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DEPARTMENT Of THE TREASURY 

October 14,1997 

tV!.~" ro .'-" 5 .To: • DeputY'Secretary Summers 

C.~) Under Secretary Lipton 
. . . 

'/Vt., C..A., (;... 1'0 ·P"F.. 
FROM:SJ .' 

,. '.. ' , . . 

t1J II I..fl1 7 . .SlJBJECT:' Op'tions for US Financial Support for 
. Indonesia 

f?u~. 
. '.' .' .' .... . . 

..··Lb)· Attached isadraftoutliningseveral different 
. : :/. . options for US participation in' afinaricingpackage 

.JQr Indonesia as discussed at the meeting this ' . .721') 
afternoon. 
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DRAFT 


. International Financial Support for Indonesia: 
, . Options for U.S. Participation . 

i 	 .., As discussionsbetweerlthe IMP and lridonesiaconcerning a financing package progressover the 
~next several days, we will likely face the issue as to whether the United States should participate 
in some fashion beyond itsshareholdings in the international financial institutions (IFls). Our· 

.. 	 preference would be to see a viable financing package emerge that is 100% funded by the IFIs 
and does notincorporat(!bilateral assistance. It is likely, however, that some form of Japanese 

·participationwiU either be offered or requested. It is therefore necessary to consider how the 
United States should respond to an Indonesian request for assistance or an unsolicited offer by 
the Japanese; .. 
, .' ," . '. . .' .' . . '," 	 , 

Ther~are foUl' basic options that can be considered for U.s. participation in a financial support . 
· package: a mliitilateralbridge loan, short-term swap arrangement,an Ex~ImBank facility, ora 
medium-term loan. . ... .. . 

.. 	Multi/alera/Bridge Loan. A bridge loan to WorldBankorAsian Development Bank loans,: as • 
was done 'in the recent ~e ofThailand and in 1995 With Argentina. . ... . 

.. This istheleastproblemati~option from a legal and iegislative perspective, as there isan 
aSsured source of repaymentaitd our participation in the Thai· bridge did not raise· 
signifk~ant Congressiollal objections; . . 

• . The multilateral bridge, however, provides little real financial assistanc~ and in the case 
· of Thailand has proven ineffective in Wlderscoring U$. support for the restoration of 
· financial stability in. Southeast Asia. . . .. 

· Short-term Swap Arrangement: The United States .couJdprovide Indonesia withaSS()OmlJlion . 
· to $1 billion short-term swapline, which could.bedrawn on for periods to 60to 90 days t6 . 
provide liquidity support; Conditions could be placed on drawings on the swap line to. limit the· . 

.. risks that suchan arrangement would undercut IMPconditionality or that the funds. would be .. 
.. used to financl:! imprudent levels of intervention.· . 

· , ..... . ,. 

• 	 · ~y drawing·could require U.S.andJMF approval, and could require certificationfrom 
. the 1M F that Indonesia is in compliance with the Fund 'program. . 

A requirement could beset for the level ofgross and nttinternational reserves could be ..... 
. . set to insure that the swap line will not be. utilized to finance excessive intervention and. 
· that there are sufficient reserves to repay the borrowings. . 

Ex~l~ Bank Facility.:;' creditgliarantee facility (CGF) of $1 biUionorlarger could be 
.. established to finance Indonesian imports ofU.S. goods. ., 
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• 	 ... Thiswo~ld in essence represent "tied" aid and would provide no newly available 
financiing,as Ex-1m Bank funding is already fully availablefor exports to Indonesia. The 

. "bogus" nature of this facility would be widely recognized byboth the private sector and 
goverrunents in the OECD and in the region. .. 

. . 	 . . . 

• 	 Ih contrast,.1inancing from the Japan Ex-1m Bank is untied and ~an be used directly for: . 
balanc,~ ofpayments support .. 

. . "'., .' .' 	 . ' , , 
. .... 	 . 

• 	 The primary advantage ofa CGF would be the symbolic value of announcing some form 
of direct U.S. financial support forIndonesia. .. 

. . 	 . 

• While a eGl: for only Indonesia might raise some queslions as to why the U.S. did not . 
.. support Thailand with asimilar facility, a broaderCGF. for the region might reduce this . 
problem. .. . ... .. . .. . .. .. . . .. 

. Medium~Term Loan. A $lbillionloan CQuld ~ome outoithe Exchange Stabilization Fund.·. The· . 
mechanism for this.would be comparable to what was done in the case of Mexico, although the· 

. scale ofany loan would be.far small~r. . 
. 	 . ..,' ~ ,. .. . 

• 	 .. This approach carries significant politicrurisk, as it wouldlikelyprovoke a sharp outcry 

fromS~;:nator d' Amato and others who opposed the Mexico bailout. It is particularly 

risky·giventhepending status of the NABontheHill, and would likely lead to 

rei~np05ition ofthe d'Amato restrictions on use of the ESF. 


· . 	 itwould pe unprecedented for a loan. of this t)rpe. to be provided without an assured .. 

source of repayment. It is possible, however, that an arrangement similar to the case of 

Mexicc! could be made usingJndonesia;s . . . 


