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DEPARTMENT OF THE TREASURY 


WASHINGTON, D.C. 


SECRETARY OF THE TREASURY 

December 1, 1998 

The Honorable Al Gore 

President 

United States Senate 

Washington, D.C. 20510 


. Dear Mr. President: 

The Intennatiorial 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 under the New 

I 
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 

I 

the New Arrangements to Borrow. 	 ·1 

1 

Sections 17(a) and (b) of the Bretton Woods Agreements Act, 22 U.S.C. 286e-2 (amended by the 
I 

Foreign Operations, Export Financing, and Related Programs Appropriations Act, 19,99), 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 resource~ 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 Ted Stevens 
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 

http:1,961.40
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DEPARTMENT OF, THE TREASURY 


WASHINGTON, D.C. 


SECRETARY OF THE TREASURY 

December 1, 1998 

. i 
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 app,roximately 
Special D:rawing Rights 9,1 17.36 million to Brazil to be financed by borrowing under!the New 
Arrangements to Borrow. As part ofthls financing, the United States has been requested to 
provide an amount equivalent to approximately Special Drawing Rights 1,961.4 mi1li~>n under 
the New Arrangements to Borrow. 1 
.' 	 . . . I 
Sections 17(a) and (b) of the Bretton Woods Agreements Act, 22 U.S.C. 286e-2 (ame~ded by the 
Foreign Operations, Export Financing, and Related Programs Appropriations Act, 199,9), require 
that, prior to activation of the New Arrangements to Borrow to help support the IMF'g financing 
package for Brazil,the Secretary of the Treasury certify that supplementary resoW'Ces :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: 	 Th,e Honorable Bob Livingston 

Th,e Honorable David R. Obey 

Th,e Honorable James A.. Leach 

Tht:: Honorable John J. Lafalce 


----.---- ­



DEPARTMENT OF T.HE TREASURY 
WASHINGTON, D.C. 

SECRETARY OF THE TREASURY 

December 1, 1998 

The Hono:table Michel Camdessus 
Managing Director 
International Monetary Fund 
Washington, D.C. 20431 

Dear Mr. Camdessus: 

Thank you for your communication ofNovember 27, 1998, in which you request fomal 
acceptartc(! of the proposal to activate the New Arrangements to Borrow (NAB) in coqnection 
with the proposed IMP program for Brazil, and set forth proposed calls on the credit lines of 
NAB participants. 

I hereby inform you that, contingent upon approval by the Executive Board of the IM~ prognim 
for Brazil, the United States agrees to the proposed ac~ivation ofthe NAB, and to the proposed 
calls on the United States totaling a dollar amount equivalent ofSDR 1,961,401,293. : 

Sincerely, 

-I 
I 

Robert E. Rubin 

, 

i 
. ~ 
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., DEPARTMENT OF THE TREASURY 
WASHINGTON 

ASSISTANT SECRETAI'fV 

MEMORANDUM FOR SECRETARY RUBIN 

FROM: 	 Timothy F. Geithner ~,.~ 
Assistant· Secretary (International Affairs) 

, 
I 

I 
ACrrION 

SUBJECT: 	 Activation of the NAB for Brazil 

ACTION-FORCING EVENT: 
I 

The Managing Di~ector of the fnternational Monetary Fund ("IMF") has requested th~ activation 
of the New Arrangements to Borrow ("NAB") to help support the IMF's financing package for 
Brazil and, specifically, that the United States accept proposed calls totaling Special Iprawing 
Rights ("SDR") 1,961,401,293. Before notifying the IMF that we agree to the propo~ed 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. 

REcoMMENDATIONS: 
: 
I 

1. That you sign the letters at Tab 1 to the President of the Senate and the'Speaker of the House 

certifying that the requ~ents of Sections 17(a) and (b) of the B W AA have been mft. 


Agree _V_ Disagree __ Let's discuss 	 I 
" 

, 2. That you sign the letter ,t Tab 2 to the Managing Director of the IMF infonning qim that, 
contingent upon approv by the Executive Board of the IMF of the Brazil program, the United 
States agrees to the n posed activation of the NAB and calls on the United States. : ' 

Agree_,__ Disagree __ , Let's discuss 

BACKGROUND: 

I. rertification Requirement 

, '. ' " 	 ' I 
Sections 17(a).and (b) ofthe BW AA, as amended in 1998 by the Foreign Operations, Export 

Financing, and Related Programs Appropriations Act, 1999, include a'two-prong requirement 

that the Secretary of the Treasury certify, prior to activation of the NAB, that "supplementary 

resources are needed to forestall or cope with an impainnent of the international mo~etary 

system ,md that the Fund has fully explored other means of funding ..." 


I 
,,~... j

EXECUTIVE SECRETARIAT 
I 



, . ,.' 

2 


With respe,::t to the first prong of the requirement -- that "supplementary resources are ~eeded to 
forestall or cope with an impairment of the international monetary system ...", the wriften 
communications from IMF Managing Director Michel Camdessus to the representatives of the 
NAB partieipants at Tab 3 confim that the IMF believes that this condition has been ~et; 

. 
. 	 I

! 
With respect to the second prong, requiring that "the Fund has fully explored other means of 

. 	 I 

funding ...", the letter from Managing Director Camdessus at Tab 4 confirms that the IIMF has 
explored other means offunding and concluded that such other means are not availabl~. The 
letter also notes that "in reaching this conclusion the Fund has taken into account not o;nly the . 
urgency of the request by Brazil, but also the financing to be provided to Brazil by multilateral 
development banks and also the amount of bilateral financing to be provided through the Bank 

. I 

for International Settlements totaling approximately $14.5 billion." . I . 
As for the timing of Treasury' s certification to Congress on the above points, although; Congress 
did not define "activation" in the BW AA or in the legislative history of this provision,iour 
interpretation is that certification should come before we formally notify the IMF that the VB. 
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 ,he IMF 
notification letter. Both the congressional certification letters and the IMF notjficatio~ letter 
should be transmitted on Monday, November 30. This will allow the IMF sufficient dme to 
circulate documents in advance of the Executive Board meeting on the Brazil program, currently 
scheduled for Wednesday, December 2. . I

I 

. 	 I 

. 	 I 
Once the U.S. has agreed to the IMF's proposal to activate the NAB on behalf of Brazil, the IMF 

I 

may make one or more additional calls on the U.S.'s credit line within the scope ofthi,s proposal. 
Because the U.S~ already will have approved theIMF'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 ealls on the NAB for Brazil, Treasury will not need to provide additional ce~ifications 
to Congress before responding to subsequent calls. I 

II. Justification for Activating the NAB for Brazil 	 . 

The NAB can be activated for a non-participant country, such as Brazil, ifthis is nece1sary to 
deal with '''an exceptional situation associated with balance of payments problems of Ihembers of 

. 	 I 

a character or aggregate size that could threaten the stability of the international mone~ary 
system." [n addition, the NAB can finance a transaction for a non-participant only to support an 
upper credit tranche program entailing high conditionality. i

I 

It is Treasury staffs 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 pressurb that 
threatens to unlea~h a financial crisis in Brazil and elsewhere. Brazil's chronic fiscal ~eakness 
has left it vulnerable to contagion from economic crises in Asia and Russia and the loss of 
international investor confidence. Strong support, together with strong policy adjustrrtent 

. 	 I 
I 



:,'. It, ,o.. 

3 I 

I 
especially in the fiscal area, will help to restore investor confidence and significantly iniprove the 
prospect of preserving the stability of the real. The stability of the real and the successiof 
Brazil's economic reform program are crucial to prevent the spread of financial turbulence in 
Latin America and other emerging market economies. . ! 

. . I 

lII. SQecifics o[the Brazil Program and NAB Activation . i. 
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 amooot 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 provided 
under the SRF will come from the NAB. The United States will contribute a total of SDR 

J 

1,961.40 million (about $2,718.91 million). . 

The first call on NAB participants amounts to SDR 3,256.20 million, of which the Unifed States 
share amounts to SDR 700.50 million (about $971.04 million). We expect that, assuming 
Executive Board approval of the Brazil program on December 2, Brazil will immediat~ly draw 
down the entire amount made available under the first call. A second call could occur after 

i 
December 15. The size of the U.S. contribution to 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). '. I 

, 
. Repaymem and Interest Premium Issues. Recently, NAB participants and IMF management 
have been involved in rather contentious discussions about repayment and interest premium 
issues: (1) when NAB participants can expect to be repaid from the IMF; and (2) howito 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 ESAFIHIPC Trust. . I 

I. 
I 

Regarding the first issue, Germany had argued strongly that the Managing Director sh9uld make 
a commitment to repay NAB participants as soon as the quota increase becomes effect~ve and the 
bulk of the new quota resources has been paid in, most likely in mid- to end-January. jfhe NAB· 
agreement provides for repayment within five years ooless the country that "purchase~" (draws 
on) funds provided by the NAB, Brazil in this case, agrees to "repurchase'~ (repay the IMF) 
earlier than five years. The IMF may, at its discretion, repay earlier than these dates. Managing 

I 

Director Camdessus resisted a commitment to early repayment on legal grounds and IMF 
liquidity considerations. Specifically, he argued that the NAB agreement does not prJvide for 
early repayment other than the case of a country making an early repurchase (Le., earl~ 
repayment triggered by a quota increase is not contemplated), and that repayment imrriediately 
after the quota increase would leave the IMF with a relatively weakliquidity position. IThe U.S. 
supported a solution that provided for the possibility of early repayment, that did not Ibck the 

I 
I 
I 
J 
I. 

http:3,256.20
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IMF into a commitment that would compromise its liquidity position, and that was consistent 
with the NAB agreement. In the end, the following compromise .was reached: ! 

I 
I 

The Managing Director will initiate procedures for early repayment immediately after the 
quota increase takes effect and the bulk ofthe subscription has been paid iIi, arid 
with the presumption that the Managing Director will not make further calls, $less NAB 
pai1icipants decide otherwise in light of the liquidity situation at the time. i . 

. .. . i 
Regarding the interest premium issue, discussion focused on paragraph 9(a) of the NAB 
agreement which provides that . I 

I 
[t]he 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 spdcial

. I 

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 ofNAB activation for Brazil, the compromise reached was that theIMFI 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, augmerited by one­
third of an increase of 50 basis points for each further six-month period thereafter up to a 

I 

maximum increase of one-third of200 basis points. ! 
, i 

i 

It was also concluded, contingent upon unanimous agreement among NAB lenders by end­
January, that the IMF will transfer to the ESAFIHIPC Trust an amount equal to 100 basis 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 incr~ase of 50 
basis points for each further six-month period thereafter up to a maximum increase of one-third 
of200 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 obligations 

. to the IMF. This outcome is the product of lengthy, sometimes contentious discussiohs among 
NAB paI1.icipants and IMF management, and subsequently among Executive Board ~embers. 

, Between now and end-January we need to decide whether, as a legal and policy matt~r, we can 
agree to such a transfer to the ESAF/HIPC Trust. We will prepare an analysis and : 
recommendation for you. ' 

. cc: Deputy Secretary Summers 



't"-: ....... 

5 

Attachment~ 	 i 
I 
I 
; 

Tab 1: 	 Proposed letters to the President of the Senate and the Speaker of the H9use 
certifying that the requirements of Sections 17(a) and (b) of the BWAA have been 
m~ 

. I 

I 
I 

Tab 2: . Proposed letter to the IMF Managing Director. 

Tab 3: 	 Copy of written communications from the IMF Managing Director to 
representatives ofNAB participants regarding activation. 

I 
I 

Tab 4: 	 Letter from the IMF Managing Director confirming that the IMF has explored 
other means of funding and NAB activation is stiH necessary. ' 



Addressees for Congressional Certification Letters (NAB Activation) 

The Honorable Newt Gingrich 
Speaker 
U.S. Houst: of Representatives 
Washington, D.C. 20515 

Vice President Al Gore 
President (if the Senate . 
Old Executive Office Building 
Washington, D.C. 20501 I 

I 

CourtesyCopies 

The Honorable Bob Livingston 

Chainnan 

Committe(: on Appropriations 

U.S. Bousle of Representati ves 

Washington, D.C. 20515 


The Honorable DavidR. Obey 

Ranking Minority Member 

Committee on Appropriations 

U.S. House of Representatives 

Washington, D.C. 20515 


The HonoJrable James A. Leach 
Chairman 
Committee on Banking and Financial Services . 
U.S. House of Representatives 

. Washington, D.C. 20515 

The Honorable John J. Lafalce 

Ranking Minority Member 

Committele 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 
Washington, D.C. 20510 

The Honorable Joseph R. Biden 
Ranking Minority Member 
Committe(: on Foreign Relations 
U.S. Senate 
Washington, D.C. 20510 

The Honorable Alfonse M. D'Amato 
Chairman 
Committee on Banking, Housing, and Urban Affairs 
U.S. Senate 
Washington, D.C. 20510 

The Honorab)e Paul S. Sarbanes 
Ranking Minority Member 
Committee on Banking, Housing, and Urban Affairs 
U.S. Senate 

Washington, D.C. 20510 


The Honorable Ted Stevens 

Chairman 

Committee: on Appropriations 

U.S. Senate 

Washington, D.C. 20510 


The Honorable Robert C. Byrd 

Ranking Minority Member 

Committee on Appropriations 

U.S. Senate 
Washington, D.C. 20510 
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Attached are docwnents relevant to the discussions about Brazil. 

1. Keyoutstanding issues k U; ""'"-'I}\ ~-t,­

2. Terms of reference for using the ESF . y--. r) .... "l..<.r' _.J (\..~...... -c.). 

3. Brazil external financing requirements 

~~I-. l~ I c-J .4. Brazil. financing table 
r-Y" L-----.) (l~ I .t1 

5. Distribution of bilateral contributions }N .....t5.. 

6. Brazill fiscal agreement with the IMF 
l.J S-.. W-t ~ -C ~ 

~ J..- ~ t¥-... .. 7. Daily net outflows of reserves 
t.J~. ~ """­

8. Interest rate proxies ~. 
L!~ .....t;J.~ 

9. Brazil external debt stock and amortization schedule 

~ 
10. Brazil external debt to banks 

:.U..-. ~...J.. c.-. L.l~.,. 
11. U.S. trade and investment with Brazil ...J ~ :::r::..;. 

Ii--" ~ ~ ~4 
~tt.l .... .. c....s ~ 
~. 
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CHECKLIST OF BIiAZIL ISSUES 
1. Brazil policies: 
a. fiscal. size, composition, achievability, prior acti9ns. questions: amount of"conce~sions;" 
why so little additional adjustment in 2000 and 2001; why do total primary surpluses :in 2000 and 
200 1 rise less than additional fiscal measures in those years. 
b. monetary policy. what is monelary policy in program? what is ruie on NDA? 

c. exchange rate 

d. transparency and reporting on futures expo sue and foreign reserves position 


2. Official financing: 

size, modality, and timing ofIMF, WB, IDB, and bilateral 

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

-- WB and lOB: disbursement schedule and type of programs. I 

-- bilateral: total size; distribution by country; size of initial disbursement; BIS term sheet, 

including ,charges and reserve floor rule; acco~odation of non-cash contributions, cl.g., Japan; 

privatization badcing; CRNUSAID arrears 


3. Private sector participation: 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 whdt should be 

the role of regulators; what is link between success of bank initiative and willingness!to provide 

support; coverage and conditions of bank commitments; non-bank creditor involvement? 


brzchk 10128 
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. I 
TERM SHEET FOR BIS-COORDINATED SUPPORT FOR BRAZIlL 

GENERAL: In light of Brazil's economic and financial situation and the effect ofrecLt 
international financial events, the BIS, acting on behalf of certain monetary authoritieJ (the "BIS 
Participants") [and as agent for certain other monetary authorities (the "Other Participdnts"), 
together "the Participants"], is prepared to provide short term financial assistance in support of 
the IMF aITangementfor Brazil, through a credit agreement between the BIS and Bratn, [and] a 
substitution agreement among the BIS and the BIS Participants, [and separate agreemJnts 
between each Other Participant and Brazil.] I 
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 t~e 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 Goveriunent bf Brazil, 
that could be rolled over, in whole or in part, at the discretion of the Participanfs for 
additional six-month periods. Maturity of the facility woutd parallel that ofth~ IMF SRF, 
as amended from time to time. 

Notwithstanding the above, no roll-over or drawing may take place if a repurcnase under 
any IMF arrangement is required to be made within the following 180 days or i!ian 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 UBOR), plus an appropriate guaranty premium determined 
by the Participants that is no less than [450]basis points. . . I 
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 Ipoints 
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 premihm of \ 
[50] basis points when the total amount outstanding under the bilateral facility will incr~ase 
beyond an l:lmount equaJ to [75J% of the total amount offered under the bilateral facilit~. 
Notwithstanding the above, the guaranty premium shall not exceed [550) basis points. I . . I 
CONDITIONS TO EACH DRAWING AND ONGOING OBLIGATIONS: Determination by 

I 

the Participants before each drawing or roll-over that (a) Brazil needs short-term financing to 
supplement financing provided by the IFIs and to support the IMF Program, the Partici~ants 
having made this particular finding based on consultations with the IMF Managing DirJctor; (b) 

. . I 
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a drawing or roll-over would be appropriate; and (c): 
1. 	 The IMF Managing Director has provided written notification that either (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-overslor 
subsequent drawings, Brazil remains eligible to make purchases as s~heduled under the 
IMF SRF. 

2. 	 [Backing mechanism acceptable to the Participants using proceeds from future 
privatizations of Brazilian enterprises.] 

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

4. 	 Brazil has fully explored, and has taken all necessary steps to gain maximum access to, 
new private market financing and the maintenance of an appropriate degree of ekisting . 
finailcirtg. . . 

5. 	 [Brazil has agreed to maintain its gross international reserves at an appropriate level 
above the total amount to be offered under the facility, so as to provide adequatJ comfort 

to the participants.]. . 	 . . '. I . 
6. 	 Bra2:il has provided and will continue to provide regular reports on reserves, and other 

financial and economic information as requested by the IMF and the Participantk, 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 aboye, or is in default under any of the IFI agreements. 

