cc»py of any notice

 for dmwmg or roll over received from the Borrowcr

The percentage represented by the aggregatc smount of drawings and/or roll-avers
. outstanding at auy Gime under the BIS Facility in relation to the maximum amount of the
RIS Facility’ may not at any time exceed the percentage of thc aggregatc amount
 outstanding under e SRF in relarion 1o the total amount of the SRF.
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A "Rusiness Day" shall be a day on which banks are open for business in Basle, New | York,
Tokyo and Brasilia. The Business Day on which # drawing or a rofl-over is effected sh‘all' '
be the "Value Jate” for such drawing or roll-over. d

Each drawing or roll-aver shall be for an amount of US dollars 50,000,000 er an integral
- multiple thereof and shall, maturc 6 months after the Value Date of yuch dm'm{ng or
roll-over, and in any event ot later than the date of the. £nal repurchase under the SRE
(“the Pmnl Maturity Datc”). :

‘ -3 Disbursement of Drawmgs

- Upen recaiving a drawing roquest, and subject to the satisfaction of the condmons
precedent set out in paragraph 4 below, the BIS shall canse the amount of each dmwmg to
ba credited on the Value Date to the account of the Borrower with the FRBNY.

4. Conditions Precedent

- {a)  As acondition pn:ccdcnt to the ficst drawing, th Burruwer shall have pm*adad to.
the RIS

(i) original letters from the Government of the Federative Republic of Brazil, in
the terms which are respectively set forth in Schedule A, Schedule B and
Schedule B-1 to this Agreement, stating

{A) that the Government of the Federative Republic of Drazil unconditionally
guarantees on first demand the fall and timely payment or performance by
the Borrower of all obhgnuona, duncs and habx]mcs of the Borrower under
tms Azreement. and ‘ ‘

(B) that the Govcmmenx of the Fedemnve Repuhhc of Rmzﬂ undertakes
. unconditionally to pnmde to the IMF for disscmination to| the
. Parricipating Cenmal Banks, the BIS and the Separate Lender economic
and financial information as set forth in Annex 1 to Schedule B to this
Agreement, from the effective date of this Agresment until its expiration,
and _

(C) that the Government of the Federative Republic of Brazil has agreed tat it
will not impose any controls on capital outflows, except as prowded far in
the IMF ngmm, and :
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(D) that the Government of the Fedamnve Republic of Brazil has agrwd to
swaintain its Gross International Reserves (as defined in Schedule B'l to
this Agreement) a2 a level no lower than the sum of the principal arlmunt
oublamhng under this Agreement, the principal amount outstanding imder
the Separate Agreement and 2 margin of US dollars 10 billion, and | -

(i) legal opinions from the Attorney General of the National Trcam:j' of Brazil
and Gium e Geeral Counsel of the Bomrower, in the form set fodth in
Schedule C and Schedule D to this Agreement.

b) Asa condition precedent to the first drawing, the Managing Director of the IMF

| shall have provided to the BIS, in the form of Schedule ¥ to this Agreement, an
authenticated telecommunication describing the IMF Arrangement and confinming
hat; (i) the IMF has concluded an IMF Program and that the first purchase under
the SRF has been made by Brazil (and specifying the amount of that first purchasc
and the pescentage uf the lolal SRF represented by such first purchase); (5 in the
opinion of the Managing Director of the IMF, Brazil needs short-term financing to
supplement (nancing provided under the IMF Amrangement, the World Bank I.lcam -
and the IDB Loans to support the IMF Program; and (iii) in the opinion glf the
Managiug Dircctor of the IMF, the degree of existing privats sector financing for
Brazil provides sufficient comfort concerning the viability of the IMF Pragmml

(¢)  As acondition precedent to the first drawing, the BIS and each of the Participlaﬁng
Cezmal Bauks shall have determined that (i) on the basis of the opinioa of the -
Managing Director of the IMF provided pu:suant to sub ‘parzgraph (b)(iii) al;cvc,
the dagm: of private sector financing for Brazil pmvxdcs sufficient comfort
concemmg the viability of the IMF Program, and that (ii) they do not objest trla the
requested drawmg, aud e BIS shall have not received, no later than 2 Business
Pays prior to the Value Date of the first drawing, a notice from any| one
Paxhczpatmg Central Bank objecting to the :equw.ed drawing.

(@  As acondition precedent to any toll-over or o s any ‘drawing after the ﬁm drawing, '
' the HIS shall have received: - g

v (1) an authcnucated telecommumcaucn from the Mnnngxng Director. of thc IM{P in
the form of Schedule F 1o this Agreement, confimming that (A) Brazil has
made a corresponding purchase under the SRF (and specifying the amount of
that purchase and the perceutage uf the SRF outstanding following lsm':h
purchase), as evidence that Brazil is satisfactorily implementing the IMF

Program; (B) in the opinien of the Managing Director of the IMF, Brazil u|ccdb
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shart-term  financing to Supp!ment ﬁnanr.ing provided under thle IMF
Arrangement, the World Bank Loans and the IDB Leans to support the IMF .
Program; and (C)) in the opinion of the Managing -Director of the IMF, the

~ degree of existing private scctor financing for Drazil provides sufTicicnt

i)

* World Bank Loans; and

_comfort concerning the viability of the TM'F Program; and

an aurhenncated telecommunicatiom from the President of the World Bank, S
form scceptable to the BIS, to the cffcct that Brazil has taken all steps requuvd
to be taken pursuant to the World Bank Loans as of the date of such requlest for
a drawing or & roll-over in order to be cligible for disbursements under the

(iii) an authenticated telecommunication from the President of the DB, in 4 form

acceptable to the BIS, to the cffect that Brazil has taken all steps requirad Lo be
taken pursuant to the 1131 | oans as of the date of such request for a drawing or
a roll-over in order to be cligible for disbursements under the IDB Loans; and

(iv) no notice or communication from either the Borrower or frum any vne|of the

Participating Central Banks to the effect that the Borrower bas failed to > comply |

with thc covenants set forth in paragraph 5 below,

As a condition precedent to amy drawing after the first dmwmg, the BIS (a,m;g iu
consultation with the Participating Central Banks and the Separate Lender) and the
Borrower shall have agreed the conditions preccdent to any such dra'mrg and
entered into arrangements that address, among other things, pari passu silmring
among the BIS, participating central baaks and the Separatc Lender. '

As a condition precedent o any roll-over, thc BIS and cach of thc Paxhclpatmg
Central Banks shall have determined that (i) on the basis of the opinion of the
Managing Director of the IMF provided pursuant to sub- paragraph (d)(i)(C) above,

the deyree of private sector financing for Brazil provides sufficient comfor

1oll-over, and the BIS shall not have.received, no luter than 2 Business Days
to the Value Date of the requested roll-over, 3 .notice from any one o
Participating Central Bauks obj ecling W ;ux;h 1oll-vver, :

As 2 condition prec:dcnt to any drawing or mll-ovcr, mo cvent of defau
pravided in paragraph l helow, shall have nccum:d and he contmmng

«concerning the viability of the IMF Program, and that (if) they do not object to such’

prior
f the

It, as )
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Covenauts ,
. - |
- The Borrower, acting on behalf of the Government of the Federativa Republic of Brazil,

with rcspect to sub—paragmphs (a), (b), (c), (c) «nd (f) below and on its own behalf with
rspect to suh-paragraphs (b), as appropriate, (d) and (g), agrees upon effectiveness cLE this
Agrecment and until each drawing or roll-oves uuder (s Agmement has been replmd in
full. mcludmg accrued and unpaid interest thereon:

(3

)

()

(e .

ty

)

)

. Agreement and 2 margin of US dollars 10 billion;

to take all necessary steps to maintain a degree of pnvatc scctor ﬁnancmg sufficrent

for the viubilily of the IMF Program;

on any date to take all steps reqmred to-be taken pursuant to the Separate I-‘acility.

the IMI* Arrangement, the World Bank Loaus and the IDB Loans as of any, such
date to be eligible for disbursements under the Separate Facility, the IM'E '

Arrangement, the World Bank Loans and the IDB Loaus;

{0 continue to carry out fhlly all the commltmems set fnnh in Schedules A B
B-1;-

to takc all necessary steps to obtain all necessary authorisations for the makin

and

g of

all payments required pursuant to this Agreement at the time such payments are

dug;

10 mainain Gross International Reserves (as defined in Schedule B-1 to

this

Agreement) at a level no less than thc sum of the principal amount cutstaudiny
under the BIS Facility, the principal amount outstanding under the Separate

to inform immediately the BIS of

(i) any changein Iavﬁ mle, regulation, act, decision of any competent tribunal]

fact

or circumstance which would or could materially adversely affect or modiﬁ

the Borrower’ s ahility to perfonn its obligations under this Agreement, and

(u) the remedial steps the Bomower er the Govemmmt of the chcmnve Rzpublisﬁ '

of Braz:l plans to take i response; and

~ to refrain‘from assigning, transferring, delegaﬁng, charging or otherwisc dealin
~its obhgatlons uuder (s Agreement without the prior wnrten consent of the

(acting in consultatlon with the Participating Central Bank..)

gin
BIS
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~ The Borrower shall immediately notfy the BIS ol any of the followmg events
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N odﬁcatmn Obhgauon

lh; Guvernment of the Federative Republic of Brazil or the Borrower is 1|mt ina
position to pay, resell or repurchace any amount duc pursuant to the Sepatatc -
Facility or putsuant lo my of its arrangements with the IMF, the World Bank or the
IDB; - ) ‘

the Govemment of the Federative Repubhc of Brazil or thc Bon-owcr is rcfused airy

*fusther redit Lacility;. loan or other financial arrangement, or extension or renewal

thereof, by the Separate Lend=r

the Government of the Federative Republic. of Brazil or the Borrower xndkcs any
repayment. resale or repurchase ahead of schedule to the Sepmte Lender or to the
IMF, the World Bank or the IDB,; or

‘the terms and conditions of the Scparatc Facxlxty or any of the arrangcmn.ls‘with

the IMF the World Bank orthe IDB are modlﬁch

The BIS shall lmmedxaxely send by authcnncated telecomrmmxcanon to each Pa.rncxp:mng_
Central Bank a copy of any notice received from the quxuwcr pursuant to this paragraph.