... 	 The loandoes,however, providethestrongest'possible signru ofU.S. support.·· 
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DEPARTMENT OF THE TREASURY 


WASHINGTON 


OCT 7 
UNDER SECRETAR Y 

MEMORANI>UM FOR SECRETARY RUBIN 
DEPUTY SECRETARY SUMMERS ,) i 

FROM: David Lipton, Under Secretary (lnternational Affairs) ::ttl-_~: 
Timothy Geithner, Assistant Secretary (International AffairsCb C-rr 

SUBJECT: Draft Package of Materials 011 Asia 

. Attach·ed is a draft package of materials describing the possible U.S. participation in the IMF-lcd 
program for Ihdonesia and our thoughts on improving economic and financial cooperation with 
other countries in the Asia.:Pacific region. 

Contents: 

Draft Statement Announcing U.S. Participation in Indonesia's lMF Program .Tab A 


. Draft Talking Points for Congress and the Public Tab B 


Q&As on U.S. PartIcipation Tab C 


Description of the Fund Program TabD 


ESF Credit Facility for Indonesia 
// Tab E 


• Tf:rm Sheet 

• ESF Balance Sheet 

Asian Monetary Cooperation Tab F 

• DJ'aft Lener from Secretary Rubin and Chairman Greenspan to Asian Colleagues 

• Di'aft Proposal on A~ian Monetary Cooperation 

Impact of the SE Asian Crisis on the United.States TabG 
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Draft Statement by Treasury Secretary Robert E. Rubin 

For the last several months, the Treasury Department and Federal Reserve have been actively 
involved with other countries in the AsiawPacific region in supporting efforts to restore financial 
stability in South East Asia and in exploring ways to strengthen the capacity of the international 
financial system to prevent and, when necessary, respond to financial crises. 

In this cont{!xt, we welcome the announcement oflndonesia's agreement on a financial support 
package with the International Monetary Fund, the World Bank and the Asian Development 
Bank. The United States and a number of other countries in the region are prepared to provide 
contingent fmancial support that could be drawn on as a second line of defense for a temporary 
period, if needed and only after recourse to IMF financing and Indonesia's own resources. These 
contingent drawings would be made in the context of implementation of an appropriate set of 
additional measures linked to the IMF program of macroeconomic and structural policies. 

We are also in the process ofconsulting with countries in Asia on ways to enhance mechanisms 
for regional cooperation and, more generally, to strengthen the role and capacitY of the IMF arid 
other international financial institutions to prevent financial crises and deal effectively and 
promptly with those that actually occur. 

\. 

The restoration of financial stability in Asia is critical to the interests ofthe United States. These 
countries are not only key markets for U.S. exporters, but are also crucial to our efforts to 
promote growth, peace and prosperity throughout the world. In today's global economy, the 
health and prosperity of the .I\merican economy depend importantly on the stability of the global 
financial system and the economic health of our major trading partners. . 



Draft: October 29, 1997; 6:45 pm 

. U.S. FINANCIAL SUPPORT FOR INDONESIA 

Talking Points for Use on Capital DiU 

• 	 The United States has a strong economic and security interest in helping the economies of 
.Asia restore their financial stability and sustain their economic growth. 

In today's global economy, developments in the global financial system and the 
economic hea1th ofour major trading partners directly affect our own economic 
health and prosperity. 

In 1996, the United States exported a total ofSI86 billion to Asian countries. We 
also have well over S126 billion in foreign direct investment in the region. 

• 	 We have played an active role in supporting the development of strong IMF programs 
were those have been appropriate. 

• 	 The IMF is close to announcing a program for Indonesia that will: 

employ tight monetarY policy to stabilize exchange markets and reverse some of 
the rupiah's depreciation since July;. 

tighten fiscal policy through a variety of revenue increases and expenditure 
reductions aimed at producing a fiscal surplus and improve budget transparency; 

strengthen the domestic financial sector through a variety of measures (e.g., 
recapitalization, mergers) and institute a number of regulatory and supervisory 
reforms (e.g., improved accounting and loan-loss provisioning); 

eliminate some importation and marketing monopolies, reduce tariffs on certain 
protected sectors and eliminate certain non-tariffbarriers, and improve usage of 
the Reforestation Fund. . 

• 	 TI1e United States intends to join a number of other countries in the region in providing 
Indonesia with a second line ofdefense for use if needed. 

• 	 Tltis would take the form ofcontingent finance [in an amount up to $3 billion] that would 
be available for a temporary period, only after recourse to IMF financing and Indonesia:' s 
own resources, and under other conditions that would be designed both to protect our 
interests and reassure investors. 

• 	 n~s contingent facility is consistent with existing legal authorities for use of the Exchange 
Stabilization Fund. 
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• A visible U.S. commitment in this fonn will help enhance the prospects that Indonesia will, 
with detennined implementation of the refonn measures agreed with the IMF, be able to 
regain'market confidence. ' 

Such a tangible expression of our interest in the region will be higWy valued, not 
just in Indonesia, but throughout the region. 

• This is important to stability in the region as a whole. 

• We are structuring our contingent commitment so as to minimize risks to the United 
States. Among the conditions we will be negotiating with the Indonesians are: 

minimum/maximum gross and net international reserves levels; 

acceleration of repayment; 

requirement for adoption ofadditionaJ adjustment measures (over and above the 
conditions agreed and being implemented under its IMF program) in order to 
draw; and 

short-term maturities. 

• The contingent nature of the financing reinforces mccntives for timely and full 
implementation ofIndonesia's IMF adjustment program, thus minimizing the likelihood 
that Indonesia would ever need to draw. 
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Bilateral Financial Snpport for Indonesia 

Question: Will tbe United States offer Indonesia bilateral financial support in addition 
to an IMF program? 

Answer: Secretary Rubin indicated earlier this month that we support Indonesia's efforts to 
, work with the IMF and other international financial institutions to manage to the 
financial instability it is confrontin~. 