9. 	 Negative pledge' and pari passu clauses. 
, 
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I. Brazil external financine requirements (billions): Treasury estimates 
04 1998 1999 Total 9804-99 

Requirements: 
Current account deficit $10 $25 $35 
MLT amort $5 $25 $30 

multilatt:ral $0.3 $1.8 $2 
govt. agencies $0.6 $1.7 $2.3 
buyers credit $0.9. $7.1 $8 
suppliers credit $ 0.8 $5.2 , $6 
loans/notes $1.5 $7 $8.5 

banks $1.1 $5.9 $7 
intercompany $0.3 $1.1 , $1.4 

bonds $1.2 $2.3 $3.5 
Short-term debt $36 nla $36 
o/w res 63 $1 $5 $6 
TOTAL USES $101 

Sources: 
Foreign direct investment $5 $18 $23 
Rollover 50% of mit amort. $4 $12 $16 
Rollover short-term bank debt $30 

(ex. res 63) 
TOT AL SOURCES $69 

EXTERNAL FINANCING GAP $32 
Foreign exchange reserves 10/20/98 $46 

Notes: . ' 	 .' I 
1. To the extent import financing is not rolled over, that should imply a reduction in the current 
account deficit by some fraction ofthe lost import financing. .1 

2. Many Brazil external corporate bonds have a provision whereby holders can put them back to 
t~e ,issuer on speci~:d dates, In 98Q4 $1.2 billio? become,s eligible t~ be put; in 1999 \$6,~ 
bIllIOn becomes ehglb1e. Those amounts are not mcluded m the medIUm- and long-term 

amortization figure above: ,. . . .'. \ . . 
3. The table assumes foreIgn portfoho eqUIty holdmgs, $20 billIon at end-August, are rolled over. 

II. IMF Preliminary Estimates of External Financine Requirements ~or 04 1998J1999: 
.Requirements: Current account deficit $33 .. 

MLT Amort. $36 . 
Sources: 	 Foreign Direct Investment· $18 

ML T Amort rollover $20-23 
Gap $27-31 

(Assumption: All short-term debt is roJled over.) 

10121198 
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Brazil: Financing Table 
(billions of US dollars) 

.. ----~-.. - ----..'_.- --~'--

IIMF IMF IMF WB* IDB· 
SBA Supple- Total 

mental ---_..-------.".....­
Q498 0.55 5 5.55 

-~ ",.~.... -.,_._--._ .. 
Q199 0.55 5 5.55 

Q299 0.55 5 5.55 

Q399 0.55 0 0.55 0.7 0.4 

Q499 0.55 0 0.55 0.8 0.4 
-. -----_.,_.------"' 

2000 1.925 0 1'.925 1.5 0.4 

0.8 1.25 

0.4 0.6 

0.3 0.6 

5 

5 

4 
, ...... -_.. ..­ .. "--"'--" 

Total 

1.55 24.15 

0.45 34.6 
... ,._-" -,---_ ... 

,-,,' ..... ,--_. 

Bilateral :Curnulative, 

0 1.65 36.25 
---- -- _._-_."... 

0 1.75 38 

0 3.825 41.825

-----_.'-, ...~-"- .......------.... , .- .-~ --'...-'.-'" ...._.- . 

2001 0.825 0 0.825 0 0 0 0.825· 42.65 
-~'''-'-''~--'-'--

Total 5.5 15 20.5 4.5 3.65 14 
• w •• __ •• _. __,._~~_. ,_~..... _. , ..,-----_..__ . 

" - . .. -_._.. --- ­

WB: $4.5 billion over 3 years, $3 b. disbursed in 1998-99. 


IDB: $3.65 billion over 3 years; $3.25 h. disbursed over next 12 months. 


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


October 28, 1998 
brafin.wpd 



Distribution of Bilateral Support to Brazil 
(billions of $ US) 

us 5.0 
,.,._----_._-- ....--.-----..-----.--..--..------+~-
. European G4 •• $1 ~25 ea. 5.0 

(UK, France, Germany, Italy) 
-------" 

Japan 1.5 

Canada 0.5 
.~.'- -- ...._-_ ....._......._-----'-­

Spain 0.75 
--- -_...._-_._-------­

Small European countries _. $0.25 ea. 1.25 
(Austria, Be1giwn, Netherlands, 
Portugal, ?) 

Total 14.0 . 

October 28, 1998 
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Brazil: Fiscal Agreement with IMF 

(in percent of Gnp) 

Total public sector surplus 
Federal surplus 
States and municipalities 

Baseline public sector balance . 
Baseline federal primary balance 
Baseline ~tate/municipal primary balance 

Total measures to achieve program 
Federal 
State/municipal 

Breakdown of federal measures -­

Federal level 
Expenditure cuts 
L Revenue sharing 
L Civil service reform 
C Social security reform 

Other 

Tax increases 
L Social security contributions 
L Excise ansi corporate taxes 
L Financial transactions tax 

Unspecified 

'.l22.2 2000 2001 

. +2.6 +2.8 +3.0 
+L8 +2.0 +2.3 
+0.8 +0.8 +0.7 

·1.84 
-1.6 -1.9 -2.0 
-0.24 

+4.44 
+3.4 +4.05 +4.35 
+1.04 

1999 . 2000 2001 

3.13 4.05 4.35 
1.38 2.0 2.3 

, p.O 0.2 0.2 
0.05 0.2 0.2 
0.33 0.6 0.9 
1.0 1.0 1.0 

1.75 2.05 2.05 
0.6 0.9 0.9 ' 
0.25 0.25 . 0.25 
0.9 0.9 0.9 

0.27 

Note:-L means measure requires simple legislation; C means constitutional amendment required. 


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 onpi'ogram. 
3. Prlese~t to Congress legislation allowing taxation ·of financial transactions. 

October 28, 1998 



Brazil: Dally Net Outflows of Reserves 
(millions of US dollars) 

Commercial Floating Total Stock of FOI 

market market reserves' inflows 

1-Sep -653 -660 . -1,313 66,020 
2-Sep -704 -452 -1,156 64.864 
3-Sep -694 -635 -1.329 63.53!$ 
4-Sep -1,127 -1,791 -2.918 60,617 
8-Sep ;-632 -255 -887 59,730 
9'Sep -800 -336 -1.136 58.594 

10-Sep ·1,445 .a14 -2,259 56,335 
11-Sep -949, -753 -1.702 54,633 
14-Sep -369 -529 .a98 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 . 52.144 
21·Sep -349 -169 ·518 51.626 
22-Sep -462 -57 -519 51,107 
23-Sep -360 -164 -524 50,583 
24·Sep -103 -20p -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 

, 1-0ct 3.181 -395 2,786 48,624 3,885 
2-0ct -331 -349 -680 47,944 
5-0ct -206 -130 -336, 47,608 
6-0ct 195 ·94 101 47,709 
7-0ct -67 -124 ' ·191 47,518 
8-0ct -296 ·154 -450 47,068 
g-Oct ·290 795 505 47,573 850 

13'Oct ·549 ·102 -651 46.922 
14-0ct -300 ·140 -440 45.382 
15-0ct ·133 -207 -340 45.042 
16·0ct, 239 -338 ·99 44,943 
19-0ct -102 -143 -245 44.698 
20-0ct 1544 ·198 1,346 46,044 1,400 
21-0ct -163 -243 -406 45.638 
22-0ct -366 ·102 -468 45,170 
23-0ct ·275 -159 -434 44,736 
26-0ct 135 -159 ·24 44,712 
27-0ct ·337 ·107 -444 44,268 
Total 1,879 -2,349 -470 

, F~eserve 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. 

INUOcl. 28, 1998 
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Brazil: Interest Rate Proxies 

. Spot dollar 3 mo. dol/ar Implied 3 mo~ Fixed real Fixed dollar Implied 3 mo. Fixed-interest 6 mo. Dollar-indexed 6 mo. Brazilian Eurobond 
exchange futures expected rate 3 mo. swap 3 mo. swap expected rate government bond government bond maturity in 2001 

rate contract of depreciation rate ("!o) rate (%J of depreciation annual yield ("!o) annual yield ("!o) yield ("!o) spread (bps) 
(annualized) (annualized) at initial auction at initial auction 

..... "'"......,Aug.S7 1.0919 1. I 1::11 9.82 ·21.1 iO.8 &.2 10. i na . na ta9 
Sept 97 1.0960 1.1258 10.47 20.1 8.9 11.0 10.2 na 7.6 178 

Oct. 97 1;.1027 1.1510 16.60 . 36.7 13.6 20.3 40.3 9.0 . 11.7 501 

Nov. 97 1.1095 1.1610 17.55 405
38.5. 15.1 20.3 40.5 9.8 9.9 
Dec. 97 1.1160 1.1635 16.15 35.7 15.0 18.0 34.5 14.4 9 329 
Jan. 98 1.1234 1.1630 13.47 32.6 14.9 15.4 26.9 13.6 (12 mos.) 8.4 304 
Feb. 98 1.1300 1.1615 10.73 28.1 14.9 11.5 29.9 14.4 (12 mos.) 7.6 202 

. Mar. 98 1.1370 1.1670 10.17 22.5 10.3 11.2 26.5 (1 mo.) 12.5 (12 mos.) 7.8 215 
Apr. 98 1:1443 1.1718 9.28 23.5 12.7 9.6 25.3 (3 mos.) 11.6 7.9 222 
May 98 1.1501 1.1861 12.01 26.1 11.9 12.6 26.7 11.9 8.8 322 
June 98 1.1565 1.1905 11.30 22.6 9.9 11.6 *20.7 12.6 (3 mos.) 8.7 311 
July 98 1.1630 1.2220 19.10 19.5 9.5 9.7 *19.7 13.2 (36 mos.) 7.9 239 
Aug. 98 1.1765 1.2500 23.26 27.8 12.8 13.3 *29.8 14.1 20.7 1558 
Sept. 98 1.1856 1.2750 27.74 34.5 15.1 16.8 *40.3 (9 mos.) 22 (12 mos.) 16.6 1217 
1-0ct 1.1810 1.2345 17.530 35.3 14.7 17.9 16.5 (21 mos.) 17.3 1306• 

8-0ct 1.1877 1.2347 16.71 33.5 12.1 19.1 *40.6 (9 mos.) 14.8 (21 mos.) . 16.6 1225 
9-0ct 1.1845 1.2280 15.74 32.8 12.8 17.7 15.9 (48 mos.) 15.9 1135 
13-0ct 1.1877 1.2238 13.79 "41 (9 mos.) 15.4 1097 
14-0ct 1.1885 1.2244 13.89 15.5 1105 
15-0ct 1.1886 1.2265 14.83 . *41.3 (4 mos.) 16.8 (22mos:) 15.2 . 1080 
16-0ct 1.1886 1.2269 15.19 14.8 1060 
19-0ct 1.1899 1.2256 14.77 14.3 1014 
20-0ct 1.1896 1.2253 14.98 *41.8 (9 mos.) 13.9 963 
21-0ct 1.1899 1.2257 15.24 13.5 918 
22-0ct 1.1905 1.2252 14.99 *41.5 (4 mos.) 16.4 (23 mos.) 13.2 887 
23-0ct 1.1911 1.2240 14.44 12.9 848 
26-0ct '1.1913 1.2236 14.85 13 855 
27-0ct 1.1918 1.2250 15.49 

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

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

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

•• Bre~ in expected depreciation due to change from contract expiring in December to contract expiring in January, meaning that days to contract expiration 
increase from 2 months and 1 day to 90 days. Oct. 28. 1998 



I. 	 Brazil: External Debt Stock (latest) 
(millions of SUS) 

December 1997 August 1998 est. 
Total external debt 199,998 232,271 

Medium and long-term 163,283 195,586 
Non-financial public sector 78,381 ·.78,953 
Private sector 84,902 116,633 

Short-term' 36,715 36,685 
Non-financial public sector 5,737 4,694 

Central Bank 42 0 
Credit lines 5;695 4,694 

Private sector 30,978 31,991 
Commercial banks 26,501 26,000 

II. 	 Amortization Schedule 
(millions of SUS) 

1998 Q4 ·1999 
Total 5,327 25.102 

Multilateral 278 1,783 
Government agencies 601 1,773 1 

Buyers 	 981 17.062. 
Suppliers 814 5.235 
Currency loans 	 1,448 6.964 

1. 

Banks 1,148 5.851 . 
Intercompanies 300 1.113 

Bonds (sovereign) 1,198 2,253 
Other 7 32 

1 All short-term debt is to commercial banks. Brazil Central Bank says 
virtually 100% of this is trade finance. 



1111. External Debt Stock Dec. 1997 (more complete breakdown) 
(millions of $US) 

Total Medium and long-term 163,736 

Public sector 85,512 
Bonds 49,070 
to Paris Club 10,760 
to Multilateral 9,445 
to Banks 10,978 
Other· 5,259 

Private sector 78,224 
of which: notes/bonds 36,903 
Non-bank 57.131 

Multilateral 1,781 
to banks2 37,058 

of which: trade finance 7,295 
suppliers credits 10,075 
intercompany 6,880 
other 1.337 

Bank 21,093 
to banks 20,480 

of which: Commercial paper 2,809 
Trade finance 3,495 

Intercompany 141 
Other 472 

Total Short-term 36,260 

Public sector 9,154 
to bank.s 9,112 

credit lines to public enterprises 5.695 
Private sector 27,106 

to banks 27,056 
credit lines 23.083 
other 4.023 

2 Brazil classifies private Eurobond issues as owed to foreign bank.s. 
However, a large portion of those are only intermediated through banks 
and held by the foreign non-bank sector. Therefore actual exposure to 
banks should be Significantly smaller. . 
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Brazil: External Oebt to Banks 
(millions of SUS) 

Total medium and long-term debt to banks 

Private 

1/ notes/bonds 

commercial paper 

buyers credits 

loans 


Public 
1/ notes/bonds (of public companies) 
buyers credits 
loans 

Short-term 

2( Credit lines 

to private banks 

to public enterprises 

to public banks 


Resolution 63 

Total. 

NOTES: 

December 1997 

68,516 

57.538 
36,903 

2,809 
10.790 
6,872 

10,977 
4.951 
3.278 
2,749 

36,168 

32.195 
23,083 

5,695 
3,41.7 
4,023 

104,684 

11 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. 
(billions of US $) 

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 

INYESTMENT 

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 


October 28, 1998 

1997 

·15.9 
11.8% 
2.3% 
134.4 
688.9 

9.6 
6.9% 
1.1% 
139.5 

·870.7 

6.3 
-5.1 

-181.8 

35:7 
6.5 
4.6 

4.1% 
5.7% 
4.6% 

860.7 
114.5 
100.7 

1998 
(thru July) 

8.5 
10.3% 
2.2% 
82.4 

. 394.9 

5.9 
7.1% 
1.1% 
82.8 

520.2 

2.6 
-0.4 

-125.3 

I \ 


1998 
% change 
from 1997 
(thru July) 

-0.85 

12.8 
0.04 

1.6 

4.64 
5.63 

-5.7 

'\ 
\ 
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The Fiscal Stability Program 

Introducl:ion 

For a long time, the desequilibria of the Brazilian fiscal regime were hidden by inilatio? 
Inflation worked as a tax imposed on the. poor and became an important source of putihc 
sector financing. Moreover, as revenues were indexed to inflation and many expenditures 
were not, inflation worked as a mechanism to arbitrage pressures for public expenditJ1re 
increases. 

With the introduction of the new currency, the Real, this situation has radically chanJed. 
Since July 1944, budgets started to reflect a different reality. A number of problems that 
were not dearly visible until then started to be exposed. The social security regime s~owed 
growing deficits, transfers oftaxes collected by the Federal government to States andl 
municipa:iities increased considerably, increases in public sector salaries in States and 
municipalities absorbed a larger proportion of revenues, and unsound budget practice's with 
a good amount of revenues earmarked for pre-determined expenditures introduced a high 
level of rigidity in the use of public resources. . . ' . I 

The changes.occurred in the intemational reality brought a sense of urgency to the need to 
str~ngthen the fiscal results. A number of measures have already been taken in ·1998.IThey 
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 ahd 
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 government, namely the 
Federal government (encompassing the Treasury, the Central Bank and social security), all. 
States and five thousand and five hUndred municipalities as well as State companies I 
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 oftansparenc){1 and 
can be easily assessed. 

What the Brazilian government is proposing now is a new agenda to put the countryl in a 
safe path of fiscal solvency. It encompasses both structural and institutional reforms,lwhich 
will change the quality of fiscal management and fiscal results, a new ?pproach to th~ 
budget process, strict regulation on fiscal responsibility and a Plan ofAction for 1999-2001 
covering mainly theFederal government budget but also action at local level and putting 
special emphasis on the need for a rational management of the social security accourits. 

This document contains an extract of a larger document covering the diagnosis of thl fiscal 
desequilibria in Brazil and the Fiscal Stability Plan. I 
The Fiscal Stability Program has two components: . . .1 

1. Measures of structural and institutional nature aimed at dealing with the roots of the 
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fiscal account desequiJibria; 
2. 	 The Action Plan for 1999-2001; 

The first component includes the approval of constitutional and legal rcfonns iii'areas :such 
as social security, labor, public administration, taxes as well as t~e. i;ttroduction of a F\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 with a 
medium term fiscal program aimed at stabilizing the debt/GDP ratio. It was forrnulatea 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 imp,act 
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 ohime. Partic~lar 
attention is attached to the main cause of fiscal desequilibria, namely the social security 
deficit at the three levels of government. 

i. Measures of structural and institutional nature 

1.1. Regulation of the administrative reform: 

The constitutional ammendment on the administrative refonn 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 govenunent level; ii)specific obligations imposed on ' 
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 nor are they allowed to admit new officials; ii) rules governing the dismissal pf 

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

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

1.2. Soci~.1 security ~eform 

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 f~atures 
of which are the folowing: i) elimination of the possibility of retirement based on thel 
number of years in service; ii) establishment of a minimum age for retirement (60 forlmen 
and 55 for women) as well as of a minimum period of contribution to social security Thefore 
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; iv) 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; 	 I 

After approval in the House, the social security refonn will be regulated by ordinary law. 
The two regimes in effect today, one covering private sector workers and the other pJblic 
sector employees, will be maintained, but they will both be required to maintain a fin~ncial 
and actuarial balance. ... . . , 	 I .. 
General rules will be established for the functioning of the specific regimes within the the 

. three levds of govenunent. Some of the points to be contemplated by the rules are the 
following: . 	 ' : .. f 

i. 	 Minimum criteria will be set for the establishment of social security funds. Such funds 
must involve at least five thousand participants. Today, some small municipalities 
operate funds with two thousand participants; I 
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11. 	 Employers' contribution cannot exceed twice the amount of the contribution of 
employees; 

Ill. .The funds must be based on individual capitalization of contributions, with retirement 
bendtts calculated on the basis of coritributions as well as the employee's life 
exp'~ctation at the time of retirement; 

lV. 	 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 eX!isting 
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 discip'lining 
expenditure and indebtedness decisions is one of the main structural causes of public ~ector 
fiscal desequilibria. A Fiscal Responsibility draft law, to be sent to Congress up to I. 
December 4, 1998 will incorporate national and international best practices, such as t1~ose 
enshrined in the Budget Enforcement Act and the Maastricht Treaty. The draft law wi!l1 
define princi pIes 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 associ~ted 
with non-compliance of the established prinCiples and rules. States will be required td define 

. fiscal targets and give them legal force. 