(2

Interest

The interest rate on drawings uader the BIS Facility shall be calcutared by the BIS ,'

- for the Vahie 1ate ot such drawings on the basis of the six-month US dellar LIBOR
ratc published by the Dritish Bankers Associatiou (w be found on Telerate page

3750) twe London husiness days mmmdxately pmcedmg the Value Date of such
drawings, increascd by a prcmxum of 460 basis _poiuts, For any mll-over an
additional premium of 50 hasis points shall apply for such roll-over. In case ofa
dmwmg or roll-over, when the total amount omstandmg undcr the BIS Facility un:
the Value Date of such a drawing or roll-over (taking info consideration such
drawing or roll-over) equals or exceeds 50 per cent of the maximum amount of the ,

" BIS Fazility, an additional premium of 50 basis points shall apply for such drawing

or roll-over. When the total amount cutstanding under the BIS Facility on the Valuc -

" Date of any such diawiny ur roll-over (raking into consideration such dmmng or
roll-over) Pquals or exceeds 7S per cent of the m:mmum ‘amount of thc BIS
 Facility, 2 further additional ‘premium of 50 ‘basis points shall apply for such
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. drawing or mli-evcr pmwded, hawever that ths: tatal pmmxmn shall not exceed
560 basis points.

7

()  Interest shall be payablc on cach of the chaym:m Dates pursuant lo p'mgapt: §of
this Agmemem with respect to the amount of pnnmpal repa:d or mlle:d aver.

(c)  In the event that any amount duc for paymcn:‘undcr the BIS Facility pursuant to
paragraph 8 of this Agreement is not paid when due, interest shall thereafter be
payable by the Borrower at monthly intervals o the overduc amount, calculatcd by .
the BIS on the basis of one-month US dollar LIBOR published by the British
Bankers Association two London business dayes immediately preceding the relcl:vm
value date, increased by 560 basxs pomfs per annum, compounded on the ongmal

’ maturity date and every one menth rher%ﬁer, until final paymsnt of such overdue
amount dud mu:m.l.

8. Rapayﬁxgnts - .
(a)  The Borrower shall repay cach drawing or roll-oves, logether with acvruxd mtlmt
- thereon, on the maturity date of such drawing or roll-over; provided that the
Dorrower shall, in the case of a roll-over, pay accrued interest on the drawing so

rolled over on the new Value 1ate of such roll-over (mh a “Repayment Date™).

The Borrower shall cause the US dollar amounts being paid or repaid, together with
interest accrued therenn, to be credited, on tha Repayment Date, to the account of
thc BIS with the I‘ RONY.

) It a any time, the Borrower makes any payment with respect to a drawing or roll-
~ over to the Scparato Lender under the Separate Facility, it shall simultaneously
make 4 pari passu payment with rcspect 1o the ccr:cspondmg dra‘mng or roll-over

under the BIS. cmxhty ‘

9. Advance Re‘payment

(a) The Borrower shall have the right, at any nmc, on giving at lcast § Buxmcss Days'
' notice by authenticated telecommunication to the BIS, to repay in advances of the
Repayment Date, without penalty, all or part of any drawing or roll-over, including
acerued ifterest due thereon, provided, however, that the nouce S0 gwcn shall

; specxfy the dmwmg or roll-over so repa:d. ' o

(t) . In the event of an advance repayment under thxs -paragraph 9, the relevant rate'of
iterest for the drawing or roll-over repaid may be adjusted by the BIS. on thc basis
of market conditions prevailing at the time of such advance repayment. a
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10, Parl Passu

- (@)  The chl 1ganom undertaken hy the Borrawer pursuant to this Agreement shzll nnk :
at loaat pari passu with all other proscat or futurc direct, unsecured of umuhcrdmazcd
obhaauons rcsultmg from any external indebtedness of the Borrnwer. The Baxrowex'- shall
male payments in due proportion to the BIS and to the Scparate Lender under the Sc]‘JdI'd-&

- : : Agreement.

(v)  Without the approval of the BIS (acting in consultation with the Participating
Central Banks), the Borrower shall not create, incur, assumc or suffer to exist any
. morigage, pledge, hen. charge or ather security mterest 1o secure any external mdebteiness
* of the Borrower, If any such indebtedness is so secured, all obhgnuom under the BIS
Facility shall bc.cqudlly and ratably secured

11. - ‘Events of Defaulit

Thie BIS (acting iu consultation with the Participating Central Banks and at the direcion of
any one of them) shall require the Borrower to make immediate repayment of any zx|1d all
amounts cutstanding under the BIS Facility, together with accrued interest thereon, upon

the nceitrrence ot any af the tallowing:

{a)  any case of non fulfilment by the Borrower or by the Government of the Federative

. Republic af Rrazil, as the case may be, for whatever reason, of any obligation tlnder

the BIS Tacility (including, without limitation, any of the covenants set forth in

paragraph 3 above) or any commitments contained in the Schedules to| this

Agr'ccmcnt; or of any obligation towards the Separate Lender under the Separate

nacerial "”'mﬁmiﬁl obligation to the IMF, or to the World Rank or to the
: C‘:‘J eed 12 jg) : LDB, including, without limitation, any failure to repay the amount of any drawlwing
' or roll-over under the BIS Facility, and/or accrued interest thereon, or any armount

due and payable under the Separate Agreement, in each case when due; ond

(b)  any payment to the Scparatc Lender of any amount duc under the Scpamtc Facility
‘ifa payment to the BIS is not made comemporaneously and i in due pmpnmnn to
~ that made to the Separate Lender; and ‘ : |

()  any repayment under the SRF if a repaymcn: is not made contemporancously and in’
due proportion under the BIS Facility; and '
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(d) _thc Borrower o1 the Guvernment of the Federarive Republic 6f Brazil, as the case
may be, has taken, or has omitted to take, any material action that may undermipe
the objectives of this Agreemcul. .

11. W:irmnties

The Borrower hcrcby warrants that;

(@ it has full power sad authum‘f to enter into and perform its obhgatlons undcr thm
Agrcmcnt and has taken, and if necessary ‘will take, all actions which my be
rzqu:rcd to authorise the performamce of e terms and conditions of this
Agreement;

(b)  this Agreement and the puformance by the Bom:wer of its obligations under thl.i
Agreement do nul cuniravene any law or other restriction binding upon the
Borrower or any of its property, and there is no legal or regulatory hindeance which
could affect the legality, validity or enforceability of this Agreement or of

.. obligations hereunder or have 2 material adverse effect upon the abxhty o|f the

Bomwc:r to perform such obligaticus; aud

()  all payweuts by (he Borrower under thz's Agreement shall be made without
withholding or deduction for, or on account of, any present or future taxcs, dutics,
assessinents ur guvernmental charges of wharever nanire imposed or levied by or on
behalf of the Federative Republic of Brazil or any authority therein or thereof
havmg power to taa. I the event that the withholding or deduction of such taxes,
dnties, assessments or governmental charges is required by law, the Borrower| shall
pay such addmonal amounts 3 14y be necessary in order that the net amounts
receivable by the BLS after such withholding or deduction shall equal the amclmnts
which would have been reccivable undq this Agrccmcui n e absence of|such
withholding or dedm:non :

13,  Sabslitutivn

{a)  The Borrawer agrees that as from the commencement of the BIS Facility any ane or
- more Participating Central Banks designated by the BIS may at any time be w[holly ’
or partly substituted [ur the BIS, and-thereafter such Participating Central Banks
shall henefit from the same rights and be subject to the same obhganon., as are
applicablc to the BIS under this Agrecuent, Afler such substitution, all obhgauqns
- of the Bormwer undgr this Agraement shall continue in effect. '
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(LY  Iu the cveul that one or more Participating Central Banks are substitated for the RIS
with respect to any or all of the claims of the BIS under the BIS Pzicxhty in
accordance with clause (a) abuve, each Participating Central Bank so sn:snmred
shall be ertitled to independent application of the provisions of paragraph 13(b).

(;i) The rights of the BIS, and of any Participating Central Dank substituted for|the BIS ‘
under this Ag:'eemem. shall continue in effect until such time as the Borrower has
fulfilled all of its obligations under this Agreement.

(d)  The Borrower syrees that in (he event that one or more Participating Central Banks
are substituted for the BIS in accordance with clause (3) above, each Purticipating
Central Bauk so substiluled may 4t any time designate and assign| to it
Government, or to any other public entity of the country of the Participating Central
Bank in question, all its rights and obligations unde this Agrecment.

‘ 14.  Indemnification

The Borrower hereby indemnifics and holds harmless the DIS, the Participating Ceatral
Banks (and any public entity- which may he smhstimtad for them in accordance with
paragraph 13(d) above) and any of their agents, directors, officers or employees (cach such
indemnified person being an "Indemnified Party”) from and against any and all liabilities,
obligations, losses, damages, penalties, judgments, costs, expenscs or disbursements of any
kind whatscever that may be imposed on or incurred by, or asserted against! such
Indemnified Party in any way relating to or arising out of this Agrccmcnt el‘r any
transaction hcr:undcr. Or any action taken or omitted to be taken by such Indemmfied Party
in' connection with this Agreement or any transaction hereunder including, w:thout
limitation, any action taken or omitted to be taken in connection with the prcparaton of
this Agreément before the effective date of this Agreement by such Indemnified Party. The
Borrower shall not, however, be liable for any portion of any such amount resultm.w,rl from
the gross neg]igm&e or wilful misconduct of such Indemnified Party. V ‘

15. No Waiver

No failure, delay or refrainment by the BIS in the exercise of any right or remedy accruing
to the BIS under this Agrcement shall operate as a waiver by the BIS of such nght or
remedy. nor shall any single or partial exercise of any such right or remady npemte asa
waiver of any other nght or remedy. The rights and remodics provided hcrcm arc
_cumulative, and not exclusive of any rights or remedies provxded by law. '
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(b)

' a:r:ptahle to the RIS.