• 	 We have had close discussions with the Indonesian authorities and with officials from 
the international financial institutions involved. We believe that we will be able to 
support strongly the IFI centered program of financial support that is currently taking 
shape. 

• 	 We have not made a decision regarding whether or not it makes sense to offer 
supplemental support financial support for Indonesia, bulwe do believe that a support 
package for Indonesia should be centered on financing from the international financial 
institutions. 

We do not see a need for any bilateral cofinancing of an IMF led package. 

• 	 Indonesia's discussions with the IMF are on-going and we believe it is prudent to wait 
lUltil these discussions have concluded before we make a judgement. 

• 	 Ol'lf decision on whether to extend support will be determined by our judgement about 
what is in America's interest. 
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. INDONESIA: U.S. FINANCIAL SUPPORT 

Effect on IMF's Role 

Questiol1!: Won't u.s. Bilateral Support for Indonesia Undercut the Role of the IMF? 

Answer: No, it won't. U.S. financial support does not represent cofinancing of the IMF's 
program; rather, our resources are supplemental. Our resources will only be used 
if his detennined that additional support is w<UTanted due to unforseen financial 
market pressures. 

• 	 Over the past few months, we have been working closely with the IMF and with countries 
in the region to make sure the central role of the IMF in responding to financial crises is 
maintained. 

• 	 We have also been working with other potential donor countries to Indonesia to induce 
them to stmcture their support in a way that supplements IMF resources. 

• 	 In addition, we are currently pursuing abroader strategy in the region to enhance 
mechanisms for regional financial cooperation that will strengthen the IMF and improve 
our capacity to prevent fmancial crises, or deal with those that actually occur. 

• 	 Towards this goal, we are setting up a meeting of regi,mal central banks and finance 
. mlnistries in mid-November in Manila that will discuss these issues in time for the APEC 
Lc:aders' Meeting in Vancouver. 
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INDONESIA: HUMAN RIGIlTS 

Question: How can the United States offer financial support to a country with an 
abysmal human rights network like Indonesia? 

"Answer: 
I , 

Our decision to make contingent financial support available to Indonesia was 
based on our view what was in the national economic interest of the United States. 

• 	 In 1996, Indonesia was the United States' 28th largesl export market and bought $4 
bi1lion ofUS. merchandise exports. It is also a large and increasingly important market 
for U.S. service providers. 

• 	 ,Indonesia is the largest economy in South East Asia with a population of 200 million 
people. 

then, .... either 

A. 	 Regarding the hum<Ul rights situation in Indonesia, I would refer you to the Department of 
State 

or 

B: 	 The United States believes that greater transparency and improvements in governance in 
Indonesia will be important building blocks for allowing Indonesia to reach its true 
potential. U.S. officials have discussed human rights issues with Indonesian authorities 
on numerous occaisions in the past. 

(I think w~: need to respond that the USG is not asleep on the Job regarding human rights, that we 
do have concerns, but that this wasn't a factor in our decision.) 



INDO;-.l'ESIA FINANCIAL SUPPORT: TilE RIADV FACTOR 

Questioll: How do you respond to the accusation that the United States has offered 
financial support to Indonesia as a payback for the financial support offered 
by wealthy Indonesians like James Riady to President Clinton's 1996 
reelection campaign? 

Answer: Such an accusation is simply preposterous and is totally groundless. 

• The United States' decision to make contingent financial support available to Indonesia. 
was based on our view of what is in the national econnmic interest of the United States, 
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Indonesia - Proerar:g Outline 

To the best of our knowledge. this is what the IMF program with lndonesia looks like 

with n~gard to key elements. 

M.2,ruttary/Excbangc Rate PQUcy 

Program will seek to stabilize exchange markets and reverse some of the rupiah's 

depreciation since July. The rupiah has deprecialed by 36% since July wnich, in the Fund's 

. view. represents an overshooting even in light ofdeprociarion of currencies in neighboring 

countrl.es. The program '-...ill aim to roU back the post-July depreciation to the 2(}"30% range... 

However, just preventing furt:her depreciation is an acceptable outcomc within the parameters of 

the program. The objective ""iJI be given priority. Interest rates will have to go higher a:t the 

outset ;and stay high until exchange markets respond.. However, the Fund will seek to avoid an 

excessi.ve and protracted credit crunch that could """rsen the banking problent and cause an 

ex:tendl~d slowdown in the Indonesian economy. 

• 	 [Monetary tightening to raise interest rates at. the outset of the program; 12-montb 

interest rate (considered the most reliable bench mark) expected to go from current 20% 

to 24-25%. (No explicit interest ralet.arget.)] 

• 	 A foreign exchange floor that would permit total intervention·of S5-7 billion, v.rith a $5 

. billion one month sub.ceiling . 

. I 

http:excessi.ve
http:countrl.es
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• 	 A first-round of exchange market intervention of $2·4 biIlion, only partially sterilized. 

That .is, some of the contractionary effect of intervention on the dome.stic money supply 

would be passed through to force up interest rates at the outset 

• 	 Subsequent intervention wou!d be mostly or fully sterilized, i.e. its impact on monetary 
... ./----..:=:-- . 	 . 

..­
conditions would be offset by an expansion in'domestic credit, aimed to preserve the 

program's target growth in base money. ·lfintervention is continued because markets do 

not react, monetary conditions would gradualJy be tightened so that the path for base 

money growth would fall to zero from an initial targeted 8 percent annual growth as 

intervention levels approach the outer limits. Since base money is now, at today's 

exchange rate, onJy about S 12 billion, the program implicitly enVisages considerable 

sterilization. 