1.4. The Tax reform 

The main obj ectives 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 I 
govemmf:nt; 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 lIabor market flexibilization reform 

The main features of the labor market reform are: i) approval of constitutional 
ammendrnents eliminating the compUlsory contribution of workers to trade unions ~d 
introducing flexibilization in labor representation; ii) revision of the constitutional principle 
concemitlg the legal power of Labor Justice; iii) reduction of the State participation iA 
negotiations between employers and employees through the establishment ofconcilidtion 
commissions; iv) introduction of the possibility of temporary dismissals of employee~; v) 
greater support to the unemployed; v) creation ofjob opportunities for young citizens' 

1.6. Rcsflructuring 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 weILl 
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 seetor action at large. . . 

1.7. Deregulation ofthe fuel sector 


The pres,:nt process of deregulation of the fuel sector will be intensified. 


2. The adion plan 1999-2001 
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! 	 The effort at the Federal level will address mainly expenditure reductions and the soJal 
securi ty'deficit. Action in these two areas will represent 55% of the adjustment in 19?9 and 
70% in 2000/2001. However, given the magnitude of the fiscal surplus needed to stabilize 
the debtiGOP ratio, an increase in revenues is also proposed., - I ' 

The,fiscal trajectory agreed upon with the IMF encompasses primary surpluses of2.6% of 
GOP in 1999,2.8% in'2000 and 3% in 2001. ' 

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

Inflation and growth 

1998 1999 2000 2001I 	 I I 
IInflation --r- 1.5% I 2.0% 2.0% 2.0% 

~, IGOP growth I ,0.5% -1.0% 3.0% 4.0% l~ 
~ .~-----~----------~---'-.'---"""-------~""--~'---

Distribution of the fiscal effort 

I 1999 I 2000I' 
rPrimary surplus (% ofGDP) -'-----,2.6% -I' 2.8% 

IFederal government I 2.0%-_._,I 1.8% 

II States and municipal 	 0.4% 0.5% 
1 

I 
'. 

State enterprises 	 j 0.4% ! 0.3% 

I 2001 
-

I 3.0% 

I 2.3% 

I 0.5% 

I 0.2% 

Primary surplus 

In R$ million 


I. I 1999 1 2000 I 2001 


I Federal government I 16,385.4 19,127.21 23,333.6
1 

rStatesandffiunTCIp:------,-'"··---·-1-3~64T.2-14,781.8 n072.5 
f&~ate ~nterprises 3,641.2 1 2,869.1' 2,029.0I 

rotal I 23,667.8 1 26,778.1 I 30,435.2 

flnterest rates (average Selic) i 21.89% I 16.88% I 13.37% 

Ir',H!rivatiza;~o~ revenues (~$ bil1~~~1_-= 2~~J 16.4 ;.-1___ 

idden liabilities(R$ billion) !15.2T 6.81 1.3 

IQ.:!btlGOP, '1 44.9% I 44.8% I 44.4% 
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Commeults on the parameters: 

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 improye the 
fiscal situation the projected primary result for the Federal government would be a 
deficit of R$ 11.6 billion; . I 

2. The trajectory of States and municipalities' primary is based on the debt roll over I 
structural reform agreements in effect between the Federal government and tw~nty six 
States as well as on controls recently established over States and municipalities 
indebtedness;· " I 

3. The trajectory of the fiscal result for State companies is based on expenditure and 
investment cuts recently regulated as well as on the continuation of the privatd:ation 
program; . ',' I 

4. 	 Estimated savings based on the approval of structural and institutional reforms
l

prc~viously described are projected to amount to R$ 3.5 billion in 1999 and R$ 12.6 
billion in 2001. 

, Main m·easures of expenditure reduction and revenue increase: 'r . 
1. 	 The federal government budget cuts for 1999 vis-a.-vis the budget previously sent to 

Congress will amount to R$ 8.7 billion; 'I ' 
2. 	 State enterprises' expenditure cuts for 1999 to 2001 :will amount to R$ 2.7 billion 

(0,27% of GDP) vis-a.-vis actual expenditures in 1998 and projected expenditutes for 

1999; 	 , b fi I .. . I ' . '11 h .13. Ernergency measures to com at Isca evaSIOn In socia secunty WI ave an Impact 
of the order of R$ 2 billion for a period of twelve months after they enter into Mfed; 

4. The present social security contribution amounting to 	11 % of salaries will be ~xtended 
to all public officials including retirees and pensionists. This measure will affe~t 
446,942 employees and will have a financial impact of R$ 841 million billion in 1999, 
R$ 1.6 billion in 2000 and R$ 1.65 billion in 2001; I 

5. 	 A 9% social security additional contribution will be imposed on salaries over l}$ 
1,200 for a period of five years. This measure will affect 488,989 employees at;1d will 
huve a financial impact of R$ 1.7 billion in 1999, R$ 2.6 billion in 2000 and R$ 2.6 
billionin2001; . I " 

6. 	 The present CPMF (tax on financial transactions)"which was projected to be 
extinguished at the end of 1998, will be extended. It will increase from the present 
0.20% to 0.38% in 1999 and 0.30% in 2000 and 2001. Projected increase in reVenue 
arrlOunts to R$ 7.3 in 1999, R$ 4.2 billion in 2000 and R$ 4.5 billion in 2001; I 

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 -' 
choose to pay taxes based on projected profits. Impact on revenue will amount Ito R$ 
3.:1 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 with 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 200 I; .' . 1 

9. 	 Increase of the tax base of CO FINS, which will charged on financial institutions. This 
m(:asure will have an impact of R$ 1.2 billion per year for the next three years;1 

10. 	 Extension of the Fiscal Stabilization Fund (FEF) until 2006. The Fund is composed of 
resources originating from taxes collected' by the Federal government and with~ld by 
Trc~asury in lieu of being transferred to States. The extension of the FEF is neutral 
from a fi.scal point of view, but it helps to increase resources available at the F~deral 
leveL It IS expected that new resources available to the Federal government wiN . 
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 
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, have access are retained. Fr:om 2000 to 2006 the proposal is to increase the peJcentage 
of taxes retained to 40%. 

.~\ :;~'., •.'., .~""-i.; '; . 
~ ", .~. .tl' REAL 'GOVEAHMENT PRESS ECOHO,,", CULTURALACCf~'S TO 

AGENCIES PUN WEBS RELEASE. LINKS SPAce E·MAlL 

! 

60f6 10128/983:0) PM 

http://www.fazenda.gov.br/ingles/ajuste/ipef.htm


2. 1hat you sign 

A.gree __ 

DEPARTMENT OF THE TREASURY 
WASHINGTON 

December 9, 1998
ASSISTANT SECRE1'ARY ACTION 

ACTION 

MEMORANDUM FOR SECRETARY RUBIN { 11'f' 
FROM: TiIno,thy F. Geithner ltJAl '/: 

. . Assistant SecretarY (In1ernatioR~~ Affairs) 

SUBJECT: Brazil and the ESF: Authorization to Take Steps Needed for Use of the 
ESF in Support of the BIS Credit Facility for Brazil, Includin~ "Indemnity 
Letter" for the FRBNY 

ACTION-FORCING EVENT: 
. . 

You agn!ed on November 6, 1998 (with Presidential concurrence), that the United States would 
provide up to $5 billion from the Exchange Stabilization Fund ("ESF") to participat~ in a 
multilatt'::ral guarantee of nearly all of the $13.28 billion credit facility that the BIS will provide to 
the Banco Central do Brasil ("Banco Central"). The BIS facility will support the Int~rnational 
Monetary Fund's ("IMF") three-yearpackage for Brazil, totaling approximately $18h billion, 

, which is designed to alleviate Brazil's financial crisis. To parallel the BIS facility. the 
Government of Japan is providing a swap facility of $1.25 billion to Brazil. 

RECOMMENDATION: 

1. 

Agrec-,,- ­ Let's discuss 

e "indemnity letter" at Tab C authorizing the FRBNY to be substituted 
rtion of possible BIS claims against BraziL 

isagree __.' _ Let's discuss 

3. 	 That you sign . memorandum at Tab D, authorizing me to make all necess~. 
arrangements 0 conclude the guarantee of the BIS facility once the Brazilian Senate has 
accepted t Credit Facility Agreement and related documents. 

I Agree __ Disagree __ . Let's discuss 



.' :,'.~. .) 

BACKGROUND: 

A. Terms of the Credit Facility Agreement and the Substitution Agreement 

. Treasury:'s 'staffhasworked closely with staff of the BIS,the Federal Reserve Board, and the 
FRBNY to 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~ll be ~onsistent 
with the language of the Credit Facility Agreement. 

The Credit Facility Agreement (see Tab A): Drawings under the BIS facility mature in SIX 

. months, with an option for additional six-month renewals. The Banco Central's ftrst Idrawing 
. . under the facility may not exceed $4.-18 billion. This amount will proportionally not bxceed the 

proportion of Brazil's fust· purchase under the IMF SRF in relation to the total amourlt of the 
SRF. The ESF's "share" of that first drawing will be up to approximately $1.62 billibn (based on 
the ESF'~, percentage share of the overall BIS facility - 5/13.28). If the Banco CentrJI seeks a 
subsequei1t drawing or a renewal, I will seek your authoriZation to approve the reque~t. 

. .. . I 

The Subslitution 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 banks 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 rep~yments it 
ree:eives f.or drawings or renewals made under the BIS facility to the FRBNY, for rep~yment to 
the other guarantors in proportion to their contributions to the guarantee of the BIS fability. Each 
participating central bank must share all repayments it receives for drawings or rene~als 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 1ettertothe Presidentof.the·FRBNY authorizes the 
FRBNY to be substituted for the ESF's portion of the guarantee of the BIS's Claim ag1aiIlSt . 
Brazil. Y.)u signed a similar letter in 1995 to support the BIS facility for Argentina; . 

Protections under the Credit Facility Agreementand the Substitution Agreement: The Credit 
Facility Agreement and the Substitution Agreement contain conditions that minimize ~sks to the 
ESF, the most important of which are listed below. 

• 

• 

The Credit Facility Agreement is parallel to the IMF SRF in timing and maturity. 

. The participating central banks and the BIS must a~ve each drawin~ and . 
renewal. 

• The participating central banks or the BIS may accelerate repayment snould they 
determine that Brazil has failed to meet any condition of the Credit Fac:ility 
Agreement or that Brazil has failed to meet any material obligation-to the IMF. 

2 



• 	 The percentage represented by the aggregate amount of Brazil's outstanding 
drawings and/or renewals under the facility in relation to the overall siz~ of the 
BIS facility may not exceed the percentage of the aggregate amount of Brazil's, 
purchases under the IMF SRF in relation to. the overall amount of the SRF .. .. 	 . I 

• 	 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. 

C. 	 Sh!ps Needed to Conclude the Cre~it Facility Agreement 

. Before the Banco Central can make its first drawing under the BIS facility, the BIS, the . 
Government of Brazil, Treasury, .and the participating central banks must complete se~eral final 
steps. 

• 	 The BIS has asked the participating central banks to give their approval to the 
proposed Credit Facility Agreement and the proposed Substitution Agr~ement by

. I 

December 8. I do not anticipate that any participating central bank wil~ request 
significant substantive changes to the proposed documents, but will inform you if 
one does. 

• 	 Then~ the Brazilian Senate must approve the proposed Credit Facility Agreement. 
The BIS expects the Brazilian Senate to give its approval by Decemberil 0 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 neJssary to 
conclude the ESF's participation in the guarantee ofthe BIS facility, inbluding 
,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 ~ays later) and pursuant to your authorization at Tab D,II plan to· 
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 t6 notifY 

. 	 I 

Congress on the value date that itwill be necessary to extend the use of the ESF 
t 

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 issue a press rLease, a 
. draft of which is attached at Tab F. 

cc: Deputy Secretary Summers 


Attachments: 


Tab A: Proposed Credit Facility Agreement. 
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TabB: 


Tab C: 


. TabD: 


TabE: 


TabF: 


Proposed Substitution Agreement. 

Letter authorizing the FRBNY to be substituted for a portion ofpossible 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 Slenate has 
approved the Credit Facility Agreement and related documents. 

Draft letters from President Clinton to the Speaker of the House of 
Representatives and the President of the Senate regarding the use oftlie ESF for 
more than six months. 

BIS press release describing the BIS credit facility. 

4 
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5th December 1998 

. The Bazik for International SettlcmaJ.1:! ("ihe BlSj. acting with· the backing nf ('.erf<tin . 
., ' . .. 	 I 

participatine ('.e:nfrill banks ("the Participa.tlng Ce:ntral Banks'j and on it:; own bcfWf. and 

the Banco Ccntnl:do DrlWl ("the BOIIOWcr"), . 

Considering that, in the light of the effect of recent international finaneiaJ. c:vc.nts on !he 

a:unomlc and finilIlcial situation of Brazil. the inI:erilational community is prep~ an 
. international financial supp<lrt progr:nn for Bmzi~ including, in partieul~ 

(i) 	 a $Uld-by am.ugemeul .frum the· Intemational MonetaI}' Fond C'the 1Mr 
Amngement") in an aggregate amount of up to SDR 13,024.8 millien 
(approximately US dollm 18 billion), wiLh access being provided unc1erthJ IMF 
Supplemental I(~e racility. ("the SRFII

) and under the IMF Credit Trbche 

Policica, as part ofa new IMF supported pro~ COl Bn:dl ,ille IMP Pro~"); 
(ii) 	 certain loans· fro~ me International Bank for Recon.<ttrnction and DeveloJment· 

.. ("'the World Bank") for u.p to US dollar3 4.5 billion {"the World Bank: Loaus"J 
. 	 ... I 

{ii,i) 	 certain loans from the Inl=--Amcrltan Development Bank ("the IDB'') for up to n~ 

c1011.~ 4.5 billion ("'the IDB Loans": . . . I 
(iv) 	 a credit fac:ility· in an O1ggregatc amount of up to US dollars 13.28 billiun, 

c:ilablliiliedby the BIS under this Agreement (""the BIS Facility"); ::Ind . l 
(v) 	 . a swap facility in ::In aggregate 2mount ofup.to US doUm 1.25 billion, esb.blished 

. by the Bank or Japan, KUng as agQll uf 1h~ Japanese Minister of Finance I("the 
Separate Lender'') lmtler a separate agreement (lithe Sep3r.lte Facility"). 

CO(l~iut:rlng !haL the BIS Facility and the Separate Facility arc to be activated in support of 

~'nci in conjunctiOn with the IMF Arnmgement, the W~dd BIlDk. Loans and the IDD rlcans . 	 .. I .. 
zmd that the disbursancnt and Ille .repayment of drawings under the BIS Facility are to be 

Inade pari pa.C;ml with thp. disbursement and the repayment of drawings under the scpbll.tc 
Facility, in accordance with the relevant I.c:'IIml uf ~. -memorandum of ~derstarlding

. 	 I . 
c,oncluded among the RIS, the ~eparate Lender, th~ Federal Reserve B:mk of New York. 

("the FRBNY") and tho Borrower ("the Memo1'audUUl ofUuda:st<mding,,): 

http:scpbll.tc
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1. 

have agreed as follows: 

1. The BIS Fadllt}' 

The HlS hereby grants to the Borrower the BIS P3Cility, which the BOlTOwcr ~ fOr 

not more than US dollars 13.28 billion which may be drawn (in accordanC'.e wib the 

['lroviltinns set forth in paragraphs 2 :and 3 below :and subject to the conditions prccedbt set 

forth in paragraph 4~low), in anI'; ur more drAWings as Collows: 

(a) a fu~t d.ta'rVWg for em amoUIrt of Up .10 US dollars 4.18 billion shall be made 
lIvailable to the Borrower at its .req,uest, prc~dad, however. that tho p~tzsgc 
represented by the anlounlofsw.:h first drawing in rc:la:cion to the maximum ainount 
of the lHS Facility shall 'be no greater than the percentage ofBr.3Zil':; first pJ.cwc 

under the SRF in relation to the lulal amount ofthe SRF; and 

(b) any rurther drawings shall be made available only upon the mnhl,1I agreement fl the 
Borrower and the BIS (~tinS in conculto.tion with the Participating Central Banks 

. and the Separd.t.c ~er). 
~ . 

Once. an amount available EO the Borrower beretmder is drawn ~nd repaid, it may not be 


redrawn.. 

: 

Z. Notice for drawin:s and rnJl-oven 

Subject to paragrnph 1 a.bove:and to compWmce·with the collditionspn:cedcnt to dra",m8S 
.spccificd in paxagraph 4 below, the Borrower may request one ar more drawinelil or 
renew:! t of drawings, in whole or in part, (each such tenlilW3l, tl "roll-over") under thb DIS 

:Facility for a VaIu~ Date (m the case uf dIawings) not later thall 12 monIbs froth the 
I~ffective Mtenf this Agreement, by'giving at l~t S Busin_ Days! prior nctidc by 

iimthenticatcd ~l~ommuniQtion to the BISj PlYvidctl. however, that the Borrower ma~ not· 
lrequest a diawing or mll-overwith a Value Date that will oecur less than six months bFr0re· . 

ilie date of the final rcpurehase.undcr the SRFI TIl.: BIS shall immediately send by 

allthenticated telecommunication to fl.:leh Participating Ceiltr:U Bank a copy of :my Jeties 
:for dr.lwinS or roll over received from the Dotrowcr• 

.The percentage represented by the aggregate amount of draWingsandlor roll-overs 

IJutstallding iSL allY lime under the BIS Facility in relation to themaximllm :4mOlmt df the 

1~1.S Facility may not at 2ny time exceed the percentllgc of the aggregate Jaunt 

Qut5tanding tUld~r the; SRF in relation 10 the total amount aCme SRF. 
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~ ~ 	 \.... 

A."'Husmess Day" shan be a day on which b31lks are open for business in BailIe, New 
Yark, 

Tokyo and DBSilia.. The Burin~:J Dayollwbicb il ur.1.wing or a roI1-over is effected shall· 
I .. 


be the "VaJue Datc" for ~l(".h dta\Ving or roll..ovCf. .,' 


Each drawing or roll-aver shaJI he for an ~mOllnt of US do1laa 50,000,000 or an integml 

multiple thereof and shal],maturc 6 months after the Value Date or ~-uch drawfug or 

roll-over, and in any ~ent nat later than the datA of the 1:in3I repurchase under tbJ Sm: . 