Communications - Amendments ,f_’

All potices and commmucahons hereunder sha]l be in the English languagc and
shall be made in writing or by authenticated telecommunication, in 2 manmer

"This Agreemeut may be amended by the conscnt in writing or by wﬂmnuwiul

telecommunication of the Borrower and of the BIS {(acting in consultation v.uth the

. Participating Central Banks) The consent cf the guarantor shall alzo be rcqul:d for

the continued validity of the guarantee of the Government of the Federative

* Republic of Brazil provided pursuant fo paragraph 4{a)O(A) of this Agréement. No

17. .

- @
®)
(©)

18.
@

' Switzerland.
B

amendment or waiver shall affect the rights and dutles of the parties under this

Agreement unless accepted by them, either in writing or by anthcnn ated

telccommunicativu.

Entry into Effect - Termination

The Borrower shall indicats its consent to 'the terms of this Agreement hy
transmitting an authenticated telecommunication to the BIS containing the|word

and its name, No message shall be effective to alter the zerms of such

naticss.

Thxs Agrecment shall take r.:ffect, together with the Mcmomndum of Understanding

and the Separate Agrecmcm., in accordanca with the Entry into Effect provxs;ons get

forth in Section 13 of the Mcmorandm of Understanding.

This Agreement shall terminare 12 months from the date of is mmy into effect or
on the date when each drawing or roll over vnder this Agtcemmt bas been repaid in
full, mv.lual;ng accrued and unpaid interest mereqn. wmchcvcr Is later,

Governing Law - Arbitration - Execution
This Agiooment shall be govemed by and construed in ac:cordance vmh m: Laws of

Any disputc arising out of ‘this Agrecment between the BIS and the Borrower: shial
be finally seunled in accordance with the arhitration vules of the United Nz‘aﬁons
Commission for International Trade Law. The language of the arbitral proceedings.

(and of any evidence or other submissions to. the arbitral tribunal) shali he the -

- English language, the number of arbitrators shall be three and the piucc of
. arbitration shall be Basle, Swilzerlmd. The parties hereby imevocably consent in
- advance to the execution of any arbitral award rendered under this clsuse to the
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fullest extent permitted by applicable Iaw and will not invoke any exception or
objection or any other defence which would hinder or prevcnt such cxceution,-




P

CUBUULLOUYYN ISY UL L UARLL \Y) 13151489 L Ou ' MR U3 B L1/8)

SCHEDULE A

GU ARANI’EE OF THE GOYERNMENT OF THE FEDERATIVE REPUBLIC OF
BRAZIL -

“Jo:  Bank for International Seftlements

Diear Siry,
This letrer refers to the Agxeemenx dated between the Bank for International

Sctdc:mcn:a (the "BIS*) aud the Banco Central do Bxasd a3 W the pruvision of shorr-term financial
aisistance for an aggregate amount of up to US dollars 13.28 billion (“the Agreement™). -

The Federative Republic of Brazil hercby unconditionally guarsntees on first demand the
full and timcly payment or perfarmance by the Baaco Ceutral du Brayil of al] obligadons, duties and
‘ 'habzlmes of the Banca Central do Bmszl under the Agreement.

Furthermore, should the Fedmtwc Republic of Brazil secure, collateralise or pcmut to
subsist any security or collateral (uther tnm scourity or collaeral provided for under exlsting
aurangements, including substitutions therefor permitted thereby, or any extension thercof wiuch will
hiz notified to the RIS if their aggregate value exceeds US dollars 10 million) for any present or futurs
external indebtedness for bormowed money or any guarantee thereof by any mortgage, pledge, lien,
charge or other security intaest on 2oy of its presaut ur fulure assets or revenues, the amoum'sisecmcd
by this guarantae shall share in and be secured by such mortgoge, pledge, lien, charge ar other scourity
interest equally and rateably with such ather external indebtedness or guarantee, so 23 to rank pari
passu with such other eaternal ind:btednss or mmmtee in right of apphcanon in respect iof such
security mterest. :

“The henefit of this guarantee shall extend 1o any Pamapatmg Central Bank wh:chl may be .
substicuted for the BIS (and to any public entity which may be substituted for any Participatmg (entral
Bink) in accordance with paragraph 13 of the Agiccment

The terms of this letter shall be governed by, and construed in sccordance with, Swiss

law.

Sincerety yours,
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SCIEDULE B

AGREEMENT OF THE GOVERNMENT OF THE
FEDERATIVE REPUBLIC OF BRAZIL

. [Letterhead of the Appropriate Brazilian Government Ministry]

[Dutc]

. Mr. Andrew Crockett -

- 'General: Mnmgar e

'Rank for International Setﬂcmcnts
Ceatalbahmplatz 2 A
‘CH-4002

. Switzerland

-

- and

[appropriate official at the Ministry of Finance of Japun]} L

Tadies and Géutlemen:

3. 847

This letter refers W the “BIS Credit Factlity (December 1998) in Favour of Banco Central

do Brasil" between the Bank for International Settlements (“BIS™) and (ke Banco Cental do
(ths “Banco Central”) (the “BIS Agreemnent”™) and to the “Agreement between the Dank of

Brasil
Tapan,

Acting as Agent of the Minister of Finance of Japan, and the Banco Central do Bracil” (the “Japeanese
Agreement') as {0 the provision of short-term financial assistance to Rrazil of an aggregate amount of

up to U.S, dollas 14.53 billion. Capitlised rerms used herein without definition shall ha
mpccnvc meanings specified in the BIS Agreement ur the Japaneye Agresment. ‘

vethe-

Under paragraph. 4(a)(i)(B) of the BIS Agmement nnd Atticle 3(a) of the Japanese
Agreement, the Government of the Federative Republic of Brazil (the “Government”) hereby
umlertakes unconditionally to pravide, in 2 timely manner and on a regular hasis, to the [Bxazil Desk
Officc] at the International Monctary Fund (the “IMF™) for dissemination as set forth below, fmm the
effective date of the BIS Agreement and the Japancsc Agreement until both agreewsuts huve qpmd,
{a) that econnmic and financial information ewrrently provided to the IMF, end (b) other cconon-fm and
financial information requested by the BIS, based on consultations amnng the Partxczpaung (‘ezmal

Bainks aad Lhc Bmk of Japan.
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: The Guvernment agrees, and will insuct the IMF, m a form subsﬁmizily szmxl:!n' to that
of Annex 1 hercto, to distribute such ecunumic and financial information on an “as requested™ basis,

o the Executive Directors represcating Delgium, Canada, Dewunrk, Germany, the United ﬁmgdgm,
Spam, Finland, France, Greecs, Ireland, Italy, Luxembourg, Austria, the Nethietlunds, lfmmgal,.
Switzerland, Sweden, the Tinited States of America and Norwsy; to the BIS; and to the Exccutive

Director for Japan,

Sinccxcly yours,
 |Anthorised Offlcial)

International Monetary Fund :
700 19th Streat N'W,
. Washington, D.C. 20431

Mr, Andrew Crockett
.~ {reneral Manager .
. Bank for Intzmational Settlements

Cenirulbahnplaz 2 '

CI1-4002

Basel, Switzerland

{Apprapriate Official]
Minisuy of Pinance of Japan
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ANNEX 1 TOSCHEDULEB
INSTRUCTION FROM THE GOVERNMENT OF THE
FEDERATIVE REPUBLIC OF BRAZIL

(Lemerhead of the Appropriate Brazilian Government Ministry]

(Date]

[Appropriate Official]
Intcrnational Morctary Fund
700 19® Street, N.W.
Washington, 1.C. 20431

Ladies und Geatlemen:

- This letter refers tn the “RIS Cradit Facility (De::mbzr 1898) in Favour of Bana: Central
do Brasil™ between the Bank for International Sewlements (the “BIS™) and the Banco Central do Brasil
(the “Banco Central”) (the “BIS Agreement™) and the “Agrzement between the Bauk of Japau, Actiuy
s Agent of the Minister of Finance of Japan, snd the Banco Central do Brasil” (the “I apanese
Agreement”), as to the provision of short-term financial assistance to Brazil of an aggregate amount of
up o U.S. dollars 14.53 billion. Capimlised terms used herein without definition shall have the
respective meanings specified in the BIS Agreement or the Japanese Agreenient.