The fiscal program aims for a t percent surplus this fiscal year (ending March 31 ) and 

next, primarily to cover the current cost of bank restructuring. fiscal measures totaling about 

I .5 pet~t of GOP are nceded this year to make up for slo\IiCr growth/revenues and achieve the 

target 

• Petroleum product price increases to yield 0.7 percent of GDP. (prices haJ,l~ been frozen 

for five years.) Government accepts in principle but \.V()J}ts to delay .till April to cushion 
\ 

hardship. Fund seeking offsetting measures, including broadening V A T base to cover 

commodities currently exempt 
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• 	 Contingent VAT increase ofXX% if other fiscal measures do not produce the desired 

result. (MagniNde of increase depends on size of allY fiscal shortfalL) 

• 	 Expenditures reductions will include delays or cancellations of major infrastructure and 

other projects. (Most w~8JlIlQ.!@ced before negotiation began ~ith the Fund.) 

• 	 All extra budgetary accounts to be consolidated and brought on budget.. S:0mplete data 

on such accounts to be prmided to Fund as prior ac1J.On. before Board approval of 

program. 

Financi:al Sedor RertnJcturin.g 

'The agreed plan \1.i1J i.nclu& bank closings, restru ...--rurings snd regulatory improvements.. 

Prior to Th1F Board decision. the fOOone.sien 8JJIborities......;n announce: 

Closlne of 18·19 small pm"2lC banks, effective immed.iaIely. 

n 	 C~nser\l'atorship (govemm=m takes immediate conIrol) for six small private banks . .-.. 

Bank.s put under con..~ v.ill be closed v.ithin [2-4 months] unless private 

recapitalization and/or merger partners have been found by that time. Staffbelieve aJl or 

most will have to be closed.. [MF and World Bank technical advisors v.iil assist in 

conserYatorship and restructUring. 

mailto:w~8JlIlQ.!@ced
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• 	 [Recapitalization by the govenunent ofone small private bank followed by its merger 

with a private healthy Indonesian bank. Estimated CI)st $150 million. Treatment would 

be similar to support government provided the six other private banks prior to 

conservatorship. 

Above 26 banks account for 5 percent oflotal banking assets. 

• 	 Two state banks with ~/o oftotalasseIs will be restructured and merged with healthy 

state banks using fiscal resources. E.Stimated cost S300 million World Bank a.lready 

helping prepare. 

A few insolveni regional developmern banks ""ill be restructured and recapitalized with 

lirumcing by the ADS and regional governments. Very small, but symbolic. 

. 
B 	 All deposits up to .10,000 rupiah (about. S3,OOO) v.iJI be fuJly guaranteed by the 

E:ovemment. Holders of1arget deposits, and other cn;ditors. including the government 

vvill s.bare liquidation procc:eds. 

• 	 Creation of a deposit insur.ince corporation. 

• 	 Regulatory reforms including improved accounting standE.rds, loan loss provisioning 

n~uirements. and elimination of special tax exemptions. 
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~:urnIlGQyernance Measures 

• 	 NatioI1!lI Car Project. Indonesia to accept WTO ruling, with accelerated 

implementation. WTO ruling against NCP expected within four months. IMF will use 

quarterly reviews to leverage, shorter normal 1.5 month WIO compliance period.· [Note: 

U.S. and Japan have offered to withdraw WTO complaints under certain conditions. 

Only EU has Dot offered Indonesia an out.) 

• 	 Reforestation Fund (estimated $1 billion annual expenditures.) [Authorities agree to 

" establish a.cteptable, transparent guidelines for future expenditures from this fund., 

subject to regular independent audits; guidelines to be approved by Fund in conj1.mction . 

with first program review; and guidelines to be.made public.] 

II 	 J!:JhDination ofall s:tB:te Il'ading company Bulog commodity import and marketing· 

monopolies, except for rice. Wheat. wheat flour; and soy beans ....ill.be deregulated 

immediaIely.Sug2I'. cloves, garlic and others will be tackled la:ter in the program. 

II 	. Eli.mi.na:tion of special ii1terestexemptions, including for chemicals and metals from 

Government's plan to reduce averngeturifflevels to 11)% by 2003, and possibly 

accelerating the tariff reduction schedule. 

• 	 Elimination of importation and marketing monopolies on plywood and clothing. Will 

be done over the life of the program. 
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• 	 Declaration of intent to eliminate special treatment including import subsidies, extra 

budgetary financing, tariff exemptions, etc., for other strategic investrnem projects, 

particularly the national aircraft and ship·building projects. Phase out schedule to be 

developed as part of l.lv1Fprogram reviews. 

• 	 Elimination of export taXes on agriculture products. 

Fund envisages the program will be fully financed by IFIs. 

• 	 IMF -. .$6- {O billion (300-500% of quota). Three-year stand-by. Front-loaded. (May 

use Thailand model where half the money disbursed in frrst two tranches.) 

• 	 World Bank·· 4.5 billion, of .....nich $2 billion is new, $2.5 billion already in the 

pipeline. 

D 	 Asian Development Bank -- $1 ·2.5 billion, including what is in pipeline. 

t(Staff estimate $6 billion (2.2 percent GDP) cWTent account deficit for 1997, $5 billion in ~98. 

Expect investment inflows to cover. 

't'ln. l(in fi\. 