("the Final MaturitY pate''). 

. ..1. Disbursement oCDnwillgs 

·t:1pon receiving a drawing request, and subject to. tho satisfaction of the; couditicns 
'. 	 I 

:precedent set out in paragraph 4 below, the HIS lIhall ("JUlse the amount of each drawing to 

be credited on the Value Date to the I!CCQuut ofthe Dorrower with the FRBNY. 

COllditioDt Precedent 

(a) 	 As a condition prctcdent to the first drawing. thl; Bu!IUwc:r shall have provided.to. 

the HIS . . . . I 
(i) orisinal lettem from the Government or the Federative RepUblic: of' Brazil, in 

the tetm.S which are respectivelysct forth in Schedule A, Schedule HI :mn 
Schedule B-1 to this Agreement, stilting 

.(A) t:hnt the Government of the Fcdcntive Republic of Dra.z:il unconditiohally 

guarantees on tiISt demand the fun and timely payment or perfonnm6e by 

tho BOIrOwer ofell obligntiom, dutiC3 and liabilities ofthe DorrC~ Joocr 

this Agreement, and 

(B) that the Government of the Federative Re{'uhlic nf Hr:a~l undertakes 

. un~diti~~y to provido to the IMF for di33c:mirudion to \ the 
/ 	 PamCJPa.nng Central. Banks. the BIS and thcSepara.te Lender economic· 

andfinanclal infmm3tion as set forth in lumex.1 to Schedule BOO: this 
Agreement. from the effective date of this Agreement until its expiration. 

and 

(C) that the Government of the Fedemtive Republic ofBrazil ha3 agreed that it 
I 

will nol impose any controls on capi[a19Qt1lows. except as proVided for in 
the )l..,iF Progmn. and 

http:thcSepara.te
http:provided.to
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(0) that the Gove.mment of the Fedemtive Republic of Brazil. has ~ to 
•. 	 1 

.wainlain ils GroSS lntemadonal ReseIVes (as defined in Sehedule B-l.,til 
this Agreement) at. a leVel no lower th:m the sam of the principal' Jlotim 
o~~~diD~ uruler this Agreement. the principal amoWlt out~dine \moer 
the Separate Agreement and ~ margin ofUS dollani 10 billion, and 

(ii) 	legal opiniona ftom the Attomey Gener:ll of the National Trca31UY of Brazil 

and 	UVUl !.he Cknt:r41 Counsel of the Boaowe'. in the form ~ct fnkhin 

Schedule C and Schedule D til this Agreement 

{b) 	 As :l. condition precedent to the first drawing,. th~ Managing Director of thC:i IMP 

shall have provided to the SIS. in the fonn of Schedllic I-: to thxs .Agreement, an 
authenticated telecommunic:ltioll describing the IMF Ammgement and C~3 

. 	 I 
Lba1.: (i) Lhe IMF has concluded. an IMF Program and that the first purcha.~ Imd~ 

the SRi has been made by BtaZil (and specifying the amount of that first pur~ha.3c 
and the pcrccntagl:l uf the; lolal SRF represented. by such fi:m pun:hase); (n) ili the 

opinion oftha M=ging Director of the IMF, ~l'3.2i1 needs short-t:e:m financihs to 

supplem=nt finaru.:ing provided unc1erthe IMF A.I:raniemen1. the World Bank rIoan.c; 
and the IDB Loans to £Upport the Th-n: Pro~ :md {iii} in the opinion olr the 

Mauagillg D~tur ur the IMP. the degree of exlsIing private sector fi.nancink for 

Bra:zil provides sufficient comfort conceming the viability ofme IMP' Pro~ 

A:;, a conditio~ precedent to the first dmwing. the 'BIS und eACh of the PartiCiP~(c) 
. I 

Central Bm lihaIl have determined that (i) on the basis of the opinion of the . 
M:maging Director o!the IMP provided ~t to sub 'paragraph (b)(ili) JOV\; 

the degLet: or private sector financing for Brazil provides sufficient c:o~furt 
co~S the viability of the IMF Prosr.w, and th3t [Ii) they do not obj~ tb the 

. . . I 
requested. dJ:awiug, allLl the:; BIS shall have not received, no Later than 2 Business , 
lJa.y~ prior to the Value Date of the fir~ drawing, a notice iiom 3.1ly one 
Participating Central Dank Qbjc;ctingto the {equ_~1.td urliwing.

+. 	 ' to " 

(d) 	 M a condition prca:dem to any lollwUv~ or La any drawing after the tim draWin&. 
the 11'r:\ ~h:lU have received: . 

(i) 	 an authenticated telecommunication from the Mano.ging Director of the IMt.in 

the them uf Schalule F to this Agreement. conttnning, that: (A) Brazil haS 
m::lde a corresponding purchase under the SRF (and specifying the runouht of 

that purchase and the pe.rce~tagc: uf tht; 'SRF out~tanding following 'suCh 
'.. I 

purchase), as evidence thllt Brazil is satisfactorily implementing the lIMP 

Program; (B) in the opinion of the Managing Dim;tor (lfthe IMFtBriUU J~ 

http:equ_~1.td
http:pur~ha.3c
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short-term financing to supplement financing provided under tbeIMF 
. . I 

Arrangement, the World Bank Loms md the ron Loans to support the IMF 

Program; and (C) in the opinion of the Man:agine ·Director of the ~, the . 

degree of existing private ~ctor financing for nrazil ~vide.s SUhiCrel1l 
.comfort concerning the viability ofthe TMF Program; ann 

. (ii) 	 an authenticated telecnmmlmieatltm ti:om. the President ofthe World BaDk, in a 

fonn acceptable: to the DIS, to the effect that Drazil has t.aken all steps Jquired 
to be taken pursuant to the World. Bank Loans as oj the date ot· ~lt:n reqJest tor 
11 dro.wing or 11 roU-ovcr in o~ to be eligible for dUbUT'3cmen~ un~er the 

. World.Bank Loans; and 
, 	 ,".,' ,. 

(iii) an authenticated telecommunication from· the President of the IDB, in ~ (orm 

a(;c;cptablc to the BIS, to the cffc:ct that Brazil has taken all step:i lcq~ Lo bi: 
rak'en pllrnuant tn the IJ]~ l.oans as of the date ofsuch request for a draJmg or 

Il roll-ovcr in order to be eligiblt;.for dlsbW"Sem.cnu under the IDB Loans; and 

(iv) 110 notice or c01IlI1lllD.icaton from eifher the Borrower or from my on~ of Lhe 
Participating Central Banks to the effect that the Borrower has failed to comply 

with the covenants.set forth in paragrapb 5below. 

{c:} 	 ~ a <:.ondition p~t ttl any dnwing aft=- the first dzawing, the BIS (liCtil1~ in 
r.on!:ultation with the Participatine l:tmmJ H:lnlcl; ~nrl thp. Sp,parate Lender) ahd the 

BCII'ower shall have a~ the ",ndition3 plW:dcnt to any such .dra~k and. 
• 	 I 

entered inca arrangements that address, among other things. pari passu sharing 

OImong the DIS, pnrticipating central banks and the Separate Lender .... 

. (f) 	 & i1 c;ondition precedent to my rOl1-over, the BIS and each of the Participating 

Cencral Banks shall have deteImined that (i) on the basis of the opinion bf the 

M:maginS Director ofthe IMF provided p1ll'SU31lt to ,mb.p3Iagrt\ph (d}{i)(C) rioove. 
ille dl:gfee of private sector financing for Brazil provides sufficient cdIIlfclrt 
. concerning the viability of the IMF Program. and t.hat (ii) they do not object tJ s~h· 
loll-over. aud tlll::.BIS ~hall nUl!.tavc\m:ei"cU, nu lar.:r Lb;w 2 Business Da1 prior 
to the Value Date of the requested roll-over, a notice from any one of the 

Participating Central Baoks obja."tiu& tu :lucb luU-uver • 

. (g). 	 As a condition precedent to any drawing or roll·ovCf, no event of .dc'fault, a:s 
provided in pilIilgraph II below, shall have occu1Tl!d and he eontinll1ne. 
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S. 	 CovenauLs 
.~ 

The Borrower, acting on' behalf of the Government of the Feder:ltiva Republic of Brazit
.' ' I 

with rcspl:Ct to sub-paragrapm Cal, (b), (e), (e) and (1) below aDd on its own behalf With 
r~ect to ~h-p:uagr:Jphs (b). as appropriate, Cd) and (g), asrees upon effectiveness ~ftbis 
Agreement and untii each drawing or roll-ov.:t Wl~cr Ihi:5 Agreement has been repkd in 

fun. including accrued and u"I'aid interest thereon: " . I 

(a) 	 to bk~:ill necessary steps to Ill3.inbin:l degree ofprivatc sector financin; sufficient 

foc the Y~iliiy of !.he IMF Program:'.' "I 

(b) 	 on any nale tn fake :Ill steps required tObebken pursuant 10 the Sep3.t'3ta F~ility, 

the IMF AIrangcment, the World Bank LOami and the: IDB: Loans as of anyl such 

date to be eligible tOr disbursements under the Separate Facility, the IMF, 
AIrangc:mcnt, the World Dank Loam and the IDB Luau:s; 

, 	 , 

(c) 	 tu continue to carry out fully all the commitments set forth in ~chedlll~.s A. B and 

B-1; . 	 ','·1 . 

(d) 	 to take all necessary steps to obtain all neccs$ary auili<lrisa1ions for the maki:ilg of 

all payment<; reqllired pursuant to this Agreement at the time such paymen~s :Ire, 

due; 

(e) 	 to maintain Gross Intermtional Reserves (aq defined in Schedule B-1 to this 
lAgreement) :It :l level no less than the sum of the principal amount out5tatidil~ 

under theBIS Facility, the principal amount outstanding under' the Sep1arate 

, Agreement and:1 margin ofUS do~ 10 billion; 

(f) 	 to inform immediately lh~ BIS of 

(i) 	 'any change in law, nllt\ regulation, act, decision ofany competent tribunall fact 

or circum3tancc which wculd or could matetially adval:icly affect or m~dify
,,' " 	 I 

, the Borrowers ahility f1) perform its Obligations under this Agreement, and 

(il) the rwnediol ""Ps the BOm)w<f or the GOY.".."" ofthe Fcd=tive Rq>lu, 
u!Brazil plans to take iIi response; and 

(e;) 	 to refrain;from assigning, transfemng. delegating. clwrging or otherwise dealing in 

its obligations nudel lhis Agreement without the prior written consent of the BIS 

(;u~tm8 in consultation with the Participating Central Banks). 



;;. LU/4f~. !)U.. l'fi'U lell !.i. l. L. Li A~ L L \-; J I 4 lei LU U ': I U U N!i. Ufo'; 

7 

6. Notlfiation ObUg~tion 

The Bonowcr ~ immediately notify the BIS orany oillie followin2 events: 

tIl¢ Oovc:rumcnL of the Federative Republic of Brazil or the Horrower is not in a 

position to pay, resell or reparcha£e 3l1'j ounount due pursuant to th~ SepaJaL\; 

Facility or pw~w:wL 10 my or its ammgememsWith the IMF. the 'World Bank or the 

lOB:, 

the Government of the Federative Republic ofBrnzil or the BcmowCr i3 refuSed ally 

r~lliC1 1,;1.:JiL faciliLy;loan or other financial ,arrangement, or extension or fencwa1 
thereot: by the Separate Lender; 

the Government of the Federative Republic of Drazil or the Borrower wak.~ my 

repayment. resale or repurchase ahead of schedule to the Sepmte Lender o~ to the 
IMP, the World Bank or the IDB; or 

the terms :rnd condition3 o(thc Scp~ Facility or any (Jf the arrallg=mc:nl:l.with 

the IMF. the World Bank or the IDB are modified. 

The BIS shall immediately SP.Ild by authenticated telecommunication to each Participating 

Central Bank Ii copy of any notice recci~ from the B~uuwcr p~uant. to this parabh. 

7. Interest 

(a) The interest r~ on drawings uud.:r the BIS Facility shall be calcu1aIed by the BIS . 
.' . I 

for the Value I lata orsuch drawings on the bam ofthe si.'!-month US dollar LIBOR 

ratc' publi3hcd by the Dritish Bankers Associatiou (Lu be found on Telerate page 
3750) tw~ umdon hll'lint".SS days immediately preceding the Value Date bf such 

drawings, increased by a premium of 4GObasis poiu~. For .lUly roll-o~er. an 

additional premium of SO ba~~ pointS shall apply for such roll:over. In cJse of a . • . I 
drawing or roll-over. when the total amount o~tmding under the BIS FaciliLy un 

me Value Date of such ~ draWing or roll.o~ (taJcine into consideratiob such 
. .' . I 

drawing or roll.:.over) equals or exceeds SO per cent of the maximum amounf Of the . 
BIS f~iliLy. an additional premium of 50 baSis points shall apply for such drawin!?; 
or roU-<lver. When the tot:il amount outstanding under the BlS Facility on thb Value 

Date of any such <hawiIl):!; or roll..Qver (taking into consideration such dra,1;ng or 
. '. I 

roll-over) f>.quC\ls or exeeeds 75 per cent of the 'maximum amount of *0 BIS 

Facility,' a further additional pCC1llium uf SO basis pointS shall apply f6r such 

·1 

http:hll'lint".SS
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8. 

(a) 

(b) 

9. 

(3) 

(b),. 
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. drd.wing or roll-over. provided, hOwever, tIlat the total premium shall not exceed 

560 baSis points. . .' . '; '. '. 'i, 
. ..' l ¥ 

Interest shall be payable on each ofthe Repayment Dales punwml. 10 y.aagrapli s.' of 

this Agtf'.ei:nerit with respect to the amount ofprincipal repaid or rolled over. '1' 

In the event that any amount dac fur pa)'lllalt under the SIS Facility pursuant to 

paragraph 8 of this Agreement is nor paid when due, interest shall thernaft~ be 

pay:lble by the Borrower at monthly intervllla on the overdue amount, ca1culatck by., 

the BIS on ,the basis of one-month US dollar LlBOR published by the Bhtish 

Bankers AssoCiation two Lcndon business days immedmtely preceding the rel~vant 
value date•. increased. by 560 .basis points per aImum. compounded on meOIiba! 

, maturity date and every one month thereafter. until final payment of such OV~U9 
amuuullW.u .iulcn:sL 

Repayments 

The Bo:m:rv.u $hall repay r;ach dtawillg or roR-ove.l', logethCl wilh ~ imcn:st. 
. . I . 

thereon,: on the maturity date of such drawing or roll..over; provided th3t the 

Dorrower shall, in the case of a roll-ovc:r. pay'ac;erucd intc::rc3t on the ~gso
. . . . I 

rolled over onttle: new Value Date of such roll~er (each a '"Repayment Dmej. 

The Borrower shall cause the US dollar amounts being paid or repaid, together! with 

intCl'e<;t llCCnled thereon, to be credited, on the Repayment Date., to the account of 

the 13IS with the fRDNY. . . . '. . I 

If. at any time., the BOll'Ower makes any payment with:~~ to a ~wing o~rol1. 
over to the Separate Lender under the Sep3R.te Facility, It shall sxmulbneously 

make: a pari passu pa.ym~t with respect to me correspondini drawing or rollLover 
under the BISFadlity. 

Advanc~ Repsymcmt 

The Borrower shnl1 bAve the right, at any time., on giving at least S Business Days' 
notice by authenticated telecommuniatioD to the BIS. to repay in advance de the 
Repayment Date, without peo:Uty, :111 or part of my dr~wing or roU-over. inclimmg 

accru~ mlcresL due thereori. provided. however. that the notice so given shall 

specify the drilwing or roll-over so repllid. 

In the event of an adv:mce repayment under this -p3r.lsnph 9,the relevant. rate· of 

iul\:~l fur the Urd.wing or roll·over repaid may be adjusted by the BIS. on the basis 

ofmarket conditions prevailing at the time ofsuch adv:mce repayment. 

http:Sep3R.te
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10. Pad Passu 

(a) The obligations undertaken hy the Hnrrnw~ pUl'Stlant to this A~emen! !:lUll ~ 
.". . I . 