Under paragraph &(a)(i)}(B) of the BIS Agreement and Article 3(2) of the Japanese
Agreement, and pursuant © Schedule B o the BIS Agreement and Schedule B to the Japanese
Agreement, the Government of the Fedeative Republic of Bruzil (the “Govmcm") heteby insoucts
the Internationsl Monetary Fund (ths “DMF™) to distributs the economic end finsaeisl information
provided by the (Government to the IMF, on an “as rerquested” basis, to the Executive Directors
representing countries whose cental banks and monetary authorities are Participating Central Banks,
to the Exceutive Dircctor of Japan and to the BIS. For the purposes of this paragraph, “cconomic and
financial information™ means all information required to be provxded pmqm: to Schedule B to the
BIS Agrcement and Schedule Bio mcjapanm Agreement. -

' thmly yours,

{Authorised Official] - -
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SCHEDULE B-1

AGREEMENT OF THE GOVERNMENT OF THE.
" FEDERATIVE REPUBLIC OF BRAZIL

[Letterhead of the Appropriate Brazilisn Goversunent Ministry]

Greneral Manager
Rank for International Settlements

Centralbahmplatz 2
CH-4002
Dascl, Switzerland

and o
[apprupriate official at the Ministry of ¥inance of Japan]

Ladies and Gentlemen:

[Date]

This lerter refers t the “BIS Credit Facility (Deccmber 199%) in Favonr of Banca Central
di> Drasil” between the Bauk fur Intermational Settlements (the “BIS™ and the Banco Central do Brasi
[(the “Banco Central™) (the “BIS Agreemcnt”) and to the “Agreement betwern the Bunk of Tapan,
Acting as Agent of the Minister of Finance of Japan, and the Banco Central do Brasil”(the “Iapancsc
Agreement”), as tn the provision of shert-term financial agsistance to Brazil of an sggregate mmz of
~up 1o U.S. dollars 14,53 billion. Capitalised terms used herein without definition shall have the

1espective meanings specified in the BIS Agreement or the Japanese Agreement.

Under paragraphs 4(a}i)(C), 4(a)()(D) and 5(c) of the BIS Agreeucut ad Articles 3(2)

ard 8(c) of the Japanesa Agreement, the Government of the Federstive Republic of Drazil
“(jovernment”) herehy imdertakes unconditionally: .

(1) on behalf of itsclf and the Banco Cenral, that it will not impose any controls on
outflows from Brazil, cxcept as provided in the IMF Program; und

{the

capital -

(2) on” hehalf of itself and the Banco Ceatral, a5 3 condition for any drawing from the
BIS Facility and the Swap Facility, to maintaif its Gross International Reserveslatla level
nio Jower than the sum of (3) the principal amount cutstanding under the BIS Agf?ﬂnenr
- (b) the principal amount musldndmg under the Japanese Agrecmmt and (¢) a margin of

U.S. dollars 10 billion.

Sincerely yours,

[Anthnrised Official]

1 (iross International Reserves are defined for the purposes of the BIS Agreement and the Jspanese Agreement (and 5z ser
farth Uy the IMF), ax the amouns of liquid foreign currency~denominated elaums 1n the Banco Ceawal, which include the
Baneo Ceotral's: (i) monewry olatma, (1) free gold, (15} holdings of Spocial Diswing Rights ("SDRs7), (iv) resetve
posttion in the IMF and (v} holdings of fixed mcame inctruments. Affer October 31, 1998, ony inevease in |foveign
currency-denominatod ulsims (buth spor and forward) against residents, or against toreiRn branches or subsidiaries of

RArazilian institutions, will be counted 35 a reduction [n Croas Internotional Rescrves, as defined above.
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SCHEDULE C

LEGAL OPINION OF THE ATTORNEY GENERAL
OF THE NATIONAL TREASURY OF BRAZIL,

[Letterhead of the Attorney General]

Mr. Andrew Crockett

. General Manager

- .. Barik for Intequational Setlements
Ceitralbahoplatz 2

CH-4002

Switzerland

[Japanese Addresaees]

Ladies and Gentlemen:

This lener refers w0 the ["BIS Credit Facility (December 199%) in Favour of Banco
Central do Brasil® between the Bauk for luternativoal Scttlements (the "BIS™) and the Banco Ccnn'al
do Brasil (the “Banco Central®) (the "BIS Agreement”)] [or] [*Agreement betweew the Bank of Japan,
Acting as Agent of the Minister of Finance of Japan, and the Banoo Central do Brasil® (thc *Japanesc
Agreement”)] as to the provision of short-term financia) assistance to Brazil of an aggregate amount of -
up to U.S. dollars 13.28 [or] 1.25 billion. Capitalized terms used herein without definition shal] bave
the respective meanings specified in the [BIS Agreement] or the (Japanese Agreement].

" 1 am the Attormey General of the Naticnal Treasury of Drazil and have acted ay Counxel
1o Brazil in connection with the preparation, execution and delivery by Brazil of a guarantee (the
~Guarantee™) of the fill performance by the Banen Central af al} obhganons, duties and liabilities

untler the [BIS Agreement] {or] [Japanese Agrecment].
1 have examined, inter alia, the following:

(1) the Constitation of Brazil as n effect on the date hereof (the “Camstitution);

(2) evidence of governmental autherisations and approvals issued in cmmccnon with the
Guarantee; . . : : ‘

A (3 all such othcz Taws, teyulations and docmnents as I have conszdcmd necessary or
, deazrabla, «

{4) the Agrccmeizt; and

" (5) the Guarantee.
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Based upon such examinafion, [am of the followmg upuuon. |

5. 1. 2 VAL (91 181 B! 40 ¥ U0 B KN A VL)

2.

(A) Brazil has full power snd authority (7) to fncur the obligations referred|to i the
Agreement 2ad in the Guarantee, (i1) to cxecute and deliver the Guaranwe. (i) 1o
comply with the provisions thersof and (iv) to perform the o'uhgauam up:mcd to
be binding upon Brazil in the Guarantes.

(B) The Guarsntee has been duly cxcuted and delivered by Brazil and consnmu:s a
legal; valid and binding obligation of Brazil, enforceable in au,urdauce with its
terms, and the financial obligations of Brazil thereunder are and will cansnmt:: the
dircet, unconditional and general indebtedness of Brazil for which the full fith and
credit of Brazil is pledyed, and will rank ar least parf passu in all respects with all
other, present or future direet, uncondidonal and general, umsscured and

unsubordinated external indebtedness of Brazil

(C} All govawucntal authorisations and approvals required for or in connection! with the
execution, delivery and perfounance of the Guarantee in onder to render all of the
sbligations of Beazil thereunder valid, bmdmg and enforceable in accordance with

- their respective terms, have been obtsined in duc and strict cowpliunce. mm the
Constitunon, ail applicable laws of Brazil and any applicable agrecment, mgulanon,
or regulatory requitement, and are in fill force and effect, except for th? Banca
Central authuisations of the making of payments outside Brazl in a currency other

 thon reas, which must be issucd within 30 calendar days.

(D) The cxecunon and dehvc:y af the Guamm, the performance by Bmle of its
obligatiouy thereunder and compliance by Brazil with the terms thereof h:vq been

duly sutherised by all necessary actions of Brazil, and do net and will nat

@

(i

vxclate any pnmstons of the Constitution or my L:w, rule, regulation, order,
judgement. injunction, decree, resnhition, determination or award of any court

" or agy judicial, administrative, or ‘governmental mxt‘nmty or arganisation

having upphcabﬂ;ty to Brazil; ur

cenflict or be inconastent with, or result in 2 brezch of, any of the tetmns,
covenants, conditlons or provisions of, or constitute 3 default m':der, any
agreement or other instrunient, arrangement, or obligation to which Brazil is a
patty or by which xtornnyofztx pmpzrty asscts of sevenues may be bound ar
affectsd. : .

(E) The ofﬁcu{s] of Bruzil exscuting the “Guaranice, and all notices 'md other
documents required thercunder or otherwise related thereto, are and will te fuliy ‘

audmnsed to execute thc same for sndon hchalf of Brazil.

(F) No cvent of default ar ather event which, with the giving of netice and/or !apsc of
time, would constitute an cveul of default has coccurred and is ;ontlmumg
nnremedied, nor will any event of default or othcr event as aforesaid result frem any-
action taken under the [RIS Agreement]{or] [Japanecs Agreement] or thc Gumntcc
under any other amrecment that Brazi! has exemtcd E

{{7) No litigatien ot zdmmzstmnve or axbxtratzon prccccdmgs bcfun: ur of any court
tribunal, arbitrator or governmental authority are presently in process, pending or, 10
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the best of my knowledge, dn‘mzc:xd‘agaiﬁst Brazil or any of its property, assets, or
rovenues which would materially affcct the ability of Biazil w pcrform its

obligations under the Guarantee.

(ID) Drazil is not in default under any such law, rule, regulation, order, j‘udgeu‘l'mt,
injunction, decree, resolution, determination, or award as is referted o in pm"zmph
(DX1) of this opinion, nor is Brazl in default under any agreement, m.str'ummt.
arrangement, or obligation as is referred to in paxngnph (D)(2) of this cpinion,
any such case belng a default which might have a material adverse effect Iou the
propeaty, assets, revenusy, ur inancial condition of Brazil or on Brazil's ab:hty duly

@

. Japanese Agreement].

to perform and obscrve its obligations undcr xthwamcc.

Banco Central was du{y authorised to enter intn the paragraph § éovexmts'

in the

[BIS] Agreement [or] Jand the Article 8 covenanty of the Japanesa Agreement] on
behalf of Drazil. In this opinion cefereuces W the Guaragtee should be cansu’ued as
o mcludmg references to such paragraph 5 eovenants and cach of the conunitments of
Brazil in the forms set out in Schedules B and B-1 to the [BIS] Agreement [or] [thc

It is valid to provide that the Guarantee be govcmcd by, ard wnsrmzd in accordance

with, (the Laws of Switzerland] [cr] [the Laws of Japan].

© (K) Itis notnecessary or advisable in order 1o ensure the legality, val:d:ty enforceabﬂxty
or admissibility in evidence of the Guarantee in Brazil that the Guarantee or any
other document be. filed, recorded, registered or enrolled with any wourt ur sutherity

" same.

in Brazil or that any stamp, regxstmtxon or similar tox be poid on or in rclation

to the

This opinion is limited to matters of Drazilian law and Ido gat pxupuu W pass on any questdon

ariing under the laws of any jurisdiction other than Brazil. This opinion-speaks only as of its &
the ahsence of 2 specific request, I assume no obligation to supplement or update thiz opinion

ate. In
s of

any date cccurring hereafter. This opinion may not he relied upon by any person other than the
.~ addiressess hereof], the Pardeipating Ceniral Banks (as that term is defined in the BIS Agreement) and

any public catity which may be substitated for auy Pum.xpanng Cc'm“al Bank in accordanc:
paragraph 13(d) of the BIS Agreement].* .