EXCHANGE STABILIZATION FACILITY FOR INDONESIA 


In light of Indonesia's economic and financial situation and the potential spillover to other 
countries in the region, U.S. monetary authorities would, with other interested countries, consider 
provision of back-up short-term financial assistance to Indonesia in conjunction with a 
prospective IMF program. 

Such assistance would be available only on a contingent basis In the event of (a) unexpected 
adverse circumstances which, despite compliance with other policy conditions under the Fund 
program, iincreased the pressure on Indonesia's reserves resultmg in substantial depletion of 
those rese.rves, and (b) after a determination by the IMF and the U.S. authorities that Indonesia 
had taken any additional adjustment measures deemed necessary to combat the pressure, the 
United States would stand ready to consider requests for financing to supplement purchases 
under the [MF program, subject to Indonesia's continued adherence to the revised set of policy 
understandings and conditions for purchases, and to certain other conditions specified by the U.S.· 
authorities. 

The facility would be activated through a joint decision taken Iwith other participating countries 
and] with Indonesia [and the IMF], upon determination that the resources available under the 
IMF progtam should be supplemented. The United States would participate through the 
Exchange Stabiliz:ation Ftmd on the terms and tmder the conditions outlined below. Other' 
cotmtries would participate in a form reflecting their respective legal authorities and policies. 

AMOUNT: 

• 	 $3 billion. 

DURATlor~: 

• 	 Life of IMF program (3-year Extended Fund Facility) for- Indonesia, less 60 days. 

DRAWINGS: 

• 	 On a revolving basis iri the form of short-term swaps that could be renewed at the 
Jiscretion of the U.S. authorities [throughout the duration of the agreement] [up to a 
maximum of 360 days tiJr anyone drawing]. 

TERMS: 

• 	 Maturily: '60 days 

• 	 Interest rate: treasury cost of funds (60 days) plus an appropriate risk premium set 
initially at Credit Reform Act requirements and increasing as outstandings rise \above 
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$[1] billion. Initial eRA premium at annual rate would be approximately: 

at Indonesia's present rating: 105 basis points 
ifdowngraded one step 233 
ifdo~ngraded two steps 31)() 

CONDITIONS: . 

• 	 Detennination by IMF Managing Director and U.S. authorities that, due to adverse 
circumstances beyond its control, Indonesia needs short-term financing to supplement 
financing provided under the IMF program; 

U.S. authorities would expect lndonesia's gross reserves to have declined below $l201 
biJlion. 

U.S. authorities would expect any use ofdrawings on Lhe facility for intervention to 
be matched by use of Indonesia's own reserves. 

U.S. authorities may require that Indonesian authorities draw comparable amounts 
under bilateral arrangements with other countries. 

• 	 Writtt:n notification by IMF Managing Director that borrower remains eligible to make 
purchases as scheduled under the IMF program; 

• 	 Determination by the IMF Managing Director and U.S. authorities that ~ndonesia has 
made appropriate use of its own resources and has implemented any additional necessary 
economic measures to counter the unexpected pressure on its reserves; 

• 	 Stipulation by Indonesian authorities that net international reserves (gross reserves net of 
IMF and other extraordinary official financing, including drawings under the ESF 
Facility) will not at any time be less than $[10J billion while such drawings are 
outstanding; 

• 	 [Daily][Weckly] reporting on reserves; 

I 

• 	 Maximum increase in outstanding drawings of $] billion in any 90 day period, beginning 
with date of initial drawing; 

At U.S. option. acceleration provision -- for example, if 

the Managing Director determines that Indonesia is n0 longer eligible to make 
purchases as scheduled under the IMF program; 
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Indonesia's net international reserves fall below the above-mentioned threshold; 

Indoncsia is no longer making appropriate use of its financial resources, e.g., is 
n!paying other bilateral lenders ahead of schedule. 

NOTIFICATION REQUIREMENT: 

Under the ESF statute, the President must provide Congress a written slatement'that unique 
or emergency circumstances require the loan or credit be for more than 6 months of a 12 
month period if it is possible that amounts will be outstanding for more than 6 months. Such 
a notification would be expected t9 occur at the time of a drawing. (Notification is not 
explicitly required.by establishment of the credit facility in the absence of an actual drawing. 
Notification only at the time of the first drawing would underline the presumption thatthc. 
facility would not be used unless an unexpected development ensued.) 

ASSURANCE OF REPAYMENT: 

The requirement that Indonesia maintain net international reserves at or above a specified level 
should provide some assurance that Indonesia is in a position to repay the ESF credit. 

On a preliminary basis, Treasury lawyers do not believe that this requirement would amounl 
to a legal~v assured source ofrepayment. . 

Draft: 10/29197 7:25 pm 

http:required.by


ESF BALANCE SHEET 
(asojSeptember 30, 1997r 

ASSETS 

.. The ESF has totid assets of$40.1 billion. 

.. Of this amount, the ESF has $30.0 billion in available resources: 

$15.5 billion in dollar balances 

$14.6 billion equivalent of foreign currency (German marks and Japanese yen). 

.. Th.e remainder ofth.;: $40.1 billion is comprised 0[$10.1 billion equivalentofSDRs, 
against which Treasury has issued $9'.2 billion ofSDR certificates in return for dollars. 

LlABJLlTIES . 

.. The ESFha<) total liabilities of$15.9 billion, composed of: 


$9.2 billion in SDR certificates outstanding 


$6.7billion in SDR allocations from the IMF. 