. at lCll3t plU'iplWU with all other present or Nf:lln: direet, unsc:curcd O( wUlubordiriated 
obligations rcsultina from any external indebtednes.c; of the Hnnnwf>.r. The B~ Shall 

make payments in due proportion to the BIS and to the Separate Lender under the SJar.w: 

Agreement 

. . 
(bJ Without the approval of [he BIS (acting in c:cnsultttion with thA Participating 

Central Banks). the Borrower shall not creato, inc:tlr, ~ or wffcrto e:dst any 
mOl1iage, pledge.'li~Charge or other securitY interest to seeere any cooerna!· indebtdmess 
of the Borrower. If :any such indebtedness ill so secured, all obligations under thJ BIs 

F~ililY ~hi!ll ~ =Iwdly amI r4lably SQ;um.L 

11. EVents otDeflllllt 

'TIle: HrS (l1l.:uug i..u CU!UlWlaLiuU wiili the ParLicipa~ Cen1ral Banks and at the direction of 
:my one of them) shall require the Borro~ to make immediate: repayment of any Jd all 
amounts outmnding under the BIS FatUity, togcthct with acc.rued iul.t:rcsL Lhercon, lupon 
the ncr.Ilrre:nee. Of :my nfthe tollowme: 

(a) any case: otnon fulfilment by the Borrower or gy the Government of tbe FcUcialive 
. 1(P.pllhlir. (If.H~ziJ. M the case may be, for whatever reason, of any obligation Jooer 

the DIS facility (including. without limitation. any of the covella.Llts set forb iu 
p~"l'3flh ~ above) nr any <'.Ommitment$ contained in the Schedules tolthis 
AgI'ccmcnt, or of any obligation towatds the Separate Lender under thcSeparate 

1v\..:.k,-'a,{ --Facility, or of~fiEt:MMl obligation to the IMF. "or to the World Rank or ththe 

("(yru . .J.. (~19) IDB, including. without IimitiltiOll, my fuilur: to repny the amount of any +8 
. or roll-over under me HIS FaciHty. andfoT acaued interest thereon. or any amount 

~ .. 

due and payable under the Sepmte Agreement, in each C:1Se when due; and 

(b) nny pllyment to the Separate Lender of any amount duc under the Separate fat;ility 
. if a payment to the BIS is not madeCOIltemporaneously "and in due pmpnrtiAn tn 

that made to the Sep:tm.teLender; and '.. I, 

(c) any repayment under the SRF if a. repayment is not m.D.de contemponmcoU!lIy ld in . 
. . 

uue proportion under the BIS Facility; and 
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(d) 	 the Borrower 01 UU; (juvcmme:nt of the Federative Republic of Bra7iI. a~ thA ease 

.m~y be. has taken, odw omitted to bke, any material ;u::tion that may und~pc 
the objea.iyt:::S of this Ag.reQU~L' 

ll. 	 W:UTU.lIties 

; 	 . 
(a) 	 it bas full POWl:1 and wlhority to enter into and per1:brm its obligations.und9" thiR 

Agreement and has taken, 3Ild if necessary will tab, all a.ctiOI19 which may be 
. . 	 . I 

reqtrired to authOrise the petrlJnn;m~ .of the tenns and conditions of this 
Agreement; 

(b) 	 this A~ and the perf'orluauce by the BotroWer of its obliptiim, unda tbi:I 
Agreemeut do nol cunlr.lveneany law or olher restriction binding upo~ the 

Borrower or my orits property, and there is no legal or regubtory hindmnc:e J..hich 

could aff"c;t the legality, vlllidily or l:Dfo~cability of this AgImIleIlt ~r of 
ohlie;;rions hereunder or have a Dl3terial. adVem1 effeetupon tha ability Jr the 

Dorrower to perform such obligations; auu 
. 	 . \ 

(e) 	 all paywc:u~ by thl:: BOIIOWer under this Agreement shall be made without 
withhold~g or deduction for, or on account of:, any ptesent or future taxes, cihties. 
assessluell1.S ur ~uvc:mmenta1 charEes ofwbaIever nat1.1Ie imposed or levied by br on 
behalf of the Feder.a.tive Republic of Brazil or any authority therein or tt1.cof 

having power to I.a.\. 1u ~c !:Vent that the withholding or deduction of such bxes, 
duties, assessments or governmental clutges is requirec1 by law, the BorrowerIshall 

pay' such additional amouuts a:s way be nc;csS"dry in onter that the net ambunts 

receivahl~ by the .BlS after such withholding or deduction shall.equal the ambunts 
which would have; been ~civablc under ~ Ag.ceeme.til in Lb.c absence of such 

withholding or deduction. 

13. 	 SubsUtutiun 

(~) The Borrower agrees that as from the commencement of the STS fiaci lity:my (lIne nr 

more Participating Centol Banks desiped by the BIS may a.t any time be ""polly 
or partly substituted for the: BIS, and· thereafter such Participating Central Banks 

~hall bP.1ieiit from the ~.ame rights and be subject to thes3me obligations ds 3!e 

applicable to the BIS under th.is Agt'¢ClUcnl. Al\.cf such ::iub!:.1itutioD. all obUdnOI19 
. of the BOTTtl~er lIntlP.J:' this Agreement shall continue in effect. 
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(b) 	 ill lltc 1:Vcu1 Lhat one or more Participating Ce;ural Banks are substituted for the HIS 

with respect to 3I1jI or all of the <:taims of the BIS under the BIS FJcility in 
accordaacc with cla~c (a)' abovt!., each Participating Central Bank SO stihstinJed 
shall be erititled to independent application of the provisions of pmgraph 1 ~(b).' 

(e) 	 Tb.c rights ofthe BIS, and of any Participating Central Dank: substituted rurilhe BIS' , 

under this Agreement. shall continue in effect until such time as the BO%I'Ower has 

fiiliilled uU ofits obligO.tio~ under this Agreement., ,I " ' 
(til ,	Th<: Burruwcx: agn=s thai. m !.he eVl:l1t tbat one or more Participating Central Banks 

are substituted for the DIS in 2Ccordance with clause (3) 3CoV6,each Parti~ipating 
C¢Iltcal Ba.u.k.. :ru:sufr.itiw\.ctJ may at any time designate and 'assignj, to its 
Government, or to any other public entity of the country of the Participating Centr:U 
Bank in question. all its rights and obligations Wldcr lhi:i AJm';cment. 

1<1. 	 IDdemnificrCioD '.' 

The Borrower hereby indcmnific:! and hold:! harmless the DIS, the Participating Ce.ntcal 
• Banks (and any public entity which may he mlh..qtjtnted fnr them in aceord~ with 

, " I 
paragraph 13(d) above) and any of their agcnt3, directors, officers or empl~ (each such 

indemnified perso~ being an '1ndemnjfied Party") from and against any ann ~n lia~ilities. 
obliglltions. losses, dlunllges, pennIties, judgmc:n1!, e03ts, c:xpcn:sC3 or cfub1Jl'3cments lof any 

kind whatsoever mat, may be imposed on or incurred by. Or 'asserted again.~ RUch 

Indemnified P3Z'ty in any way relating to or arising out of this Agreement Jr any 
, . " I 

transaction hereundcr~ or any action taken or omitted to be taken by such Indemnified Party 
. . ,I 

in, c:onnec:tioa with this Agreement or ;my ~tion hereunder inc1udingJ 'ithout 

limitation,. any action taken or omiued to be taken in connection with the preparation of 
this Ageement b.efore the cffeetivc date ofthis Agreement by 5UCh Indemnified porJ. The 

Borrower shall not., however, be liable for any panion ot any such amount resulctnt frOm 
the gross negligene.e or wilful misconduct ofIUCh Indemnified P3I1y. 

15. 	 No Waiver 

No fai lUTe, delay or refrainment by the SIS in the exercise ofany right or remedy aecruing 

to the BIS under this Agreement shall operate as a waiver by the BIS of such ri~t or 

remedy. nor shall any single or partial exercise of any such right or rernP.dy n~tJ as :I 

waiver of :my other right or remedy, The righU lind remedies provided herc4. arc 

, :i:UI!1ulative. and not exclusive ofany rights or remedies I'I'0vided by law. 

http:rernP.dy
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CUDlDIUDIcatioD5 - Amendmenu 
<­

All notices and communications hereunder slWl he in the English language 'and 
shall be made in writing or by aulhc:n1icaLed telerommunicanoD. in a a'tanner 

· acceptable to the RlS. . ' '" I 
·This Agreement may be lUDended by the eoIl3~t in writing or by autbenti~ 

. . I . 
It:letOIIlllluniC3Iion of the Borrower and of the BIS (acting in cnnsultation with the 

·Participatins Central Banks). The CODHnt ofthc guarantor shall aha be req~ for 

the continued validity of the iU3J'iD.tec of lbe Ooverrnnent nf the FedArative 
Republic ofBI3Zi1 provided pummnt to plltllgnpli 4{a)(z)(A) 'oftbis A~~ No 

ammdment or waiver shall atrect the rights and duties ofthe pam~ und+ t~$ 
Agreeme~t unless accepted by them, either in writing or by authontieatcd . 
tc:lccommu.uicatiuu. 

Iatry into Effect -Tcnniuatioa. 

The Burrower sball indicate iIS' consent to the terms of this Agreement by 

t:r:msmitting an authentioated telecommUnication to the BIS containing the Iword 
and ils mnne. No message shall be e1fective to alter the tenus of, such 

Thi!i Agreemcint man take effeet, together with the: Mcmornndum ofUndcnilanding 

and the Separate Agreement, in accontanr.A with the Entry into Effect provisiob set 

forth in Section 13 of thc Manormdwn ofUndeatanding. '. . . I' 
This Agreement shall terminate 12 months from the date of itS entry into effect nr 

o~ th= dato when each drawing or roll over under thi3 Agrcem~t has been rtp~d in 
full, inclu~accrued and unpaid interest thereon, Whichever 15 later. 

COYel'Ding Law - Arbltratioa. - Execution 

'This AgH;'CW"'-ll ~ be governed by and construed in accordance with the LaWs of 

. Switzerland. .... . . '.' I· 
Any dispute ari:ring out of tIm Agreement b~=n the: BIS and the BQrrow~ ::;hall 
be finally settled in accordance with the arhitratinn 1'111(".$ of the United Nltions 

Commission for Interrultionnl Tmdc Law. The language of the arbitral prote~g.s 
(and of any evidence or other submissions 00_ the arbitral tribunal) shall ~e the .. ". I . 
~glish lansuage, the number of arbitr:1torssball be three and the plo.c:c of 

arbitration shall be BasIc;, SwilZallmd. The parties hereby iIrevocably consbt in 
arlv:mt:e to the execution of any arbitral award rendered under this clause io the 
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fullc:st cm:nt permitted by applicable law and will ~Qt invoke any eYI'".eption or 
objection or any other defence which would hinder or prevent such C(~on•. 

. . 
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SCBEDULEA 
. 

GUARANTEE OF THE GOVERNM:ENT OF THE FEDKKATlVE REPUBLIC OF 
~ 

BRAZIL' 

To~ Bank for International 8f.Jt1ernents 

This leo:er refers to tbe Agreement dared between the Bank tOr InternationAl 
Scttlcmcnt3 (the "DIS-) and the Banco Cmtnl do B,asll if.:I lU the pruvUion of short-term tmanclaI 
a:.s:ist:ance for an ~ggreg'llte :unotmt ofup to US clolbrs q.2i inl1iOD ("the A~.. I 

The Federative Republic ofBrazil bcrcby 1.IllCCnditiODally ~tees on ti~t deriIand the 
full a.::ld timely payment or pcifarmancc by the Balleo Ccuual Uu Br.s.ru of all obligations. m1nCS 8Ilc1 

liabilities of !:he B:mca Centml do Br.1!il. under the Agreement. . . I ... 
. funhemlore, should the Federative Rcpubl1c of I:tr31.iI =:me. cnllatr:ndise or permit to 

subsist any $CCUdty or colIatc1al (uthcr Ihan 5c;curity or col1aw:al provided (or under :existing 
3:.rr:mgemects, including ~atituti01U therefor pcrrn.iJ::tcd ,thUe'by. or 1'IJ.'1 extension tbc:rcof' which will 
hi~ ~otili~n to the ms if their asgresate value·e::teeedi US dolbn 10 m.I'Uion) !or any ~ctD.' 61:' future 
e:l:.temal indebtcdDess for borrowed money or any guarantee thereof by any mmgaze, flled~e. lien, 
charge or other ~~ty ilm:oc:st on aDY af.Its .P1~1:UL or futlJrC 1ISSd:i or revc:nucs. me amOumslSecured 
by this guu:mwe sh:ill ,bare in smd be secwtd by GUCh mortgo.~ pled~ lien, chll1'gc or other $~ty 
interest equally and rateably With l:UCh other ~emalindebtedn.es&orgu.ar.a..atee. so as to rink p;ui 
I-nLs:su. w~t11 ~I.:h cihct c:...tanal indebtedness or guarantee in right of applicaIion in respect '1of such 
seeunty mtetest. ... . 

]he benefit of ttll~ guarantee shall extend to any P3rticipa~s Ce:ntr:1l Bank which m:1y be 
:su.bsticuted for the EllS (and·to any public entitY which my be substituted for aDY l'ar1lClpatmg: Central 
Billlk) in llC;onlanCC with paragraph 13 ot'the: Agu:cmc:nL .. I 

The terms of this letter Wll be aovemed by, :md eonstiued in accorcbnc:a witli. SwiGs 
law. 

Sincl!:reiy yOll~ 

/ 

http:I:tr31.iI
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SCDEDULEB 

~GREEMENT OF TIlE GOVERNMENT OF THE 
FEDERATIVE REPUBLIC OF BRAZIL 

[U:Ltcrhcad of the Appropriate Brazilian Government ,M.imstry1 

[Dalc:1 

MI', Anc:Ircw Croc:kC11 ' 
:Gecen.lM2mger ,.,.' , 

'RaCk foi Inte:rnational Settlements , 

Ce'ntr.1lbalmplal% 2 

0[-4002 

S~itm.im:i 

lUll! 

[B}'proprlatc omdal at the Minbtry orflDaucc orJaplU1}: , ' 

r;1dies and Gmtlemen.: 

,., , 

, , 

This l~ua L'Cfc:1S 1u the '"BIS Credit FaclUtY (December 1998) in Pavour ofBanco (!;'.e:ntra) 

do Brnsi1" between the: Bank for l'ntc:matiOlUl Scttlc:mc:nts ("ElIS") a.W11.hc Banco Cemral <101 Brasil 
(the "Banco Central''} (the "IUS Agreement") ;and to the "Agreement bcf.wl:c:tl ~ D<mk of iJ'1lpaD. 
Actinl1: as Agent of the Mini~ of Finance ofJapan, md the Bmeo Ce:ntr2l do Br:u.il" (the Mlstf,lItI.e3C 
AgreemenO as to the provision ofshort·term financIal a.~mnu tn RnlzU of312 aggregate amo\.llll of' 
up to U.S. dollau 14.53 billiun. Capitall$ed tcI'IDSused ,herein Without definition shaH ha've the 
re3p".tivc mca:b.ings :sp<:cified in the DIS APUleut ur lhe liipl1Il~ Agreement. " I ' 

Unde: pangp.t'h 4(a)(i)(B) of the BIS Asmment cmd. Article 3(a) of the: J'~iInl::8e 
Agreement. the Government or the Fl'.deratlve RepubliC' of Bra:zil (the "Govermnent") hereby 
un.Icrtak~ unc;ondittcnal1y to provide. in a timely manner and on a reguJar ha.qR. tn r'ht! [Brazil Desk. 
Office] at the International Monetlry Fuml (Ibc '1MF'1 for dissemination as set forth below. ~m the 
effec:tive dati: of the BIS Agreement and ~Japan~:s~ t\srCcmCDt until both aar~ have ~ired, 
(a) that I.'!1':Onnmir. lind financial infonn.ation C\mCltIy provided to the IMP, and (b) other c:c:on~c zrad 
financial information request=! by the SIS. based on t'.onsultations among the Putic:ipating Central 
Baw lWU Lhc: Bank of Japan. 

http:a.W11.hc
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. The Ouvcioment ames. and will instnlCt the IM.l', m a fiJrm S'ubstmtially similar to tl:tlt 
Cif Atmex 1 hc:rc:to, to-distribute IlUCU C\:unumic and financial infOImaIion on an Was fequesteH" basis, 
to the E."!ecutive DiI"eCto1':i rcprc3Cntmg D<:Igium. Canada, Dcuwark, Gmnany, the United Kmgdo.m, 
~pain, Finland, France, Greece, Ireland, It:lly, Luxembourg, Austrl.a. the; Nethalands. PonuPL 
Switzerland, Sweden. the tinitP.d States or America md NQtWSy; to the BISi and to the ~utiYC 
[)~tor for Japan. 

Sinc:c:::cly yours, 

lADtbori~u!d otndll) 

.... C(i; [Name ofOf&c and ofAuthoIiscdo£n&;iall 
Intenutional Monet3ry Fund 
'/00 19th ~h"P.et. N.W • 

.Washington,. D.C. 20431 

Mr. Andrew Crockett: 
Ciener21 Manager 

• 	 Bank for Intr:maticmal Sdtfemenfll 

Cc:otr.ubabnplaa 2 

CII-4002 

Basel. Switzerltmd 


(Appropriate orIicial] 

Miu.isu y uCPinance of'Japan 
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ANNEX 1TO SCREDULE B 

INSTRUCTION FROM THE GO,VERNMENT OF THE 
FEDERATIVE REPUBLIC OF DRAm 

[Lenerbead. oCtile ApproprlateBnzili.aD Gov~l!1lt MInimy] 

. rApprop.ru.te OftlcW] 
:~tl::rzWi~ MODctmy Fund 
'700 19'1 Street, N.W. 
Washington. IH.':' 20431 

S. 3~/47 

," 

[Date} 

• 	 Thill let.ter reter.; tn the "RT!\ C":rI"Jiit Fltctlily (December 1998) in Favour otBanco Centr:al 
do Brasil" betWeen the Bank: for Intemational Settlement3 (the "'SIS' and the Banco Central ~ Brasil 
(the "Danco Central', (the "DIS Agreement') and the "Agr=mc:n1 b::twc:.:n the Bauk of 1~ Acliu! 
:1£ Agent of lhe Minister of Finance of ]~pm) 3J1d the Banco Centr:al do BnLliiJlt (the "Illpanesc 
Agreemenf'), a.~.ft) the pnvilrinn nfshnrt-tI!rnt financial assistance to Bm:il of an aggregate ~ount of 
up to U.S. dollars 14."3 billion. Capitalised zenns used herein without clefinition shall have the 
tespc:ctive meanin~ specified in the: DIS AgrmIlc:nt or the Japan= Agl"CClllcnl. I 

Under pmgraph 4{a)(i)(B) of the SIS Agreement and Artiele 3(2) of the !apan~e 
Agreemenr. and pm:suant to SchednJ.e B to the BIS A,ireement and Schedule 1:1 to the Japane.c:e 
Agn:c:mc:nt, tbc::'GoYanmc:.nt oCtile: Pcdaatiyc Republic oCBnr.aI (the "'Ouvcinm.aJtj heIeby:iDstructs 
tbe Intem:lti01l2l Monetary Fund (the "IMF") to cli:;tributa the eoonomlO and fi.naucial m:ormation 
PT'OVldo:i by the Government to the IMF, on :m "a!: rerplesreif" basis, to. the Executive Directors 
r~sendng coun1I1es whose mural ban.lc3 and monetarY authorities are Participating Cenmll Banks. 
tio the Exceutivc Dirc=tor of Japan and to the DIS. Fer the purposes of this paragraph, "ewnqnllc and 
filunci21 informatiOD" mlWl' all information required to be_ provided ~t to Schedule'S to the 
EllS Agreement and Schedule Hto the Japane.'\e Agreement '. . 

.SinCerely yours, 

[Allthorised OfficlalI 

http:oCBnr.aI
http:tbc::'GoYanmc:.nt
http:rApprop.ru.te
http:ApproprlateBnzili.aD
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SCHEDULE B-1 

AGREEMENT OF THE GOVERNMENT OF THE 
FEDERATIVE REPUBLIC OF BRAZIL 

[Letterhead ofthc: Appropriate Brazilian GovctlwlI:nl Ministryl 

[Date] 

Mr. ADdn:w Cnxkctt . 
C~mJM=nger 

lhmk: far 1ntema1:ic:mal Settlements 
Centralbalmplatz 2 
Oli'~OOZ 
[1a3CI, S'Vt'it='Lmd 

and 

!:lppropriate omc:ial at the Ministry of l(lnnee ofJape1. 