* Insert for BIS Agreement only.

Sincerely,

[Nam:]
Auomcy General of the Nanonal Tmsury

e with
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uhImues and Gentlemen:

SCHEDULED

'LEGAL OPINION OF THE GENERAL COUNSEL OF -
THE BANCO CENTRAL DO BRASIL.

[Lewhcad’of;hé Banco Central do Brasil|

[Date]

Mr. Andrew Crocken

General Manger

Boak for International Sctﬂcmcam
Centralbalmpiatz 2

CH-40N7

Switzerland

(Iap:mése Addressees)
(Federal Reserve Bank of New York)

This letter refers to (i) the Memorandum of Understonding (Facilities in favour of Ban.co
Central dn Rrasil) dated December |, 1998 among the Banco Central do Brasil (’dm “Banco

. Cenmal™), the Bank for International Settlements {the “BIS™), the Bank of Japan, acting as agent of the

Minister of Finance (“JAPAN™), and the Federal Reserve Bank of New York (the “Memomndum of

* Undcrstanding™), (if) the "DIS Credit Facility (December 1998) in Favour of Bauco Ceatral du Brasil”

between the BIS and the Banco Central {the “BIS Agreement™) a3 to the provision of 3I:ort-
financial assistance of an aggregate amount of up to U.S. dollars 13.28 billion for Brazil; and (i) the
"Agreement between the Bank of Japan, Acting as Agent of the Minister of Finance of }’apan, and the
Banco Central do Brasil” .(the “Japanese Agreement™), The BIS Agreement and the szwesc
Agreement are referred to herein collectively as the “Separate Agx:::mcnb Capitaliscd tzrms used
hersin  without deﬁmuon have the rospective mcanings specified in :hc Memorandum  of
UUnderstanding. :

[ amthe Gcncral Counsel of the Banco Central and have acted as Counsel to the Banco

. Central in conncction with the prepaation, cxceutivn und delivery hy the Banco Cenmal of the

Memorandum of Understanding end the Scparate Agreements.
{ have examined, inter aiin, the following:
(1) Law Nu. 4595/65, as amended;

() eviderce of governmentn! authorisetions and .approvals issucd in corncction|with the
Memmandum of Understanding and the Separate Agreements;

(3) all such o:her laws, regulations and documents as [ have cnnsxdered necessary or
~ desirable; :

(4) the Memorandum of Undzrsundmg, and
(5) lbe Scparalc Agresments. .
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Based upon such examination, | am of the folloﬁvii;g apinion: |

(A) The Banco Central is an institution duty organised and validly existing undér the laws of
the Federative Republic of Brazil as the central bank of the country and has full pawer
and authority ‘(i) %o own and maintain ity properties and assets and (li) 1o carry on‘its
finctions as they are now being conducted. .

(B) The Bancgc Central has full power and authority (“) to ineur the obligations refem:d to in
the Memorandum of Understanding and the Separale Agreements, (1) to exm:’tc and
deliver the Memorandum of Understanding and the Scparate Agreements, (iif) to c'omply
with the provisiona thereof and (iv) to perform the obligations expressed 1o be bmdmz
upon the Banco Caurzl in the Mcmcx:m&um of Understanding and the Scpamc -
Agrmnmn

(Cy The Memomzdmn of Undersmanding and bcth Separate Agrecments have bccn duly

- executed and delivered by the Banco Ceutal aud vonstitule eg;l,vahdandbmding :
obligations of the Banco Central, enforcesblc in accardance with their respective|teiuss,
and the financial obligations of the Banco Central thereunder are and will consntutc the
direct, unconditicenal and general mdebtedness of the Banco Central and will rank at least
pari passu in all respects with all other present or furure dxrcc:. unsecured and
unsubordinated cxrcmal indebtedaess of the Bauco Cruiral. '

- (D) All governmental authorisations snd approvals required for or in connection with the
execution, delivery and ‘performance of the Memorandum of Understanding and the

Separate Agreements in order to render all of the obligations of the Banco Centnl

thereunder valid, binding and enforceable in accordance with their respective tzrms have

. : been obtained in due and strict cowplimce with Law No. 4595765, as amended. all
- applicable laws of Brazil, ond amy applicable agreement, regulation or xcgulatory
requirement, and are i {ull force amd effect, except for the Banco Ceatral authorisations

of the making of payments outside Brazil in currencies other than reais, which must be

1ssued within 30 calendar days.

(E) The execution and delivery of the Memorandum of Undcrmndmg and the Scpam:
Ag:ccmcnzs, the performance by the Banco Central of its obligations thersundér end
compliance hy the Ranco Central with the terms thereof have been duly zuthonsed by all
necessary actions of the Banco Central, and do not and wll nat:

(x) violate any pruvisions of Law No. 4595/63, as amended, or any Ia\v rule, r:gnim:ion,

- order, judgemsnt, injunction, deécree, resolution, detcrmination, or award of any

- court or any judicial, administrative or govermmental :uthomy or org:nwmon
having applicability to the Banco Uentral; or

(ii) conflict or b inconsistent with, ar result in a breach of, auy uf the termos, cuvcnants,
conditions or provisions of, or constituts a default under, any agrecment or other
instrument, arrangement or cbligation to which the Banco Central is 2 p:my or by
‘which it or any of its property, assets or revennes may he bound or affected.

(F) The officer[s] of Uie Baucw Central caccuting the Memorandum of Understanding and
the Seperate Agreements, and all notices and other documents required thereunder of
otherwise related thereto, sve and will 'oe ﬁxlly authorised to execute thc same for and on

. behalt af the Ranco Central

(G) No event of default ur other event which, with the giving of notice and/or Iapsc of timr..
would constitute o event of default has aceurred and is continuing unremedied, nfor will
any event of default or other event as aforesaid result Fom any action taken under the
Separate Agreerments or th: Gnarantee under any other agreemnent that Banco r:enrml has
excguted. -
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‘(H) No litigation or admiuistative ur arbitration proceedings before or of any court, tritumal,
arbitrator, or governmental autherity arc presently iy pocess, pending o, w0 lhe best of
my knowledge, threatened against the Banco Ceawrsl or any of its property, as:sclx, or
revenues which would materially affect the ability of the Banco Central to pcxfurmnta
oblxgmons under the Memarandurm of Understandmg and the Separate Agreemenn:.

{) Tho Bance Central is not in default under amy such law, rule, regulation, order ‘
" judgement, injunction, decree, resolution, determination or award as is refened W in
paragraph (E)(1) of this npinim, nor is the Banco Central in default under any ag,ﬁ:cmcnt,
instrument, arrangement or obligation as 15 referred to in paragraph (E)(2) of this opinien,

in auy such cuse being a default which might have a material adverse eﬁ'c:':t on the
property, assets, revenuss of fuaucial condition of the Banco Central or on the Banco
Central’s ab;hty duly to perform and obscrve its c&hganons undler the Mcmorndum of

- Understanding and the Separate Agreements.

() The provisions of paragraph [18(3)] of the BIS Agreement and article 110:) of the
Japanese ‘Agreement [arbilsation, exccution] are frevocably binding on the Haneo
Central. Any decision or award of an arbitral tribunal uuder und pursuanti o such
provisions will be enforceable against Banco Central in the Federal courts uf Brazil
without reconsideration of the merits. Such enforcement will oceur if such nwd &)
fulfills al} formalites required for the enforceality thereof under the laws of the country
wheie Ure same was granted: (if) was issued by a competent arbitral tribtmal aﬁe’r service

* of such process upon the-pacties W the action a5 is required by the rules efthcarmtral
tribunal; {jii) ic not subject to appeal; (iv) was authenticated Uy u Braziliun ctmsulatc in
the country whers the same was issued; and (v) is not sgninst the principles of Drazilian _
publie pohcy as set forth in article 17 of Decres-Law 4,567,

(K) It is not Decessary o1 advivable in order o ensure tie legality. validity, cnfcmeahﬂxty or
admissibility in evidence of the Memorandum of Understanding und the Se;:ame
Agreements in Brazl that the Memorandum of Understanding and the Scpamc :
Agreements or any ather documents be filed, recorded, registered, er enzolled with ay
court or authority in Brazil or that any stamp, mgtc&ahon or similar tax be pazd on or in
relation o e yarme, :

(L) It is valid to provids that the BIS Agrcement be goverued by, and cunstrued in
. accordance with, the Laws of Switzerland. It is valid to provide that the Japancse
Agreement be govemed hy, and consirued in accordance with, Japanese law. :

This opinicn is limited to matter3 of Brazilian law 2nd I do not pwputt W pass on any question
ansmg under the laws of any jurisdiction other than Brazil. Thiz opinion speaks only as of its date. In
the absence of a specific request, | assume no obligation to supplement or update this opunon as of
aqy date oceurring hereafler. This opinion may not be relied upon hy any person other than the
addressces hercof], the Participating Ceutral Banks (as that term is defined in the BIS Agreement) and

any public entity which may be substituted for amy Participating Central Bunk in accordance with

* To be iuserted W BIS Agreement only.