* Latest published balance sheet in Treasury Bulletin is for March 31, 1997 

._- ..-- -- ------­
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October , 1997 

Dear Colleagues: 

It is impo.rtant that we follow up on our discussions in Hong Kong, where we began a useful 
process to explore the lessons from the current episode of frnanciaI turbulence. Our objective 
should be to use this knowledge to guide us and the broader international community in further 
refining global mechanisms to reduce the risks of crisis and to help manage crises that we are not 
successful in preventing. 

A note is attached that outlines a series of topics that our depl;lties might discuss at their 
upcoming meeting. The note outlines an approach toward increased monetary cooperation in the 
region in three areas: 

o economic and monetary cooperation; 

IMF resources; and 

o the role of the private sector. 

A framework along these lines has the potential to improve sigillficantly our capacity to deaJ with 
risks in global financial markets. . 

It would fx~ very helpful if our deputies could meet soon to discuss these issues. 

Sincerely, 

Robert E. Rubin Alan Greenspan 
Secretary Chairman 
Department of the Treasury Board of Governors of the 

Federal Reserve System 
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A Framework for Economic and Monetary Cooperation in Asia 

This note outlines a number of suggestions that might usefully be explored in response to recent 
economic and financial events in Asia. They are designed to build on proposals now under 
consideration in the region and in the I.MP. They combine a set of regional initiatives to promote 
closer cooperation on financial issues as well as broader initiatives to promote financial stability 
that we couldcoIlcctively support in the IMP and other relevant fora. . . 

A regional forum for surveillance and moneta!}' cooperation 

• 	 Support the establisfunent of a regional forum for closer economic and monetary 
cooperation among the cOtmtries in the Asia Pacific region. 

o 	 The forum would bring together finance ministry and central bank officials from 
key coUntries in the region with the IMP in a more intensive process of mutual . 
surveillance and cooperation on macroeconomic and financial policy issues .. 

.0 	 1be objective would be to explore ways to monitor potential economic and 
fmancial risks in participating countries, and encourage early actions to minimize 
those risks. 

·0 	 Tbe forum would be designed to complement the ASEAN Finance Ministers' 
process, the EMEAP group of central banks, and the broader APEC process. 

A new cooperative financing arrangement for Asia-Pacific region 

• 	 Explore the design of a new supplemental borrowing mechanism for the IMP, possibly 

modeled on the existing NAB, with participation largely from the Asia Pacific region. 


IMF resources: Access and Availability 

• 	 The resources available to the international community, through the IMF, to respond to 
financial crises should be appropriate in terms of size and timeliness with which they are 
available. 

a 	 Recent agreements to increase [MF quota resources and expand supplementary 
borrowing that the IMF can draw on through the NAB will increase substantially 
the amount that the [MF can lend in response to crises with systemic implications. 

Quota resources will rise by SDR 65 billion ($90 billion), of which some 
SDR 45-50 billion ($65 billion) will be available for lending. 
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The distribution ofquota shares will shift in favor of countries, mostly in 
Asia, that have grown rapidly and figure more prominently in the global 
economy. 

• 	 It would be useful to explore changes in IMF access policies that would providc greatcr 
assurance that the IMF is in a position to restore market confidence in situations ofsevere 
financial crisis and will be able to provide the predominant share of any official financing 
that may be needed..These could include: 

o 	 Passing the quota increase through fully into the amounts that countries would 
nonnally be able to borrow from the IMF, by leaving unchanged the present (100 
percent ofquota) limit on normal annual access, and the (300 percent) limit on 
cumulative ~lCCeSs; 

o 	 Reviewing the use ofexceptional access provisions with a view to providing 
assurnnce that the IMF will be able to provide the predominant share of official 
financing in circumstances where exceptional fmancing is justified. 

• 	 Consider establishing a new facility within the IMF to provide short term funding on a 
precautionary basis to augment an exceptional stand-by or EFF prograpl, when deemed 
necessary to stabilize the markets. 

• 	 It would alsO be useful to explore ways ofensuring that the IMF's supplemental borrowed 
resources are available in a timely fashion when needed, including for cases where the 
emergency financing mechanism is used to speed initial disbursement, and that the IMF 
makes full use of these potential resources. 

a 	 In this contex1., a review of procedures for activating the GAB / NAB, particularly 
the interpretation of the associated liquidity test; would be appropriate. 

• 	 Exanune ways to enhance the prospects that private creditors adequately assess risks and 
bear an appropriate share of the burden of adjustment and financing in times of crisis. 

o 	 It might be useful to establish a working group of experts from interested . 
countries; parlicularly from emerging market economies, and relevant 
International institutions (e.g., BIS and IMF) to carry forward earlier work on 
urderly workout procedures in light of recent financiarmarkct pressures in South­

.. east ·\sia. 

New Global Initiatives to Promote Financial Stability 

• 	 Explore means to further enhance transparency and strengthen disclosure standards. For 
eXiilllple, we might want to consider pressing for an amendment of the IMF's Special 
Data Dissemination Standard (SODS) to provide for: 
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IJ 	 Mandatory disclosure of official liabilities (current and forward), with greater 
frequency. 

IJ 	 Broader coverage of financial institutions in order to provide a clearer picture of 
non-performing assets and degree of reliance on external sources of finance. 