Ladies and Gentlemen:: 

"I'his letter refers to the "BIS Credit Facility (lJecembcr 19911) in Favour of Banco,Central. 
0' DrW" bc:t'We1:n the: Bank. tw wLcmaliona! Settlements (the "BISj and the Banco Central do i!taSlJ 
(the "'Banc:o· CentrDl'') (the "'SIS Agrccml:nt'') md tI:I the "Agn=a~l:'nt bctwet:n thcBank of Iapan, 
Acting as ASe11t of the Minister of Finahco of l:ap3.ll,.md the Ban~ Centml. do Bra:sir'{the: Hl~panc:s~ 
Agreement'}, 3..0; tn the provision ofshort-term firumc:wu~istanc¢ to Ba:z:il o£ an aggreg:l.te :miount of 

. U'I' to U.S. dollars 14,':; billiOn. capitalised rer:tn.'! u.~ herein without definitioD s:hall. bkve the 
1cs~Live mca:ning:s specified in me BIS Agreement or the: J'a:panc:se: A,treern.e:nt I 

. Under pGtl1gmphs 4(aXi){C), 4(a)(i)(D} and S(c) of the SIS A8sCCUlct1l.WIl Aniclcs 3(a} 
and 8(e) of' the 12paDua Agreement, th« Gcvemme=t of' the Federative: 1tepubH" of Dra1iI (the 
""(rovemmenf") hereby lmriemilcl"S unconditicJl211y: . . \ . 

(1) on L-eLalt ufitsclfand the Banco Cenrral. that it will not impose any controls on cap1tal .. 
. . outflOW'3 from Brazil, ,except as provided in the IMF I'xogram; and.. . 1 

(2)' on-hehalf of itself and the Banco Centnl, u a condition for 3t!'J dnwing from the 
SIS F:!.Cility and the Swap Facility,tn maintam its Gross Intemationalltesetves'atia level 
no lower than the sum of (a) the princIpal amount outstmding under the HIS A~p.nt. 
(b) the principal amolWl uublimumg under the Japanese ~t and (e) a ~ of 
U.S. <iollm 10 billion. ' 

~inCS'f'ly yours, 

[Allthnri~~ Official) 

J 	 <.iross International itese!'1leS are defined (nr thll purposes of the 91S Agre~ElIr Uld me Jap:mccc Af>I'ument (~ ::Ie ::eI 

fonh U] the IMP). u lbc ;IItloum ot llquJd rateign curn:nc:y-de:oomilweif dauni lit tile E:mr:o Centni, which include the 
9;mcoCeolr.!J.'s: (i) mtmeult)' cumn.. fu) £rc<: SOld. (iu) boldmg.1 of S~ial D",...~ Ki~\I:I (-SDK.'ij, (iV}ircsI:l'VC 
l)OSIlIon in the IMP and (v) haldin2s of ru:ed inctImll inctrllmenl~ After October 31. 1991. GAY incnI.- in fcmoisn 
~1.Im:ncy-dQl\}ltU.las.ol ~I.wll:; (bulb spot and fbrwatd) against residents, or against (OI'ClI:ll branc:lla Df subsidiaries of 
Ru"il bn inS1itutions, will be cl)UlIred iii; :;!, ",du<:ril)n In Crl)33 Intcmo.tioMl RClQ'Vc.:I, :\:I ddined /Iliav... 

http:1.Im:ncy-dQl\}ltU.las.ol
http:aggreg:l.te
http:l:ap3.ll
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SCBEDULEC 

LEGAL OPINION OF THE ATTORNEY GEJ."'mRAL 
OF THE NATIONAL TREASURY OF BRAZn. 

I 

(Letterhead·0£ the Attorney General] 

Mr, Andrew Crru::icett 
Gelleral Manager 

Baiik for Intc.ruatioJJal Sc:uI~cnt:s 


Ceiltr:IbllhapI= 2: 

CH-4002· 

Swit7niand 

[1apanese AddresaeeaJ 

I, 
This letter rettrs to the ["BIS Credit FacilitY (Detember 1995) in Favour of Banco 

Cc:nnl do Bruil" betwCl:a !he Bank rOI wt.cmatiun:ll Stttlcmcnts (the "BIS-) 3lld the Banco denttal 
do :Brtcil (the -Bonco Centnll-) (the "BIS A!"=cmcnt")l [or1 rAgrccmcnt bctwecu I.hr:; Bank. ofJap;m, 
A.ctinS ~ Agent of the Minim:r ofFU12nce of 1~= the Banoo CentrcJ. do Bra.:sil" (the ·I~anc$C 
AgI"l:ement")} :I,. to th~ provision of shOIt·teIm financi:1l ~iistlnce to Bra::riI of an asgrepte :ml~unt of . 
up [0 U.S. dollm 13.28 (or] 1.2.5 bilIion. Capltah.zed. term!! u.<oed herein without defuUtian shall have 
!l'Il: m'"P~tivl: meanings specUied in the (BIS Agreement] or tbc [Japanese ~ement]. I 

. I 3m the Attcmey Gencrn.l of the NlI.tiarW T~ of Dnm and have acted. ~ CuWl:ic:l 
fo :Brn%il in ~ecticn with the p:repa:ation, e:u:cUtiOl1 and dclive:y by Braz:i1 of II. gua:nm~ (the 
ul..Iaranrecj of the ti.ill performance by the Bancn Central nf AU obligations. d.utiel and liabilitiell 
und.er \he [BIS A~mtl forl fJ;q,anese ~]. . 

I have ~ .WcraJiQ. the following: 

. (1) the COIlStitut1on ofBraztl as in effea on the date bereof (the "( ~lll'titlltion"); 

(2) 	 evidence of govermrtenta.llluth0ri3ations and. appRIval3 i3suecl in connection with the 

Guarantee; .. . . .. I· 
. . 

(J) 	 all suCh othQ' IawlS, ,cguIali~ and documents as I have considered. neees~ or 
de&ir.l.ble; 

(4) the Agrcc:ment; and 

(5) 	 the Guarantee. 
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'. 	 , Based upon such examination, I am of the fcllow1rlS opinion: 
, 	 , ", 6 

(A) 	Br.Wl has fi.tll power iStld aathori1;Y (1) Lu im:urthe obligaItons referred tn m,'the 
Agreement and in the Gl.W:I:D.tee, (ii) to ~ and deliver !he Guarantee. (iii) to 
comply With the provisions thereof and (iv) to perform ,the: obligations C:XPt~a1 to 

be binding upon Brazil in the GIJ3mltee. 	 , ' , \ 

(9) 	The G1.W'3lI.l'ce bOlIl been duly exC:Cuted and deuvcmI by Brazil and constitu~ a 
leeat valid and binding oblisation of Brazx1. enforceable ill 1I1X~ with its 
termS. and the flnanci::d oblig:atiOl'l.ll of Bn.Zit thereunder tItc and WllJ corJtitute tlle 
uire1;t, unconditional and iCIleral mdehterine$S ofBru:il fer which the fullifilith md 
credit of BnWl is p1cUgt;d, and will rank at leastparl passu in an respectsJ with all 
other. present or fUI:urc din:ct, ,Wlco.m1iuunal and l1encral,. uasecubi anti 
1lllSubardinated extems1 indebtedne3S ofBra:zil. I 

(C) 	All govculIu.cuLa.l ~risaIions and app:ro~1s reqmred tOr or in eonnection,'lllll'ith the 
execution, delivery and pcrfOWlaJIcc: or the Ouarantee in order to rendt!r all, of the 
cbli!;3tions of Bmzil' thc:rcun<kr valid. binding awl alllmeablc in ao:ordatce with 
!heir respective term£, have bee:ti. obtiUncd in due ami' S1ric:t c:i:Jwplimce. kidl the 
Constituhon, aU 3pt'1fic.able laws of Bnzil and any applicnble agrcc;ment, rc~on. 
or regulatory requitement and are in filll force and effec:t, except for the Banco 
CcnttaI autll.U1Cr4liQll:S of the rnaIcing o(~yment! outsuie Rra7.11 in a cu:r:ren~ other 
tImn rut" which m.1.l.U b~ issued within 30 calendarc1avs. .\ 

(0) 	The execution and delivery of the Guarantee. the perfon:nancc by Bruzil of its 
obliptiwi:I thmunder and compliance by Bra:ztJ WIth the tl'.1"!llS thereof=~e been 
duly a:utllori,cd by all ncces5al.J actions ofBraziL. and do not and will not' \ 

(i) 	 Violate any pmvisions of the C~tation or any w.w, rule, regulation. order, 
ludjIenI.em. injunction. decree. re....,llltlon. determilution or award of ariy oourt 

, or lIllY juw~ial. iclm1nistrative. or~ovemmentaJ authority or crgahi",tion ' 
having cpplicabilitr to Brazil; ur ., '\ ' 

(U) 	 tontlic:t or be incoruustent w;th, or result in a breach of, :my of the tc:mu., 
<:CV<:Iilwl:s, conditions or i)rilvisions of. or con.qtitlItl'! a default undb-, ;my 
Ilgreeml:nt or other instrUment, arrangement, or obligation to which H~iI i~ a 
puty at by which it or lilly of its PfOPaty.assets QC lCV~ may be b6\md 01' 

aftect.ed.' , ' , ' \ ' , 

(E) 	 The officcr[s] of Brml cxecutiJlg the· Guararnce. and all nntir-f'S and other 
, ~entS required thereunder orothe! wise related thereto. are and Will b,\b fully 

authorised to execute the same for md on behalfofDraziL,. 	 ' 

(F) 	 No CYQlt 01 Ud'ault or ether event whicll. with the gIving of notite and/or !,p~ of 
time, would c;on:stitutc an ~laIl uC' default has occurred and is contmumg 
nnremedied, nor will :my event of default or other ¢vent u ilfol'~un::iult Wm anv ' 
action taken under the [IUS Agreementl{ar] [lapanec8 Agreement] or the: C.Jnmta: 
umlcr any other agreement that Hraz11 ha.< exer.l1ted. " 

(n) No litigaticn or administr:1tive or arbitration ~c;ecdingsLl:rure ur of' any court. 
tnbunal. arbItrator orgovcmmental authority are presently in process, pending or, to 

http:aftect.ed
http:ludjIenI.em
http:oblig:atiOl'l.ll
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the be.:st of my knowlcdg!;, dll~i&~l Brazil ar any ants -property, assets, or 
i;wenW16 which would mAtcriDlly af'fcct the ability of BliILil lu pc:rfJnn its 
oblilj.1tions w:uier the GIllll':mtee. . I . 

(I1) 	Druil b not in dcf.ruJt Wldct' allY such laws rule, n:gulation. order, jud~ent. 
injunction., decree; resolution, defQ'mination, or award as is rcfcllc:U lu iIJ ~'Ph 
(D)(l) of this opinion, nor is Bnzil in default under.;my asrccmcnt. imtr\nncnr. 
arrangement, or obltgatinn a.~ is referred to in paragr.apb (D)(l) of this opinion, in 
any such case beini a defmlt which might have a material advme efreet 6n the 
proptrty,a.UCl:f. u:vcuuc:s, <If liDandaI condiIioD oCB1'3Zi.l or on Brazil's abtllty jluJy 
to perform and obscm: it" obligations under ~GualliWlcc. 

OJ 	 Banco Central was duly aurhansed rn enter into the paragraph S covenmt$ ixl the 
[!tISl Agrc;mem farl rand the AtdcIe 8 covenanl3 ot the Japanese Agreement} on 
behalf of Drazil. In this opinion ,cfeleact:l tu 1l:u: Guarantee should be tonsnhed as 
including refem'lc~ to such pamgruph 5 ccvc:tan'ts and each of the eoaalliunbtts of 
BraZil. in the ftrrmS $e'I out in Schedules B and B-1 to the [BIS] ~mcnt [~] [the 

. Japanese AgreementJ. 	 .. I '. . 
(J) 	 It is valid to provide th:1t the Guarantee be iovc;mcd, by, ans.l CQll:itrucd in accotdance 

with, (the L3ws of Switzerland} (or] (the UW3 of Japan]. . . I. 
(K) 	It is l:1ot.necessary or advisable In order to ensure th= lep.blY. validity, enf~bjlity 

or I2lim.i.s.sibility .in e,iucm::: or lbe Guarlmn:e in Brazil that the Guarantee br any 
other documr:nt be.filcd, rct:ordcd, rcsistcrcior c:mollcd with iWYI:Uurt ur authority 
in Br:uiJ or that any stamp, regi&tr:tion or similar tnx be paid on or in rclatiod to the 

. ~~'l' ...... .3 fD ')' Ia d·· I .l_ 	 , ­!hi3 opuuon 13 un.tl..iOlil to matters 0 «lZl Lm W'm IoN act pwpull W~ on any qu~..on 
arldng under the laws ofany jurisdiction O'Iber tb:m Brazil. This opinicn·spc:.aks only as of its &.tc. In 
the ah~('~ of)t 5pl".d:fic te.t.:luest, I assume no obligation to supplement or upd3te thU: opiniort 11.3 of 
an)' date occurrinihereafte.r. This opinion may nnt he relied IlI'J4"ln by any perscn ether tbk Ih~ . 

• alk~ hcmlfl, the Participating Centia! Banks (as that term is defined in the l:US Agreemerlt} and 
a.n)' public entity which may be :substituted fOJ iW'y PaIticipaling C~ Bank in accordanc~ with 
paragraph 13(0) oftbeBIS Agreement].· 

• Insen for BIS A.q;rccment only. 

Sincerely. 

[Namej 

Auomc:y Cknera1 ofthc National TreasuIY 
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SCHEDULED 

LEGAL OPINION OF THE GENERAL COUNSEL OF 

THE BANCO CENTRAL DO BRASll. 


[Letterhead ofthe Banco Cent:ca.l do HrasllJ 


[Date] 

~;fr. Andrew Oockett 

(~cnaa1ManF 

l~ank for Intemational Sett1cmc:nt3 

Centr2lb~platz 2 

CH-4007. 
Switzerland 

(Jap:mese Addressee::) 
.1,

(Federal Reserve Bank ofNew York) 

,-I..a.dies and. Gentlemen: 

~. JJI4! 

This letter ref'er; to (i) the Mcmot:mdmn of Ul1der:;tmding (Fllcilitie:J in favour of Banco 
Central do Hrnsil) dated Decembrr -,1998 among the Banco Centr2l do Bruil (the: "Banco 
Central·,), the Bank for International Settlements (the "HIS'"), the Hank ot" Japan, acting a... agent ofthe 
MinisLer ufFi:I:mncc ("JAPAN"), and. the rcderiJ. Reserve Bank otNew York (the "Memor.sb.dum of 
Undcr:rtanding', (U) th<; "DIS Credit foKility (December 1998) in Favoll!" ofEla.u.;o Cca1L"lll db Bnwl" 
between the DIS :and the B:1llCO Cmtr.1l (the "SIS Agreement") tl3 to the provi3ion of ~orMcrm 
fm:mci:d :ilssistan~ oC an aggregate amount ofup to U.S. dollars 13.28 billion Car Brazil; lind (iii) the: 
"A~ent between the Bank of Japan, A.ctlTlg a... Agent nf the Mirrilrt.er of Finanl".e ofJ;tpa~ and the 
13anco Ccnual do Brasil- .(the "Japanese Agreement"), 'Ple ElIS Agreement and thellpaDesc 
l\greemmt IIrC reft:m::d tg brnin «Inc:ctivcly u the: ''Scp-4r4le: Agra:::tnc:rib". Capilalisc:d _ used 
herein without deimition lU1ve the ~P"tiyc meaning:J specified in the Memoraridum of 
llnde:not::mdi.ng. ·1 

[ am the General CCunsel of the Banco Central and have acted as Counsel to the l:Ianeo 
Central in connection with the plclf<UaUIJu, CAcculiun l:IlUl dclivay by the Banco ~l· of the 
Memorondwn o{U~der:ltllJiding and the Separate Agrc:c:mcnu. 

I have examined. i:rttP.r min, thf! following: 

(1) Law Nu. 4595165, as amended; 

(2) evidence of govemmentDl II.Uthori3ati0n3 and. approvals i331lcd in conntcticn with the: 
Mem.arandi.un ofUnderstmding and the Sq=lte Agreements; 

(3) all sue:h other laws. regulations and documents as [ have considered necessary· or 
~inblc; 

(4) thp. 'Memorandum ofUnd.em::mding; and 

(5) the Scparalc Agreements.. 

http:Mem.arandi.un
http:llnde:not::mdi.ng
http:Mirrilrt.er
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Based upon such enmirlatioa. I 3m ofthe following opinion: 

CA) 	 The Banco Centtal is an mslltuaon duly ~nised and validly existing \D1tler rbe laws of 
r:he FederaIivc Republic of Brazil as the cemraI bank of the country and h3~ filll P9l"eJ' 
and wtharity '(i) to own and main!3ln ib prupa1.ics and asSetS and (Ii) to carry oD· its 
functions :1$ they iU'e now being conduet\;d.· 	 .. 