Sincercly yodrs,

[Namel"
Ceneral Counsel
Banco Central do Brasil

i
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Sth December 1998

 SUBSTITUTION AGREEMENT BETWEEN
THE BANK FOR INTERNATIONAL SETTLEMENTS
“AND PARTICIPATING CENTRAL BANKS

' (DECEMDBER 1998 CREDIT FACILITY IN FAVOUR OF
' BANCO CENTRAL DO BRASIL) |

The Bank for International Sattlements (the “BIS™), of the one part,|and
Hanque Naticnale de Bclgique, Bank of Canada, Dammarks Nationalbank, Deutsche

|

Ranque de France, Bank of Greece, Cenmal Bank of Ireland. Banca d'Tialia, B.mque ,

+ Centrale du Luxembourg, Csterrmchzschc Nationalbank, De Nederlandsche Bank

, have agreed as follows:

‘made by the BCB under the BIS Facility and-of the dates .md dmounta of all -

-2 If, fof whatever reason, anj.' ammm; deawn by the BCR imder the RIS Faclility,
including intcrest thereon, remains unpaid on the due date or dates for repayment, the
BIS shall notify the Participating Central Banks hy anthenticated telecommunication .

of the amount of principal and interest then due and uripaid to the BIS. - '

N.V., Banco de Portugal, Schweizerische Nationalbank, Sveriges Riksbauk, chc:al '

Reserve Bank of New York ("FRBNY™), as representative of the US Departmcx{n of
the Treasury, and Norges Bank (ie “Participatiog Central Banks”), of the other part,

Consideriny trat, on behalf of the Participating ‘Central Banks, the BIS is
prepared to offer the Banco Central do Brasil (th.-: “BCB") a short-term credit fan|‘|.thty
of up to US dollars 13.28 billion on the temms and condmons set forth in the First
Schedule hereto (the “BIS thty") and

‘Considering that the Partic.ipaﬁng (entral Banks are prepared to afford tlm1 BIS
cuver for the nsks incurred by it under the BIS Facility in the pmpemons set against
their rspecnve names in the Second Schedule hereto;

1. ‘The BIS will notify the Participaing Cenmal Banks by authenticated

telecommunication of the value date and amount of each drawing or roll-over to be

repayments of such drawings or roll-overs.
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E—‘D

¥

0753

3. . The Pam;xpatmg Central Banks agree that, as fmm the datc cf any nctxﬁcahon
pursuant to clause 2 of this Agreement, the HIN shall have the right at any time, at its ¥

© sole discretion, to requirc the Participating Central Banks, by giving at least S‘
buswmness days prior notice, to be substituted for the BIS, in the pmpomons set agamst :

their respective names in the Sccond Schedule hereto, with respect to all'claims of the
RIS against the BCB (other than any claims that arise with respect to amounts owcld o
the BIS for its own account) which then subsist under or in connection with the BIS

Facility. The BIS shall notify the Pardcipanng Ceniral Banks by amhcnncéred'
tclccommumcanon of the datc of any 3 such su.bsntutxon.

(a) on the date of mbmmnon the BIS shall assign to the Pamcxparmg
Central Banks their respective proportivuate shares of the outstanding
claims of the BIS against the BCB under the BIS Fac:htyon the data of
subsumtm. and

| (v)  on the date of substitution cuch of {tie Participating Central Banks shallv

transfer the US dollar amount of its respective propartionate share of
e vlaius so assigned to the account of the BIS entitled “BISACI"’
with the FRBNY.

. As from any subsumncn under clause 3 of this Agreement and f‘mm time to
time lhcruﬂcr, the BIS shall transfer any amounts reccived from the DCB or on its
behalf pursuant to the BIS Facility to the Participating Central Ranks (or to their

respective public’ 4@&&%, as from amy assignmcnt‘nndzr clausc 6(b) of this
Agreement) in the proportions <ef against their respecnve names in the Seccnd‘

Schedule Kereta,

6. In the cvent of any substmmon purswmt ta clauses 3, 4 and S of this

Agreemen:, '

'(3)  each Partcipating Central Bank shall benefit from the same rights and

. be subject to the same obligations as are applicable to the BIS under
the BIS Facility and under the Memorandum ol Understmding dat:d

‘ | among the BCB, the BIS the Bank of Japan, actmg as
agent of the mestcr of Finance of Japan and the FRBNY; the BIS e

¢i/4d
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shdll notify the BCB of any such subsntunon and shall ennfira thc o
related assignment of claims against the BCB and any related transfer
in respect of amounts received to the Partcipating Central Banks in?
writing; R ' '

(®)  each Participating Central Bank shall be entitled to sssign to its
Guveuuneat, ur o any other public' entity of its éoumry all of its rights
and cbligations resulting from such substitution; the Paxt:cxptmng’

' Central Bank shall gotify in writing e BCB, the BIS and the oth'er
Parhcrpatmg Central Banks of any such assignment;

'(c)  upon substtution, the BIS shall assist the Participating Central Basiks:
(or their respective public entities, in the event of an assignment) as '
enardinating agent in connection with repayments made by the BCB;

and L ) B - ‘

(d)  each Participating Ceatral Bank shall share all payments received from
the BCB or on {ts behalf pursuant to the BIS Facility with the othbr |
Participating Central Banles and the BIS pari passu in the proportions

listed in the Second Schedule hereto. -,

A The obligation of each Participating Central Bank to mfa the TIS dollar
amount of its proportionate share of the claims assigned pursuant to clanse 4 of this

Agreement shall not exceed the total of

()  the maximum US dollar amoum of pnnc;pal set agamst its name in the
Second Schedule hereto, and

| O pmportionzte share of all unpaid interest.under the BIS Facility.

8 In consideration of their undmtakmgs pursuant to thxs Agreement, the
Participating Ceatral Danks shall reccive in respect of each drawiug ur rolleover b'y
the BCB under the RIS Facility a commission which shall be calculated for each
dravnng or roll-over on the basis of (i) the actual interest rate (dctcrmmcd i
accordance w1th paragmph 7 of the BIS Facility) less (ii) the relevant LIBOR rate '
‘published by the British Bankers Asscciation 2 London business days (a3 defined x|n
the BIS leu_y) immediately preceding the value date for such drawing or roll-over,

* increased by 10 basis points. Such commission shall accrue as the correcponding
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_ interest payments from BCB arc cffcctively roocived by the BIS and shall be payable
1o the Participating Central Banks in the proportions set against their respective names
in the Second Schedule hereto as soon as practicable after such receipt. ‘
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() The BIS shall provide each Participating Ceatral Bank with a vopy bf -

the original letters received by the BIS from the Government of the Federative
Republic of Brazil in accordance with paragraph 4(2)(3) of the BIS Facility.

®)  The BIS shall consult with and obtain thc prior approval (I.ixy

q

authenlicated telecommunication or in writing) from each Participating Central -

Bank (or public entity, in the event of mm assignment pursuant to clause 6(b) of

* 10(b) or 16(b) of the BIS Facility.

10.

THE FIRST SCHEDULE
(Textof the BIS Facility: BIS dehly (Decembcr 1998) in fa.vour of Banco Central
do: Braml) “ : '

THE SECOND SCHEDUILR

_ requirc the Dorrower to make xmmcdzaic sepayment of any and all amounts

- with Swiss law.

(). The BIS shall consult with each Participating Central Bark (or public
entity in the eveat uf an assigmment pursuant to clause 6(b) of this Ag::cmenlt)

Facility and, upen any such occusrence, the BIS shall at the direction of any cge

- this Agxccmcnl) before taking any acdon purmnx 0 paragmphs l(b) 4(e), 5(),

- upon the oceurrence of any of the events listed in parsgraph 11 of the BIS °

Participating Central Bank (by authenticated telecommunication of in writing)

outstanding under the RIS Facility, together with accrued interest therecn.

This substimtinn‘agmement shall be governed by and construed in accordance
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THE SECOND SCHEDULE .
(Schedule of Participations in the BIS Facility)
Proportions . /£imum amouns of
! - puncipal (in millions offUS
Lo _ dollars)
Banque Nationale de Belgique S - 300
Batik of Canada I 500
Danmarks Nationalbank - | o B {1
Deutsche Bundesbank - - - 1 230
Harik of England o 1,250
Barico de Espafla . 1,000
Sucmen Pankki - Finlands Bank 50
Banque de France ) _ : 1,250
Bark of Greece | | 50
Caxitral Bank of Ircland .50
BarcadTtalia : . | ‘ 830
Barique Centrale du Luxembourg ' 50 |
Osterreichische Nadonalbank . _ | o 50
| DeNederlandscheBankNV. 300
Barico de Portugal - ' R . 3%
- Schweizerische Nationalbank e o : S - 250
. Sveriges Riksbuuk 4 S 300
FRBNY, as -represcntntivc of the - . 5,000
. US Department of the Traasury . ) ; :
Notges Bank : _ : 50
BIS - - | 3% .

' Total | | R 13,280




DEPARTMENT OF THE TREASURY
' -~ WASHINGTON, D.C.’

SECRETARY OF THE TRIEASURY - December 9, 1998 -

- Mr. William J. McDonough
President. :
Federal Reserve Bank of New York
33 Liberty Street
New York, N.Y. 10045

Dear Bill:

I hereby authorize and instruct the Federal Reserve Bank of New York (the “FRBNYT) to act as
fiscal agent of the United States in connection with the proposed Credit Facility (the “Credit
Facility”) to be provided by the Bank for International Settlements (the “BIS”) in favor of the
Banco Central do Brasil (“Borrower”), and the proposed Substitution Agreement (the =~
“Substitution Agreement”) between the BIS and the Participating Central Banks (as such term i
defined in the Substitution Agreement). As fiscal agent, the FRBNY is hereby authonzed to
enter into the Substitution Agreement, as representative of the United States Department of the
Treasury (the ‘"I’reasury”) in order to enable the BIS to enter into the Credit Facxhty mth the
Borrower.