Develop concrete proposals to promote stronger, deeper and more efficient domestic 
financial systems, which would enhance integration with global fmancial markets while 
at the same time strengtheriing an economy's ability to withstand shocks. Among the 
topics that might be considered are: 

o 	 Mechanisms for closer cooperation among market regulators and supervisors in 
response to events that might develop in one Ctluntry or outside the region but 
affect markets across the. region. 

o 	 . How national authorities can better monitor and prevent a rapid rise in the 
external liabilities of the financial and corporate sectors and a shortening in the 
maturity of those liabilities .. 

o 	 A proactive strategy for the adoption and implementation of strong frameworks 
for fmancial sectors. ' 

a 	 Ways for the IFls and international supervisory authorities to assist domestic 
authorities in strengthening and deepening their financial markets. For example. 
we could support an increase in World Bank and Asian Development Bank 
resources directed at financial sector reforms, improved fmancial supervision, 
banking system restructuring and capital market development. 

A regional group on improvements injinanciai markets 

• 	 Discuss steps to improve the depth, efficiency, and integrity offmancial markets in the 
region, through improvements in transparency, financial supervision, capital market 
development and other measures that might help reduce the vulnerability of thin markets 
to large swings in capital flows. 
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B. Setser & J. Gagnon/ IMI 
DRAFT: October 24, 1997 

I 

IMPACT OF ASIAN CURRENCY TURMOIL ON THE UNITED STATES 

SUMMARY 

The Treasury Department examined the possible impact of recent currency depreciations and 
slower growth in Southeast Asia~ Korea, and Taiwan on the U.S. economy. Based on' 
developments to date, we believe that the situation in Asia is likely to reduce the growth nile of 
the Us. GDP in 1998 by a small but significant amount, abo lit 0.2 to 0.4 percentage points.' . 

U.S. TRADE WITH ASIAN COUNTRIES 

• 	 14% or U.S. exports go to the ASEAN 5 plus South Korea and Taiwan. 

• 	 Most of the U.S. exports are to countries in the region -- Singapore, Taiwan, and Korea -­
that have been least affected by the crisis. . 

• 	 The four countries most affected by the crisis, Indonesia, Thailand, Malaysia, and The 
Plilillipines, account for only 4% of U.S. exports. 

• 	 In comparison, Mexico accounted for 10% or U.S. exports in 1994,just before the peso 
CI1SIS. 

IMPACT ON THE UNITED STATES 

• 	 The impact on the United States is not likely to exceed 0.4% of U.S. GDP. 

• 	 Estimated fall in U.S. exports: a $13.5 billion fall in U.S. exports to Korea, Taiwan, and 
the five leading Southeast Asian economies In 1998,0.15% of GOP, relative to baseline 
projections. 

• 	 Estimated rise in U.S. imports: a $21.4 billion real increase in imports from Korea, 
Taiwan and the five leading Southeast Asian economies in 1998,0.25% of GDP. 

• 	 For teclmical reasons, Treasury estimates probably overestimate the size of the impact 
on the United States, particularly on the import side. r '\ 
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I . . DEPARTMENT. OF THE TREASURY 

WASH INGTON, D.C; 

ASSI!:iTANT SECRETARY 'Octobei30, 1997 	 ACTION' 

·MEMORAND~ .FOR· . SECRETARY ROBIN . 
OEJiIUTY SECRETARY SUMMERS . 

FROM: 	 TimothyLGeithner, Assistant secretary t{{i 

'(International.·Affairs) . 


SUBJECT: . . Memorandum to President Clinton on U.S. Exchange 

St~~ilization Facility for Indonesia 


ACTION FORCING EVENT 
. '.' . 	 , .. 

'.. You need to. b~ief the President. on .our plan to' announce .the 
United Sta:tes' willingness to extend financial support, to 
Indonesia to back-up its IMF program tomorrow in the event that' 
Indonesia'and the.IMF announce their agreement.on policies 
reformsne!cessary for an adjustment program.' '.. 

./ .. ... . 

.REc6HMENDJl~TION 

ThattSiQn theattachedmemorandwu· to. thePres'ident· 

Agree 	 .'. Disagree '. Let'.s Dis.cuss 

.. ATTACHMENTS . . . 

Tab 1\,:.' Memorandum to President Clinton:on Exchange 
. S.tabilizatioh .Facili ty for· Indonesia' . 

cc: . U/S]~ipton., DASZelikow, DASAtkinson, Todd Crawford, Jim 
•List4:lr 

'..
" , 

.. ' 

-..;,'-TMUA r 
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" CI.1t THE O~UTY SECRETARY OF THE TREASURY 

WASHINGTON 

'November 3, 1997 

Dear Colleague: 

J attach a slightly revised draft of a possible G7 statement, which could be released after the . 
announcement on Wednesday of the IMF Board decision on Indonesia. We have attempted to " 
take, account of the views expressed yesterday, and wpuld be' happy for a statement' ofthis kind 
to be released if others support this.' I regard the last paragraph as integral to,the statement; as it 
is responsive to theconcems of some IMF members that the, Fund may not be able to play an 
appropriate role in resolving a financial crisis in their cliSe: . ' 

, ' 

.. , I found our discussion yesterday very helpful and thought-provoking, ,and 'wouJdliketo thank . 
" you,forconvening our small group. 1expectto write again in the next day or so to setout some 
, ofOUT thinking on how to take things forward. .. . ., 

Sincerely, 

..' . ' 

Lawrence H. Summers 
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THE DEPUTY SECRETARY OF.THE TREASURY' •• WASHINGTON 

November 3, 1997 

. . 

Dear Colleague: 

J . . 