I 

(B) 	The Hanco Central has full power and authority (i) to mcur the obligations refe:ref to in' 
me Memorandum of Undemanding and the Separate ~ents. (11) tn ext'J':1Ite and 
deliver the McmorandwiJ ofUu&:1~lalnling and the S~ AgreementS. (iii) to domply 
with the provision3 thereof and (iY) to perform. the obliga.tioll$ cipl'cs:sl:d lu be ~indinll 
upon the B21lcO Central in the Mcmor.:mdum of UDdcr:iWlding /IIld the S~arati: 
AgTP.P.mP.nt!l 	 . . . I 

(C) 	The Mernormdum of Undemanding and both Separate A~ have bJ duly 
. ~utcd and dc1iTc:n:d by the Banco O:uual lim! I.1.lI1:Stilul.c legal. valid and liindtng 

obIiptioru: oftht &nco Cenlnll. enforceable: in ace;C1'l:laccc with their rcspa:tiveltetUIlS, 
and the financial aolig:atiCf1$ of tbc Banco Ctm1ral thennmder arc :md will corisritutc the 
direct. uncotlditionaJ. and geceraJ tndebtedne.c;.o;. ofthe Rance Central and will rank ~t le:.ut 
part. passu in all respectS witb all o1her· present or furore direct. unsecured and 
UIl5Uboroinatcd c::m:rnal indcbttdJl.CSS of the Baucu C:ulrt1l.. .. . I· 

(0) 	All goVernmental :authat:ii3tiona and. approvals requ:ind for or in connCGticu with Ihe 
execution, delivery mdpexfon:xunce of the- Memor:mdum. of Undersendins Jd the 
Separate Agreements in order to render all of the nbliganons of the Banco d:entml 
thereunder valid. binding anll enforceable in ~With their respective t.er.rtci. have 
been obtained. in due: and strict compliaul:e with Law No. 459516S, as amendk aU 
Ill'plic:llhle lQ~ or Bd, ond.1In)' applicable agreement, regulation or R:~alO''Y 
requirement, and are in full f~ :md effect, e::tc:ept fer the Banco Centr:ll :wthoridanon:; 
of the m.ak:ing of payrru:nts outl;ide Rru:iI in C'IlI'rendtl.'l nthl'!'l' Than reais. which:dust be 
issued within 30 ca1erIdar day~. . . . I 

(E) 	 The ctI:CutiOll and dcliVCI)' of the; Mcmonmdum of Undcr;standing and the SCPllllltc 
Agreementa, the ptrforman~e by the Banco Centnl of its obligations tb.cmmdF ond 
cnmplian(".p. hy thl! R:mco Central with the terms the:reofhave 'been duly 2Uthorlsed by :all 
necesS3lY actions ofthe Banco CenInl, and do not and WIll not: I 
(i) 	 viol~tc 'Any ~ot1SofLawNo. 4S9SIGS, lI.S ameudcU, or any Illw, rule, Rg,u).ation, 

order, judgement, injUDctloa, deem, molutioa. determination, or award ~f any 
court or any judicial, administrative or gov;m::rmentU. ~rity or or~on 
havinlt applicability to the l:5anco l:entral; or . . . ·1 

(ii) 	con.flictor ~ incon.sUt:nt With, or result in a brc::a.ch of, auy uI lhc ~ c.;uvc:tl3llts, 
conditions or provisions of, orconstitutIJ 11 dethult· UDder, ony agrc:cmcnt g.} other 
instrument. ammgementor obligation to which the Bmeo Cen!r3l is a p~ or by 
.which it or any of its property. a....~ ('If ~Ue.1;may ht! 'bt>utId or affected. I . 

(F) 	 TIle officcr[s] .of \he: Ba.w:u Ccnlr,d Q~ !he: Mc:mOIaIldum of Undem:lndilig and 
the ScpO<Utc ~b, /IIlQ all nQti~" and otbt.r dcx;uaicutlj rcqttimi thcreWl'der or 
otherwi." reJated theretO, src and will be fully :1l.11horiied f:l) execute the same for lmd on 

. behalf of the: Rancn l.t'.nl'r:il . .. . . I. 
(0) 	 No event of deiawt ur ulhcr event which, with the giving ofnotice and/or lapse of'time. 

would constitute a:n event of default hll3 occurred and is cQOtinuing unrcmcdied, npr will 
:my ev-entotde£ault or other event as aforesaid .rerult from :my action t:lkan un4er the 
Separate A~ements or the Guarantee under any nther agreement tb~t Banco Central has 
c;.o.:ut.c:d. 

http:brc::a.ch
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(H) 	No litiSl1tiOll or admiuisl.1l1l.ivt: ur iUbilralion proceedings before or of any court:, trimm:ll, 
:u-bit:r:ltor, or sovemmcntal authority arc pn::>CDtIy iu p1ucc::iS, pending or, to the best of 
my kaowtedge, thratened apnst the Banco Cen:ral Or any of it:l propaty, ls:JlICl$, or 
revenues wJucl1 would mareriaUy affect the ,2hiJity of the ~aneo Central to P¥~i~ 
ubligations under the Memorandum ofUnderstmdmg and fhp. Separate Asreement;.,~ 

" 	 < I 	 ' 
(I) 	 Th., B;mc:o Centnll ill not in detiault under any swoh law, rule., regulation. order•. 

judgement, injuru:tion, decree, rellOluacm, determination or award 11.5 is r~r<:licd Iu in 
parafUapb (E)O) ofthi~ npinion, nor is the Baneo Centr21 in def:wlt under any abccmcnt, 
instrtzmCllt. mangement or obligation as L'i referred tn in parngraph (E)(2) of this opiniOD, 
ill auy :$uch c~ being a default. which might have :I material advme effeb on the 
propaty, auet:s; ~ or (J.Ilal1I;illl clJIldilion of the Banco ~ill:ral or on the Ha.nco 
Central's :ability duly tc perform and observe its obligations uw..la the Memodndum of 

, Understanding and the Separ.ate Aareemei::lts., 	 I 
(1) 	 The provisionS of p31'2gr2ph [18(0)1 of the BIS Agreement 31'!ci l1rtiele 11~) of the 

Japanc:"c 'Agn:anQlt (atuiuatiun, exc:cutionl are iIrcvocably bindini on tbb Hanen 
Cmtr.ll. kay decision or award of an arbitral tri.bwlal umlc:x· anu pursuantll'O sucb 
provisicms wiD be eaforceahle against B:u:lC:O Clmtml in tlK: Fe:dcnsl courts or Brazil 
without retonstde:ratinn nf the merits. Such enforcement will, occur if cuch d.wurd (i) 
fulfills all formalities required for the enforceahllity thereofunder the hws of th~ e:ountry 
wheu:: lIn::.same was granted; (ii) was issued by a competent arbilr.\1 tnhWlal afttir service 

, of :luch proc;c:." upon tlu:,patti~ Iu the llCliuu as is required by the rules of th~ arbittaL 
tribun:d;' (ill) if: not subj~t to appeal; (iv) wasauthcnticatcd try, 1$ BI<aililill ~ate .in 
the coUlilIy wher~ the urne wu issued; :Jnd (v) U. not cpimt the principlc:~ of D1'U1lian , 

• public policy as set tOrth in articltd 1 ofDeeree-Law 4,567. 	 .1· 
(K) 	It is not na;c:ssary 01 adviz'.wle: in unkr to ensure the leplity, validity, enf~rty or 
. 	 admism"bUity in cv.idcnce of the: Memormdum of Ulldeulamling lIlId the Separate 

Agreemea~ =BDZil that th<: M=nomndum of Undmtmding and the Sc:panUc 
Agreemen~ I'Jr any nthr.r aOC'Jments be filed, recorded, registered, or enrolled .!vith any 
court or authority in Brazil or that any 5tamp. rezjstrntion or similar tax. be paid on or in 
relatiolJ lu Ihc :run,,· ,: 

(1) 	 It ii valid to provide tbD.c the: BIS A;rc:cment be governed by, illlU "''IJIlSfI'Ued in 
, 	 ar.t".ordanee with. the Laws of Swil2erbnd.. It u. volid to provide: that the: Iapanese 
A~ent be governed hy. and r..nn~trt1ed in aeccrr:bnce with, Japane£e law. . '\ 

This opinion is limited to mI1ttct3 ofBruilian law and. I danot Pwpul' Iu pi:lS:i un any questiDll 
ansmg lmor.i' thr: laws ofmy jurisdic:tiDll other th3n Bt'3ZiL 1'hi:; opinion spcsUc only as of i~: dati:. In 
the absence of a specific: request.. 1 a.~!imne no obligation to supplent.ent or upclatethia opinifa lI.S of 
any date occurring bereafte:r. This opinion may not be relied upon ,by any person other than the 
Q:d~ hcrco![. the: Participating U:ulrdl Banks (as that renn is defined in the,BIS Agreenient) and 
a:ny public entity which may be sub31itutcd fur any Participating Cc:xllr.d Bank. in accordance With 

. pmgr:lph 13{d) of the BIS Agreement].* 

• To be: WsCI leU Lv BIS A~tOnly. 

Sincerely yours, 

l'Namel' 

Gc:nc:rai COUll$cl 


Bane:o Cen1nll do Bnssil 
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Sth December 1998 

SUBSTITUTION AGREL'1ENT BETWEEN 
THE DAl-lI{ FOR INTERNATIONAL SETILEMENTS 'f 

,'AND PARTICIPATING CENTRAL DANKS 

,(DECEMBER 1998 CREDIT FACILITY IN FAVOUR OF 

BANCO CENTRAl. DO BRASIL) 

The: Bank for Interrurtional Settlements (the l'BISj, of the one part, and 
' 

Banque Nationale 
, 

de Belgique. Bankot Canada. 
' 

Danma:rks Nationalbank, DeutSche 
" " . . • I 

Bundesbank. Bank of England, Banco dEl Espana, Suomen Pankki - Finlands Bank, . . I . 
Banque de France, Bank of Greece. !=enm1l Bank of Ireland. Banca d'Ilalia. B~ue . 
Centrale: du Luxembourg. Oster11iichisebe Naticmalbank, De Neder1andsche Bank 

. . . I ' 
N.V., Banco de Ponugal. Schweizerlsche NatiCI1i:llbmlt. Sv~~ RWbilUl., Ftd~al 
Reserve Bank ofNew York {"FR.BNYj, as representative of'the US Departmdrt of 

the Treasury, and Norges B~ (ihCi "PlUllcipati.ug Central BUlks'" of the other pk. . . I' 
!, .' 

, Consid~ that, au behalf of the Participating' Central Danks, the DIS i3 
prepared to offer the Banco Central do Brasil (the "BCS") a short-term credit fJmty 

. ' I 
of up to US dollars 13.28 billion 011 the terms and conditions set forth in the First 
S~hedule hereto (the "SIS Facility"); and 

. . Considering that the Participating C)-.ntrnJ Hanks are prepared to afford. the BIS 

I,;IJver: foc the risks incurred by it under thc DIS Facility in the ~portiOIl3 set agbmst 

their respective rumH'~~ in the Second Schedule hereto; 

. have agreed as tbIJow~: 

1.' The HIS will notifY theP~cipating Cenual Banks by authentt'F'1 
telecommunication of the vulue dOIte ;md ~ount of each dr..Iwing or roll..over to be 

'made by the BCBunder the 'SIS Facility and of the da1=s and aIllOWli.:s dr all 

repilyments of ~ch drawings or roll..overL 

2. If, for whatever reason, any amount drawn by the BCB Imder the RT~ Facility. 

incluWn)!;'Wlcn;:sl tuet'oou, remains wlpaid on the due date or dates for rcpa)'menf, the 
BIS shall notify the Participating Central Banks l:Iy ailthenticated telecommunication . 

, < " 

ofthc amount ofprinclpal and interest then due and unpaid to the BIS. 

http:PlUllcipati.ug
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3. . The Participating Central Danb agree that, u from the date ofmy notification . 

pursuant to clause 2 offbi.~ Aereement, the HIS "hall have the right at :my time, ~ iU~ .~ 
sole dj~on, to require: thc Participating Central Banb, by ghi';'g at leak 5' 

bnsmaO:$ claYJ;'prinrnotice, to be substituted for the BIS. in the proportions set agkst . 
I 

their ~pcctivc IWIlC!l in thc SccOlld Schedule hereto, with respect to aJI'cWms of the 


firs against the BCB (other than any claims that arise with respea to amounts owek to' 

. 	 . I 

the DIS for ib own account) which then subsist under Or in connedion with the BIS 


racility. The BIS ~1 notifY the PatticipaIing Central Banks by authentic1ed 

telecommunication ofthc date of nny such substitution. 


.4. . To give effect to ;my Wb&titution under clause 3 oftbis Agreement 

(3) on the d3te of substitution the- BIS,shall assign to the Particip:ai:ng. . . 	 I 
Centrai Banks their respe=ctiv(: propuIliuu.atc sb.a.res of the o~ 
claims artha BIS ag:Unct the DCB under the SIS Facility on the ~ of 

substitution. and 

(b) 	 on the dale of15ub:itiluliol1 Q1~h uflho Palticlpating Central BanltS shall 
trulSfer the US dollar amount or its respective proportionate sbarJ of 

. . I 
the ~laiws SO assigned to ~ account of the DIS ~tled '13ISA€F' 

with the FRBNY. 

S. . As. from any substitution under clause 3 of this Agreement lind tmm time 10 

lim~ Lhdcr. the BIS shall tca.usfer any amountsra:;ived from the nen or oJ its 
behili PUl'SlWlt to .the BIS Faetlity to the Participating Central Hanlc~ (or 10 ~eir 

. tespective 	 public' entitiC!l, a.:s funn any amgnmcnt undl:r clau:sc 6{b) of bus 

Agreement)· in the proportion!: ~.t aeainltt their respective names in the SecJmd 

Schedule hereto. 

6. In the event of Bny .substitution pursuant to clauses 3, 4 and S of this 

Agreement. 

(a) 	 .each Participating Central Bank shall benefit from the same rights and 
. 	be subject to the same oblisations u are :applicable to the BIS un~ 

the BIS Fal.iliLy and und<:r the Manurdlluwll "fUnd,rstandingddtcd.' '..I 
[ J among the BCB, the BIS, the Bank of Japan, 4lctine' :t" . 

. 	 . I 
ag~nt of the Minister of Fin.aru:;e gf lapmand th~ fRDNY; the BlS 
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shall notify the BCB of any such substirution and shall confirm the 

related 3Ssigmn~ of claims against l:he BCB md my related tramter 
in l~'PCCL uf amounts received to the Participating Central Banh in ,:r 

'Writing; 

(b) 	 each Participating Central Bank shall be entitled to Il3sign to it3 
G\JVCUIWQlL, ur lu any o\hcrpubUc entity oriIs coumry. all afits riJ,t'i 
and oblig2tions resulting from such substitution; the P:nticipcJg 

, Central Bank shall notify in wriliug ,LlIe: BCB, the BIS and the othbr 
p~rticip~ting Cmtral Banks of:my such assignment; 

(c) 	 upon SubstItution, the BIS shall assist 'the Paxticipating central B:uiks' 

(or their ~tiyc public entities, in the C\I(;Ul uf.an assigmnent) ~ . I 
~nnrcfinati"e :lgent in connection with' repayments made by the BCB; 

zmd 

(d) 	 CIlCh Partieipll1ing Central Bank shall 3~ all paymcnu IC(;~vcd from 
,thc BCB or on its behalfpursU3Jlt to the BIS Facility with the oub 
, P:utieip:lting Central Blmks end the BIS pari passu in the proporti0t6 ' 

liSted in the Second Schedule hereto. \, 

7, 	 The obligation of each Participating Central Bank to transfer the US dollar 
. 	 I 

amount of its proportionate share !If the claims assigned pur:nw.nt to clm.l3c 4 of thi3 
, . 

Agreemen~ shall not exceed the total of 

(a} 	 the maximum US dollar amotint olprincipal set against its name in the 
Second Schedule hereto, and 

(b) 	 its proportionate share of:ill unp:ud interest under the BIS Facility. 

l.( inConsideration 'of their undertakings pursuant to this Agreement, tlle 

Participating Central Danks shall rtCcive in respect of each dcawwg ~r ruUluva b~ 
. 	 'I 

the BeB under the BlS "'aeiHty :I r.oaunission which. shall be calculated for each 

dIllwing or, roU-ovcron the b~i.s of (i) the actual interest rate (dctmninro ih' 
accordance with paragraph 1 of the BIS Facility) less (ii) the relevant LmOI< rnt~ 

'published by the British Bankers As~oci:1tion 2 London business dllY3 (83 defined ih ., 
lhl: BIS Facilily) immediately precedlngthe value datefor such drawing or roll-ovet 

increased by 10 basis pcin~, Such commission shall accrue as the correGpon~ 

http:pur:nw.nt
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, interest payments from BCB arc effectively receival by the: :SIS amI shall be payable 
to the Participatini Central Banks in the £lmpnrti~ set agaiDst their respective nam!e.s 
in the Second Schedule hereto <1S soon as practicable after sw;h rcccipL ,f. 

i 

~ , 

9. (a) The BIS shall provide egch'Participating Central Dank with a wpy uf' 

the: uriginallettm received by the BIS from the C'tOVemment of the Federatite 
Republic ofBrazil in acconbricowith paragrapb 4(a)(i) ofthe DIS Facility. ' 

(b) The BIS shall consult with and obWn the prior approval ~y 

authentic.ated telecommunication or in writing) from each Particil';tting cen¢n , 
Bank (or p~blie entity, in the event of lI:I1 ~gnment P1ll'3W1l1t to elamc 6(b) ~f 

, , ,this Agl~QlL) bcr(J~laking any action pursuant to paragraphs J(b). 4(e). !)uD. ' 
" to(b) orl6(b) ofthe BIS Faality. ' 

(e), The BIS shall consult with each P:u:ticip=g Centrv.l Bunk (or public.,. ' I 
entity in the event uCan lISl:dgcment pursuant to clause 6(b) of this Agreemenp 

, llpon the OC:~ of my of the events listed in paragraph 11 of the BIS ' 

facility and, upOllIllrJ such occum:m;c, lht= BIS shall at the direction atany orie 
Participating Cfflltral BlUlk (by authenticated ~lecommunic::uion'or in writin~ 
requirt:: the Darrower to make immediate H~paYUlcnt ur any ami all amounts 
outstanding under the HIS l'aeility. together with aecrued interest thereon. 

10. This substitution ag'I't'!emPJ"lf shall be governed by and cocstn1ed·inaeeQrdan~ 
. with Swiss law. 

THE FIRST SCHEDULE 

{Tcro ofthe BIS Facility: BIS F~ilily (December 1998) in fa.vour ofBanco Central 

doBrnsil) 

TIIE SECOND SCHr.Dl.lI.R 
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·f 
',:' .THE SECOND SrnF.nUl,E 


(S~hedule of Participations in the HIS )'acUity) 


. I 
MaxD:num amounts of

Proportions , principal (in millions orius 
dollars) 

Baxique Nationale de Belgique 300 

Baz'Uc of Canada SOO 
Da:zunarks Nationalbank . ~O 

DCl,tsche Bundesbmk 1,250 

Harllr of Knelanc1 1,250 

B3tLCO de Espana 1,000 

Suclmcn Pankki - Finlands Bmlk SO 
B~tque de Franee 1,250 

Batik of Greece .sO 
Central Bank ofIreland SO 

B3I:Ica d'Italia 830 

BaIt.qUe Centrale du Luxembourg SO 

Csrerreichische NaIionalbank SO 

De Nederlandsche Dank N.V. 300 

Barteo de Portugal 350 

, SCDweiZerisdle Nationalbank 7.50 

, Syc:riKQ RihblWk. 300 

FRBNY, lIS representative ofthc 5,000 
, US Department altha Tl'83SUI)' 

50 

BIS 3~O 

'N01'ges Hank 

Tot.u 13,280 



DEPARTMENT OF THE TREAS'URY 
WASHINGTON, D.C.' 