Should the FRBNY receive notification from the BIS that the FRBNY, as the representative of
the Treasury, is to be substituted for a portion of the BIS claims against the Borrower'under the
" Substitution Agreement, the FRBNY is authorized (i) to be so substituted, (ii) to debit the
“Secretary of the Treasury Special Account No. 17 on the books of the FRBNY (the “ESF
Account”) in the amount of the FRBNY’s proportionate share of the BIS claims as so|notified by
the BIS to the FRBNY, and (iii) to fulfill all obligations and exercise all rights as prowlded in the
Substitution Agreement. The FRBNY shall unmedlately provide a copy of such BIS niotlce to the
- Treasury. The Treasury agrees to maintain an amount in U.S. dollars in the ESF Accgung which
is otherwise unencumbered by another support or swap facility, sufficient to support the
FRBNY’s obligation to substitute for the BIS under the Substitution Agreement, and not to
transfer such funds out of the ESF Account unless the Treasury and the FRBNY mutuaIIy agree

The FRBNY agrees that aﬁer it has been fully reimbursed by the Treasury pursuant to|the
preceding paragraph, the FRBNY will immediately assign to the Treasury any and all claims it

* acquired from the BIS as a result of the substitution. Subject to further satisfactory agreemem on
reimbursement of all obligations, costs, and expenses by the Treasury, the FRBNY w111 represent’
the Treasury in any proceeding in which the Treasury wishes to assert claims that have been
transferred from the FRBNY pursuant to the preceding sentence.




2

- The FRBNY, as ﬁscal agent, will incur no liability in connection with any acts, arrangements, or .
agreements entered into or performed in accordance with this authorization, except for itSown

‘negligence, bad faith, or willful misconduct. The Treasury will reimburse the FRBNY for any
losses, damages, judgments or costs and other necessary expenses, including any out-of-pocket

. expenses and customary charges, incurred by the FRBNY with prior approval of the Treasmy in

connection with any acts, arrangements, or agreements entered into or performed in dccordance

with this letter.

- Sincerely,

Zom €. (Lwév&

Robert E. Rubin

cc: The Honorable Alan Greenspan
- Chairman, Board of Governors of the
Federal Reserve System

A




DEPARTMENT OF THE TREASURY
: ;WASHINGTON, D'C.f

SECRETARY OF THE TREASURY

December 9, 998 '

SUBJECT: Authorization to the Assistant Secretary for Internation:il Aﬁ‘aus |

By virtue of the authonty vested in me as Secretary of the Treasury including 31 U.S. 4 301(b)

31U.8.C. 321, and 31 U.S.C. 5302, I hereby authorize the Assistant Secretary for Intemanonal
. Affairs to conclude arrangements, by January 15, 1999, with the Bank for Internatlonal

Settlemerits (“BIS™) and the Federal Reserve Bank of New York in support of a BIS facxhty for
 the Banco Central do Brasil, as set forth in his memcrandum to me of December 9, 1998,

Qom E (Lm

Robert E. Rubm




DRAFT

The Honorable Al Gore
President

United States Senate

~ Washington, D.C. 20510

Dear Mr. Pre51dent

The Exchange Stabilization Fund (“ESF”) is prowdmg up to §5 bxlhon to parﬂcxpate ina
" multilateral guarantee of a credit facility that the Bank for International Settlements (“BIS”) is
providing to the Banco Central do Brasil (“Banco Central”). Eighteen other central banks are
guaranteeing the remainder of the BIS’s $13.28 billion credit facility, except for $350 'million A
provided from the BIS’s own funds without a guarantee. The BIS facility is provided fixi support -
of an International Monetary Fund (“IMF”) stand-by arrangement, which is designed to help
restore financial market confidence in Brazil and its currency, the real, and to restore condmons
for long-term sustainable growth. Consistent with the requirements of 31 U.S.C. sec. 5302(b) I
. am hereby notifying Congress that I have determined that unique or emergency circumstances
require the ESF ﬁnancmg to be available for more than six months.

Brazil’s ¥ mancxal Crisis

The IMF arrangement for Brazil and the BIS facility are important responses to Brazil’s
financial crisis. Brazil is under intense external financial pressure that threatens to mﬂeash a
financial crisis in Brazil and elsewhere. Brazil’s chronic fiscal weakness has left it vulnerable to
contagion: from economic crises in Asia and Russia and the loss of international mvesltor
confidence. A failure to support Brazil as it responds to this financial crisis could i increase the - .
risk of financial instability in Brazil which could spread to other Latin American countries and to =
other emerging market economies. Instability in Brazil, Latin America, and other emlarging :

- markets ultimately would hurt U.S. exports and the U.S. economy. Strong support, together with -
strong policy adjustment especially in the fiscal area, will help to restore conﬁdence and -
swmﬁcanﬂy improve the prospect of presemng stability in Brazﬂ :

As a member of the IMF, the U.S. has an obligation to pursue policies that are consistent
with the IMF’s goal of promoting and maintaining orderly exchange arrangements and a stable
system of exchange values. Using the ESF to respond to Brazil’s financial crisis, in support of
the IMF’s program for Brazil, is therefore consistent with the purpose of 31 U S.C. sec.




- effective.

5302(b)(the eﬁabling law for the ESF): to enable the United States to take action consistent with
 its obligations as a member of the IMF by making ESF credit available to 2 foreign govex;nment.

\The BIS Crednt Facnlxty and the ESF

The BIS credit fac1hty is part of a broad multxlateral effort to support the IMF’s three-
year arrangement for Brazil, totaling approximately $18.1 billion, which the Executive Board of
the IMF approved on December 2, 1998. The IMF is providing its package through|credit
tranche policies and the Supplemental Reserve Facility (“SRF”). Through the Bank of Japan, the
Government of Japan is providing a swap facility of $1.25 billion to Brazil under terms
consistent with the terms of the BIS facility. In addition, the World Bank and the Inter-Amencan
DeveIopment Bank will be provxdmg up to $9 billion in assistance to Braznl

Drawmgs under the BIS facility mature in six months with an opnon for addmonal six-
month renewals. The Banco Central will be making drawings under the BIS facxhty in the same
proportion as its purchases from the IMF’s SRF, and the Banco Central’s first drawmg under the

facility may not exceed $4.18 billion. This amount will proportionally not exceed the proportion
‘of Brazil’s first purchase under the IMF SRF in relation to the total amount of the SRF. The
ESF’s “share” of that first drawing will be up to approximately $1.62 billion (based on the ESF’s
percentage share of the overall BIS facility — 5/13.28).

‘The interest rate on the Banco Central’s drawings is equal to the szx-month LIBOR rate
plus a premium of 460 basis points, which will cover U.S. credit risk. Though the Banco Central
may make subsequent drawings (upon the agreement of the central banks) for up to one year and
- renew drawings for six month periods, it must pay interest penalties to do so.

I am enclosing a press release that the BIS plans to issue when the BIS facility becomes

Condiﬁons to Minimize Risks to the ESF

The BIS’s agreement w:th the Banco Central contains conditions that minimize risks to -
the ESF. For example, the participating central banks and the BIS will approve eac1[1 BIS
drawing and renewal on a case-by-case basis. The participating central barks or thei BIS may
accelerate repayment should they determine that Brazil has failed to meet any condiltion of the
Credit Facility Agréement or that Brazil has failed to meet any material obligation to the IMF.
. The BIS will be repaid no slower than and at least in proportion to the IMF SRF and to the Bank
of Japan’s swap facility. : , : : A

The BIS credit facility will provide a crucial supplement to the IMF’s reform program for
Brazil and is vital to Brazil’s ability to fulfil its economic and financial plan, which |we believe is
achievable with strong support from the U.S., other governments, and multilateral institutions.
The availability of assistance for more than six months is necessary to help ensure that further

2




‘pressure on the exchange rate of the Brazilian real does not force the Brazilian govermnment to ;
~ devalue its currency and abandon its economic and financial plan. In these unique and

emergency circumstances, it is both appropriate and necessary to make the ESF avaxlable to
guarantee the BIS facility for more than six months.

Sincerely yours,

William J. Clinton

Enclosure -

W




DRAFT

The Honorable Newt Gmgnch
‘Speaker

United States House of Representatives
Washington, D.C. 20515

Dear Mr. Speaker

The Exchange Stabilization Fund (“ESF”) is prowdmg up to $5 bﬂhon to participate in a
- multilateral guarantee of a credit facility that the Bank for International Settlements {“BIS”) is
providing to the Banco Central do Brasil (“Banco Central”). Eighteen other central banks are
guaranteeing the remainder of the BIS’s $13.28 billion credit facility, except for $350|million
provided from the BIS’s own funds without a guarantee. The BIS facility is provided|in support
of an International Monetary Fund (“IMF™) stand-by arrangement, which is.designed to help
restore firiancial market confidence in Brazil and its currency, the real, and to restore conditions
for long-term sustainable growth. Consistent with the requirements of 31 U.S.C. sec.|5302(b), I

- am hereby notifying Congress that I have determined that unique or emergency circumstances
reqmre the ESF financing to be available for more than six months.

Brale’ F mancxal Crisis

. The IMF arrangement for Brazil and the BIS famhty are important responses to Brazil’s
financial crisis. Brazil is under intense external financial pressure that threatens to unleash a.
financial crisis in Brazil and elsewhere. Brazil’s chroric fiscal weakness has left it vulnerable to
contagion from economic crises in Asia and Russia and the loss of international investor
confidence. A failure to support Brazil as it responds to this financial crisis could increase the
risk of financial instability in Brazil which could spread to other Latin American countries and to
other emerging market economies. Instability in Brazil, Latin America, and other emerging :
- markets ultimately would hurt U.S. exports and the U.S. economy. Strong support, together with
strong' policy adjustment especially in the fiscal area, will help to restore confidence and !
significantly improve the prospect of preserving stability in Brazil.