SECRETARY OF THE TRI:::.ASURY . December 9, 1998 

~. William J. McDonough 

.Presiden:t. 

Federal Reserve Bank ofNew York 

33 Liberty Street 

New York, N.Y. 10045 


DearBiU: 

I hereby authorize and instruct the Federal Reserve Bank ofNew York (the "FRBNYj) to act as 
fiscal ag~:nt of the United States in connection with the proposed Credit Facility (the "Fredit . 
Facility") to be provided by the Bank for International Settlements (the "BIS") in favor ofthe 
Banco Central do Brasil ("Borrower"), and the proposed Substitution Agreement (th~ . . 
"Substitution Agreement") between the BIS and the Participating Central Banks (as si.ch tenn is 
defined III the Substitution Agreement). As fiscal agent, the FRBNY is hereby authorized to 
enter into the Substitution Agreement, as representative of the United StatesDepartmbt of the 
Treasury (the "Treasury"), in order to enable the BIS to enter into the Credit Facility ~th the 
Borrower. . 

Should the FRBNY receive notification from the BIS that the FRBNY, as the representative of 
the Tr~>ury, is to be substituted for a portion of the BIS claims against the Borrowerlunder the 
Substitution Agreement,. the FRBNY is authorized (i) to be so substituted, (Ii) to debi, the 
"SecretaIY ofthe Treasury Special Account No. 1" on the books of the FRBNY (the '~ESF 
Account") in the amount ofthe FRBNY's proportionate share.ofthe BIS claims as solnotified by 
the BIS to the FRBNY, and (iii) to fulfill all obligations and exercise all rights as provided in the 
Substitution Agreement. The FRBNY shall immediately provide a copy ofsuch BIS riotice to the 
Treasury.. The Treasury agrees to maintain an amount in U.S. dollars in the ESFAccdunt, which 
is otherwise unencumbered by another support or swap facility, sufficient to support the 
FRBNY'sobligation to substitute for the BIS under the Substitution Agreement, and Aot to 
transfer such funds out ofthe ESF Account unless the Treasury and the FRBNY mutu~ agree. 

The FRBNY agrees that after it has been fully reimbursed by the Treasury pursuant to the 
preceding paragraph, the FRBNY will immediately assign to the Treasury any and all c1aims it . 
acquired from the BIS as a result of the substitution. Subject to further satisfactory aSreement on 
reimbursement ofall obligations, costs, and expenses by the Treasury, the FRBNY will represent 
the Treasury in any proceeding in which the Treasury wishes to assert claims that hav~ been 
transferre:d from the FRBNY pursuantto the preceding sentence. 

/ 
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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 f9r it! own 

.	negligence, bad fai~h, or willful misconduct. The Treasury will reimburse the FRBNY for any 
losses, damages, judgments or costs and other necessary expenses, including any out1>f-pock:et' 
expense~1 and customary charges, incurred by the FRBNY.with prior approval ofthe Treasury, in 
connection with any acts, arrangements, or agreements entered into or performed in Jccordance 
with this letter. . 

Sincerely, 

Robert E.Rubin 

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



DEPARTMENT OF THE TREASURY 
. WASHINGTON, D.C.' 

SECRETARY OF THE TREASURY 

December 9, 1998 

SUBJECT: Authorization to the Assistant Secretary for International Affairs 

By virtue of the authority vested in me as Secretary ofthe Treasury, including 31 U.S.C. 301(b), 
31 U.S.C.. 321, and 31 U.S.C. 5302, I hereby authorize the Assistant Secretary for Int~onaI 

.Affairs to conclude arrangements, by January 15, 1999; with the Bank for International 
Settlemerilts ("BIS") and the Federal ReseIVe Bank ofNew York in support ofa BIS ~cility for' 
the Bane,) Central do Brasil, as set forth in his memorandum to me ofDecember 9, 1998: 

Robert E. Rubin 

, \, 



DRAFT 

The Honorable AI Gore 

. President 

United SUites Senate 
. 

. Washingt(m, D.C. 
~" 

20510 

Dear Mr. President: 

TIle Exchange Stabilization Fund ("ESF'') is providing up to $5 billion to participate in a 
., I 

. multilatetal 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 bdnkS 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 providedliri support . 
of an lnte:mational 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 bonditions 
for long-tl;:rm susUunable growth. Consistent with the requirements of31 U.S.C. sec. !S302(b), I 

., am hereby notifYing Congress that I have deterinined that unique or emergency circurhstances 
require the ESF financing to be available for more than six months. 

Brazil's 1!,inancial Crisis 

TIle IMF arrangement for Brazil and the BIS facility~are important responses tp Brazil's 
financial !:risis. Brazil is under intense external financial pressure that threatens to unleash a . 
fmanciall:risis in Brazil and elsewhere. Brazil's chronic fiscal weakness has left it villnerable to 
contagion from economic crises in Asia and Russia and the loss of international investor . 
confidenc:e. A failure to support Brazil as it responds to this fmancial crisis could inctease the . . ' 
risk of fmancial instability in Brazil which could spread to other Latin American courltries arid to . 
other emf!rging market economies. Instability in Brazil, Latin America:, and other em~rging . 
markets,ultimately would hurt U.S. exports and the U.S. economy. Strong support, tdgetherwith . 
strong policy adjustment especially in the fiscal area, will help to restore confidence <ind . 
significantly iinprove the prospect ofpreserving stability in BraziL ' 

. As a member of the IMF, the U.S. has an obligation to pursue policies that are consistent 

with the IMP's goal of promoting and maintaining orderly exchange arrangements anld a stable 

system ofexchange values. Using the ESF to respond to Brazil'sfmancial crisis,in s'upport of 

the IMF's program for Brazil, is therefore consistent with the purpose of31 U.S.C. sJc. 




'. I.\~ It • 

5302(b)(the enabling 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 a foreign ~ovemment. 

< « < 1 
, 
The BIS Credit Facility and the ESF 

The BIS credit facility is part ofa broad multilateral effort to support the IMf's three­
year ammgement 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 throUghlCredit 
tranche policies and the Supplemental Reserve Facility ("SRF"). Through the Bank ofJapan, the 
Government of Japan is providing a swap facility of$1.25 billion to Brazil under teks < 
consistent with the terms ofthe BIS facility. In addition, the World Bank and the I~ter-American 
Development Bank will be providing up to $9 billion in assistance to Brazil. < 

Drawings under the BIS facility mature in six months, with an option for additional six­
month nmewals. The Banco Central will be making drawings under the BIS facili~ in the same 
proportion as its purchases from the IMF's SRF, and the Banco Central's first drawing under the 
facility may not exceed $4.18 billion. This amount will proportionally not exceed ilie proportion< < I < 
<ofBrazil's first purchase under the IMF SRF in relation to the total amount ofthe SRF. The 
ESF's "share" of that first drawing will be up to approximately $1.62 billion (based on the ESF's 
percentrLge share ofthe overall BISfacility - 5/13.28). 

lhe interest rate on the Banco Central's drawings is equal to the six-month MBOR rate 
I 

plus a premium of460 basis points, which will cover U.S. credit risk. Though the Banco Cen~ 
may make subsequent drawings (upon the agreement of the central banks) for up to bne year and 

., renew drawings for six month periods, itmust pay interest perialties to do so. 

.I am enclosing a press release that the BIS plans <to issue when the BIS faci1i~ becomes 
effectiv(!. 

Conditions to Minimize Risks to the.ESF 

The BIS's agreement with the Banco Central contains conditions that minimize risks to < 
. . I 

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 thd BIS may 
accelerate repayment should they determine that Brazil has failed to meet any condi~on ofthe< 
Credit Facility Agreement or that Brazil has failed to meet any material obligation tp 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. 

The BIS credit facility will provide a crucial supplement to the IMF's reform program for 
B~il and is :ital to Brazirs ability to fulfil its economic and financial pl~, whic~I",,~ be.lieve is 
achievable With strong support from the U.S., other governments, and multIlateral InstitutIons. 

I 

The availability ofassistance for 
< 

more.than six months is 
< 

necessary to help ensure that further 
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. .' 
pressure on the exchange rate of the Brazilian real does not force the Brazilian government to 

. • I 

devalue its currency and abandon its economic and financial plan. In these unique anq 
emergency circumstances, it is both appropriate and necessary to make the ESF avallabhlto 
guarantee the BIS facility for more than six months. . 

Sincerely yours, 

William J. Clinton'. 

Enclosure­
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The Honorable Newt Gingrich 
Speaker 
United States House ofRepresentatives 
Washingtl)rt, D.C. 20515 . 

Dear MI. Speaker: 

TIle Exchange Stabilization Fund ("ESF'') is providing up to $5 billion to P9cipate 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 bkks 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 fuiancial market confidence in Brazil and its currency, the real, and to restore tonditions 
for long-term sustainable growth. Consistent With the requirementsof31 U.S.C. sec.IS302(b), I 
am hereby notifying Congress that I have determined that unique or emergency circumstances 
require the ESF financing to be available for more than six months. 

Brazil's lfinancial Crisis 

. TIle IMF arrangement for Brazil and the BIS facility are important responses to Brazil's 
I . 

financial ,crisis. Brazil is under intense external financial pressure that threatens to unleash a . 
financial crisis in Brazil and elsewhere. Brazil's chromc fiscal weakness has left it villnerable 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 inclease the. .. 
risk of firlancial instability in Brazil which could spread to other Latin American courltries and to 
other emerging market economies. Instability in Brazil, Latin America, and other embrging 

. . I 
· markets ultimately would hurt U.S. exports and the U.S. economy. Strong support, together with 

strong policy adjustment especially in the fiscal area, \\<i11 help to restore confiden~e ~d . .! . 

significantly improve the prospect ofpreserving stability in Brazil. 

· .' . As a member of the IMF, the U.S. has an obligation to pursue policies that are consistent 
with the ](MF's goal of promoting. and maintaining orderly exchange arrangements arid a stable 
system ofexchange values. Using the ESF to respond to Brazil's financial crisis, in ~upport of . 
the IMF's program for Brazil, is therefore consistent with the purpose of31 U.S.C. s6c .. 



5302(b)(the enabling law for the ESF): to enable the United States to take actien censistent with 
its obligations as a member ef the IMF by making ESF credit available to. a fereign kevemment. 

. .) 1. 

The BIS Credit Facility and the ESF 

The BIS credit facility is part efa broad multilateral effort to. support the IMf's three­
year arrangement fer Brazil, tetaling approximately $18.1 billien, which the Executive Beard ef 
the I.iv1F approved en December 2, 1998. The IMF is previding its package through credit . 
tranche policies and the Supplemental Reserve Facility. ("SRF"). Through the Bank efJapan, the 
Geverilrnent ef Japan is providing a swap facility of $1.25 billien to. Brazil under tenns . .. 
consistent with the terms ·ef the BIS facility. In additien, the Werld Bank and the In~er-American . 
Development Bank will be providing up to. $9 billien in assistance to. Brazil. 

Drawings under the BIS facility mature in six menths, with an option fer additional six­
menth renewals. The Banco. Central will be making drawings under the BIS facili~ ~ the same 
prepertion as its purchases frem the I.iv1F's SRF, and the Banco. Central's first drawipg under the 
facility may not exceed $4.18 billien. This ameunt will proportienally not exceed tljte.propertien 
efBrazil's·ftrst purchase under the I.iv1F SRF in relatien to. the tetal ameunt efthe SRF. The. 
ESF's "share" efthat first drawing will be up to. appreximately $1.62 billien (based en the ESF's 
percenttlge share efthe everall BIS facility - 5/13.28). . 

The interest rate en the Banco. Central's drawings is equal to. the six-menth 1)-IBOR rate 
plus a premium of 460 basis points, which will cover U.S. credit risk. Theugh the Banco Central 
may make subsequent drawings (upon the agreement efthe central banks) fer up to. 'one year and 

., renew drawings for six menth perieds, it must pay interest penalties to. de so... 

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

Conditiions to Minimize Risks to the ESF 
. . 

The BIS's agreement with the Banco Central contains cenditiens that minimize risks to 
. . . I . 

the ESF. For example, the participating central banks and the BIS will approve each BIS 
drawing and renewal en a case-by-case basis. The participating central banks er thJBIS may 
.. I . 

acceletilte repayment sheuld they determine that Brazil has failed to. meet any cenditien cf the 
Credit Facility Agreement er that Brazil has failed to. meet any material cbligatien t6 the IMF. 

.. The BIS will be repaid no. slcwer than and at least in proportion to the I.iv1F SRF and to the Bank . 
efJapan's swap facility. 

. The BIS credit facility will provide a crucial supplement to. the IMF's referm program for 
Brazil and is vital to. Brazil's ability to fulfil its econemic and financial plan, whichlwe believe is 
achievable \\lith strong support from the U.S., ether govenunents, and multilateral ibtitutiens. 

I . . 

The availability efassistance for mere than six mcnths is necessary to. help ensure that further 
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pressure on the exchange rate of the Brazilian real does not force the Brazilian government to 
. devalue its currency and abandon its economic and· finanCial plan. In these unique arid 

emergenl:y circumstances, it is both appropriate and necessary to make the ESF avai1hl,l~rto . 
guarante~ the BIS facility for more than six monthS. .. , 

. . 
Siflcerely yours, 

William J. Clinton 
/ 

Enclosure­

3 

._.._----- ----­



"ULL 1'190 11:41 U, I.t., BASCL (9l 14r 51 2!i~ 91 UQ Nit G1.5'1 S. Ail47 

DR!AFT 

PRESS RELEASE 

Multilateral financial assistance to the Banco Central do Brasil 

Within the ~me'WOtk or an intemAtion:al fixwIci:al support progr.:unme for Bt=iL, the: iBIS is 

coordinating a Credit Fadlity of up to USD 13.28 billion in favour of the Haru:o Central do AT3.'ril. 

with the ba<:m; of 19 participAting «ntnl ban1a; Danquc N&ticnWc: cL: Bclgiqw; Bank of ~ " ,I . 
Oacmarks Naticnatbank, Deutsche Bundesbank. Bank of Englmd. Banco de Esp3na, Suomen 
. I 

P..ulkki • Finlantb Bank, Banquc de Frmc:c:, Bank of G~ Central, Bank ofIreland. Banca 4fWia. 
B311quc Centr..lIc du' Luxembourg; Osteaeichischc NatioxWbank. De Nederlan&cho Bank N.V.. 

BailCO de Portugal. Schwcizcriscbc NationaIbank. 5veriges Riksbank:. Federallteserve Banlc nf New 

York, as r;prt$eatati~ of the US Department of the T~)'md Nocgc:s Bank. 

Thi!: Facility, tnzether with a parallel FaCIlity nf t rom 1.1.-; hillinn gr.Inted, by the Japanese 

aulhOilUIO::S, tlCI.-awc cffc:ct.ivo [today] [011 ... 1999] isml ~ II W\f.w...uuwu pcriud IasLiDgunJ y.:ar. 
, I 

Dr.lw1ngs 2re linked to dis:bunment.s under the lMF'1 Supplm1ental lteserve Facility. t first 
dr.!,w-down on m,e BIS Facility amounting to up to [USD 4.18 billion] is scheduled. (or ••.• December 

19!}S. subjeet to Qpproval by the Bruillim Scnatl: ofa guanmtc:c by the FccL:m1 R.cpublic ofB~1. , 

,, 

111 
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l\tIEMOFtAi'WUl\1 FOR: ~ SECRETARY 0 DEPUTY SECRETARY 0 
SECRETARY 

o ACTION 0 BRIEFING 0 INFORMATION 0 
o PRESS RELEASE 0 PUBLICATION 0 
o SPEECH 0 TESTIMONY 0 OTHER -----+--­

FROM: ~ Secretary Geithner 
THROUGH: 
SUBJECT: Brazil and the ESF: Authorization to Take Steps Needed for 

Use of the ESF in"Support ofthe BIS Credit Facili~ for Brazil, 
Including "Indemnity Letter" for the FRBNY 

REVIEW OmCES (Check when office clears) 
(I ,Under Secnbr7 for r_ 0 Eaforameut OPollcy~ 
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Use of the ESF in Support of the BIS Credit Facilitri for Brazil, 
Including "Indemnity Letter" for the FRBNY 

RcEVIEW OmCES (Check when office clears) 
o UDder Secreblry lor i"_ce 0 Eut'orceumrt o Pollq Mauaganent 
o DomesdI: FlDance 0 AIT o Sc:hedullDIJ I 
o Economk PoIIq 0 Customs o Pllbl!c AlIaIriILIal:io 
Di"1SCIl 0 FLETC o Tax PaIic)' 
o 'FMS 0 SeaK Seroke '·DTrasum' 
O'rublk Debt 0 Cmer.d ~ OE&P 

o IDspedoI' GeDen.I OMhl& 
D Una. Secretary lor ~ ,AIIairs' 0 IRS o SariD&'s BoDda 
DfDtemat!oaal Main D l.egisIatIYe AIIairs 

o MallagClDelll o Other I 
Dace I . 

INA.\IE (PI"" Type) INlTIAL DATE OFFICE TEL. NO. 
I 

INITIATOR(S) 

E. Wilcox/D. Joy ej(1"U 1218/98 Office of the General Counsel 622-0929/1945 

REVIEWERS 
L. McDonald 
T. Dul3Jiey 

t(J:Jr Jf~f Office of International Monetary Policy 
Director, Foreign Exchange Opedtions 

622-0159 
622-2052 

W. McCrrew ~ 11../ 'i/" 'a Dir.,'Office of Latin American an1i 622·2876 
Caribbean Nations. ' ' . I 

D. Zelik:ow 

C. Atkinson 

171't~ ­
V1"'\­ (?-!8'"(i')/' 

DAS, Office of AsJ.a. the Amencas & 

Africa , I 
DAS, Int'l Monetary & Financial Policy 

622·7222 

6224t89. 
R. Sinldield V DAS. legiSlative Affairs ' I .' 622·1960 
R. Munk Asst. General Counsel, Int'l Affaii's 622:.1899/1949 
E. Knight General COWlSel I 622-0287 
L. Robertson Asst. Secretary. Legislative Affairs 622':'1920 
T. Truman Acting Principal Deputy Asst. Sedretary, 622·1270 
T. Geithner , . Asst. Secretary. Int'l Affairs 622-0656 

SPECIAl. INSTRUCTIONS I o Review Officer Date 	 o Exeeutive Secretary Date 
I 

- ,- ': - ..... ~ -:. • .. 	 - *, 



/ 

· tJ L( 6 K ~ Q v--1-o~ 

~ fLFfl­

,1- I1/16 