. As a member of the IMF, the U.S. has an obligation to pursue policies that are consistent
with the IMF’s goal of promoting and maintaining orderly exchange arrangements and a stable
system of'exchange values. Using the ESF to respond to Brazil’s financial crisis, in support of -
the IMF’s program for Brazil, is therefore consistent with the purpose of 31 U.S.C. sec. -




~ 5302(b)(the enabling law for the ESF): to enable the United Stat’es to take action consistent with

its obligations as a member of the IMF by making ESF credit available to a foreign government.
= OU s » T 1

The BI ] Crednt Facility and the ESF

The BIS credxt facility is part of a broad multilateral effort to support the IMJ“’S three-

" year arrangement for Brazil, totaling approximately $18.1 billion, which the Executive Board of

the IMF approved on December 2, 1998. The IMF is providing its package through credit -
tranche policies and the Supplemental Reserve Facility (“SRF™). Through the Bank|of Japan, the
Government of Japan is providing a swap facility of $1.25 billion to Brazil under terms .
consistent with the terms -of the BIS facility. In addition, the World Bank and the Inter-Amencan ~
Development Bank will be prov1d.mg up to $9 billion in assistance to Brale

Drawmgs under the BIS facility mature in six months, with an option for addmonal six-
month renewals. The Banco Central will be making drawings under the BIS fac1hty in the same
propomon as its purchases from the IMF’s SRF, and the Banco Central’s first chawmg under the -
facility may not exceed $4.18 billion. This amount will proportionally not exceed the _proportion
of Brazil’s first purchase under the IMF SRF in relation to the total amount of the SRF. The . |
ESF’s “share” of that first drawing will be up to approximately $1.62 billion (based |on the ESF’s
percentage share of the overall BIS facility — 5/13.28). .

The interest rate on the Banco Central’s drawings is equal to the six-month LIBOR rate -
plus a premium of 460 basis points, which will cover U.S. credit risk. Though the Banco Central
may make subsequent drawings (upon the agreement of the central banks) for up to one year and
- renew drawings for six month periods, it must pay interest penalties to do so.:

lam enc]osmg a press. release that the BIS plans to issue when the BIS facility becomes
effective. , ‘

Conditions to Minjmize Risks to the ESF

The BIS’s agreement with the Banco Central contains conditions that minimize risks to
the ESF. For example, the participating central banks and the BIS will approve each BIS
- drawing and renewal on a case-by-case basis. The participating central banks or the BIS may
accelerite repayment should they determine that Brazil has failed to meet any condmon of the
Credit Facility Agreement or that Brazil has failed to meet any material obligation to the IMF.
. The BIS will be repaid no slower than and at least in proportion to the IMF SRF and to the Bank
of Japan’s swap facility. A

The BIS credit facility will provide a crucial supplement to the IMF’s reform program for
Brazil and is vital to Brazil’s ability to fulfil its economic and financial plan, whichl/we believe is
achievable with strong support from the U.S., other governments, and multilateral institutions.
The availability of assistance for more than six months is necessary to help ensure that further

2




 Enclosure -

pressure on the exchange rate of the Brazilian rea/ does not force the Brazilian government to -

emergency circumstances, it is both appropnate and necessary to make the ESF avaﬂ
gu.ara.n‘if:ia the BIS fac1hty for more than six months

: Smcerely yours, |

William J. Clinton

- devalue its currency and abandon its economic and financial plan. In these unique and

a.ble'?to ,
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PRESS RELEASE

Multilateral financial assistance to the Banco. Central do Brasil

Wxthm the framcwodc of an international ﬁn:nml support programme for Brezil, thc BIS is
coordinating a Credit Facimy of up-to USD 13.28 billion in favour of the Hanco Central do Rrasil,
with the backing of 19 participating ccatral banks: Danque Nationale de Belgique, Baok of CL.uad&,
Dacmarks Nationalbmnk, Devtsche Bundesbank, Bank of England, Banco de Espada, Suomen
Punkh Finlands Bdnk, Banque de France, Bunk of Grezee, Central Bank of Ireland, Banca djlalia, -

-Baaque Centrale du Luxembourg, Qstemeichische Nat:onalbank, De Nederlandsehe Bagk NV,
Baico de Portugal, Schweizerische Nationalbank, Sveriges Riksbank, Federal Reserve Bank of New
York, as represeatative of the US Department of the Treaswy and Norges Bauk.

This Facility, together with a parallel Facility nf ISP 1.25 hillinn granted by the Japanese

sullionitics, bevawe effective [today] [on ... 1998) and lias # disw-down period lasting ane year.

- Drawings are linked to disbursements under the IMF's Supplemental Reserve Facility. A first
draw-down on the BIS Facility amounting to up to [USD 4.18 billion] is scheduled for ..., December
1993, subject to appraval by the Brazilion Senstc of a gusraatec by the Federal Republic of Brazil.

111

7



MEMOERANDUM FOR:

" SECRETARY -

FROM:

THROUGH:
SUBJECT:

TREASURY CLEARANCE SHEET

D

& SECRETARY O DEPUTY SECRE’I'ARY O EXECUTIVE

I‘\TE:

0 ACTION D BRIEFING O INFORMATION O LEGISLATION
0O PRESS RELEASE O PUBLICATION O REGULATION
0O SPEECH O TESTIMONY O OTHER

Assistant Secretary Geithner

: REVIEW OFFICES (Check when office clears)

0 Policy Management

Brazil and the ESF: Authorization to Take Steps l\lIeeded forf
Use of the ESF in Support of the BIS Credit Facility for Brazil,
~ Including “Indemnity Letter” for the FRBNY :

O Review Officer

Date

(1 Executive Secretary

[} Under Secretary for Finance 0J Enforcement
£] Domestic Finance 0 ATF O Scheduling]|
L} Economic Pulicy, 0] Custems {J Public Affaire/Liaison
3 Fiscal O FLETC O Tax Policy
CI FMS O Secret Service -3 Tressurer
T Public Debt O Geeral Counsel OE&P
O Inspector General ] Mint
CIUM&WIMWMM Oms O Savings Bonds i
L] International Affairs . 0 Legistative Alfairs
0 Management 0 Other
gocc :
NAME (Please Type) | INITIAL | DATE OFFICE TEL. NO.
INITIATOR(S) 1 - .
E. Wilsox/D. Joy E2+/ | 121898 | Office of the General Counsel 622-0929/1945
18] ‘ . '
'REVIEWERS | e .
L. McDonald seeatirhed | 215/5% Office of International Monetzxryl Policy | 622-0159
T. Dulaney v/ ! , Director, Foreign Exchange Operations | 622-2052
~ W. McGrew See, sashed | Dir., Office of Latin American and 622-2876
o Caribbean Nations ' _
D. Zelikow | see atacied DAS, Office of Asia, the Americas & - | 622-7222
o _ : Africa , o .
C. Atkinson secakadid DAS, Int’] Monetary & Financial Policy | 622-0489
R. Sinifield See j:«J DAS, Legislative Affairs 622-1960
R. Munk g | | Asst. General Counsel, Int'l Affairs | 622:1899/1949
E. Knight . Fall | [ General Counsel 622-0287
L. Robertson LJ%;/ _ 2—13 / Asst. Secrctary, Legislative Affairs 622-1920
T. Truman - gY e }»f 2% Acting Principal Deputy: Asst. Secretary | 622-1270
- T. Geithner 44 | Asst. Secretary, Int’l Affairs 622-0656.
SPECIAL INSTRUCTIONS ,
Date
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MEMORANDUM FOR:
" SECRETARY

TREASURY CL_EARANCE SHEET

0 SECRETARY O DEPUTY SECRETARY O EXECUTIVE

|

Nq.
DATE:

0 ACTION O BRIEFING O INFORMATION O LEGISLATION
. O PRESS RELEASE (] PUBLICATION O REGIEATIION

0 SPEECH 0O TESTIMONY O OTHER

- FROM: Assistant Secretary Geltlmer
THROUGH: - .
SUBJECT:  Brazil and the ESF: Authorization to Take Steps Needed for -
: Use of the ESF in Support of the BIS Credit Facility, for Brazll,
Including “Indemmty Leﬂer” for the FRBNY
REVIEW OFFICES (Check when office clears) -
DUnderSecre&qlorF‘maaoe 0O Eaforcemnent O Policy Management
O Demestic Flance - DATF O Scheduling
O Economic Pelicy O Customs [J Public Affalrs/Lisison
O Fiscal O FLETC O Tax Policy '
OFMs O Secret Service - O Treasurer
O-Poblic Debt {0 General Counsel COE&P
O Inspector Geveral _ OMit |
O Under Secretary for International Alfairs: OIS O Savings Bands - -
O tnternational Affairy O Legisiative Affairs ‘
O Management O Other
0O oCcC -
NAME (Plezse Type) INITIAL | DATE OFFICE TEL. NO.
INITIATOR(S) | o -
E. Wilcox/D. Joy K1Y | 12898 | Office of the General Counsel 622-0929/1945
L. McDonald t?%?ﬁ’ ¢ ’7/ ¢¢ | om ice of International Monetary I{’ohcy 6220159
T. Dulaney A g Director, Foreign Exchange Operanons 622-2052
- W. McCrew st | 1Y/ ¥/73) pir., Office of Latin American and 6222876
f e ‘ Caribbean Nations o
D. Zelikow m;l ‘ DAS, Office of Asia, the Amencas & 622-7222
, . T Africa ‘
C. Atkirson A |(1/87%| DAS, Int'l Monetary & Financial Pohcy 622-0489
R. Sinkfield v/ DAS, Legislative Affairs 622-1960 »
R. Munk Asst. General Counsel, Int’l Affairs 622-1869/1949
"E. Knigit General Counsel 622-0287
L. Robertson | Asst. Secretary, Leglslauve Affauls 622-1920
-~ T. Truman Acting Principal Deputy Asst. Secretary. | 622-1270
- T. Geithner .- Asst. Secretary, Int't Affairs - - , 622-0656 " -
SPECIAL INSTRUCTIONS | B
{1 Review Officer Date 0 Executive Secretary Date
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