· I attach a slightly revised draflofa possible. G7 statement, which could be released after the' 

· announcement on Wednesday ofthe IMF Board decision on Indonesia. We have attempted to 

take account of the views expressed yesterday, and would be happy for a statement of this kind 

· to be released if others support this. I regard the last paragraph as integral to the statement, as it 
is responsive tothe concerqs ofsome IMF members that the Fund may not be abLe to play an 
appropriate rc)le in resolving a financial crisis in their case. 

" " '" . .'. . . . - . - " .' . 	 ' 

... 	 I found our disc~ssio~ yesterday very helpful and thought~provoking,and would like to thank .' 
you forconv{ming our small group. I expect to write again in the next day or so to set out some 
of ~urthinking on how to take things forward. . 

.f!'fLpe>.r ~ tF b ~}6.4-~ 1/1-. 
: .DtArv I~ .~; f h.~ . 

.', 
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. . .' . . .' ': . 

Draft G-7Statement on Developments in Financial Markets 
. ".", .', , . . .' ~ '. ".. '. " . ." , " .' 

G~7 Finance Ministers ~nd Central Bank. Governors have been monitoring recen~market· .. 
developmerits in· their countries and, in emerging market econolilies. They believe that economic 
fundamentals in the G7 remain generally encouraging, given the progress in achieving non- . . 
inflationary growth and fostering sound public finances.,Theyagreedthat all countries share an . 

. interest in achieving financial stability around the world and, in. this context, welcomed today's 

decision by the IMF Executive Board to. support the program of reforms being undertakenpy the 


. Indonesia Government. . . . ' 


. Sound macroeconomic poricies in emerging economies coupled with structural reforms; in '. 
particular to strengthen banking and financial systems and promote transparency. are the key to 

, growth and stable financial conditions. Ministers and Governors noted. the' steps that had been' 
. taken tostrengthen the IMF's capacity\o prevent and, when necessary, respond to financial .' 
~rises,inCluding the recent agreement to increase the quota resources of the IMF, the progress 
toward ratification ofthe New Arrangements to Borrow (NAB) to supplement Fund resoUrces. 
and the emergency financing. procedures which had enabled tne EMF to move speedily to provide 
excep~ional access in Thai land and Indonesia. " . 

. . . ',. ", '.,', ': : .' - . 

:They agreed to' continue to keep iri contact on developments in. financial markets, and to . 
consider ways to ensure that the IMF and other international financial institutions have enhanced 
capaCity to play an appn)priatc central role in supporting sound policies in emergirig markets, 
promoting firLancial stability and r~actingpromptly incase of balance of payments crises. 
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• 	
THE DEPUTY SECRETARY OF THE TREASURY 

WASHINGTON 

November· 7, 1997 

MEMORANDUM FOR THE PRESIDENT 

THROUGH: 	 Robert E. Rubin ~. 

FROM: 	 Lawrence H. su~rs.# . 
David A. Lipton 

SUBJEC(': 	 Sachs Critique of the Indonesian Adjustment Program 

You raised the question of whether leffSachs' article in Wednesday's New York Times was 
. basically accurate in its concerns over the IMF approach to Indonesia. Our view is that he is right 
to distinguish between the case oflndonesia -- which is primarily a crisis of confidence, partly 
borne out of contagion from markets nearby -- and the usual crises that countries face when they 
call in the lMF, where high inflation and bulging budget deficits are the main concerns. However, 
we think that between them the IMF and the Indonesians have devised the correct approach. 

The program was largely designed by reform-minded members of the Indonesian administration, 
who were able to get accepted ideas they had been pushing for years. The controversial points 
toward the end of the negotiations _. such as eliminating the Suharto family-controlled food 
import monopoly .- had little to do with austerity. They were about improvements in governance 
and the transparency of policy making, which Indonesia badly needs and the markets have 
welcomed. The reduction in import monopolies, in particular, will benefit the real incomes of 
Indonesian workers by bringing down food prices. 

The program takes essentially the same approach to the banking sector that Sachs recommends -­
offering liquidity to those that are healthy, but closing those that are blatantly insolvent, including 
a few owned by Suharto family members and associates. It also sets up formal deposit insurance 
to reassure individual depositors and forestall further runs on banks. The problems in the banks 
are a large part of the justification for the modest tightening of fiscal policy, which is also needed. 
to offset the cost of large government subsidies that are not included irr the budget. 

As for macroeconomic policy, the exchange rate has already depreciated a great deal -- it had 
fallen more than 40 percent by the time the program was announced. Restoring stability is crucial 
to avoid large-scale flight of domestic and foreign investors. This requires detennination by the 
Indonesiarl authorities. An approach of responding to capital flight by not raising interest rates 
was tried in Mexico in January 1995, to disastrous effect. By contrast, a firm commitment to 
tighten monetary policy, following our support, helped convince investors that stability would be 
restored. As then, international support for Indonesia, including ours, will help create the 
confidence needed for growth to return and interest rates to decline. 

\ 
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By Jeffrey D. Sachs 

CAMBIUI>CE, Mass. 

I
II a maaer 01 just a few 
monUls. the A. sian economIes 
went from being the darlings 
ot the Investment communIty 
Ie, being virtual parIahs. 
Tnere was B touch ot U1e abo 

surd in the unfolding drama. as Inter· 
national money managers harshly 
castigated the very same AsilUl gov. 
ernmenu: they were praJsing Just 
months belore, 

The International Monetary Fund 
has Just a.nnounced a second bailout 
package' for Ihe region, about $20 bii·i ­
lion lor Indonesia. That should. in 
principal. boost conildencs,-auc II I is • 
tied to orthodox inanclal con tons. 
fiiduding s IUl sha ly 
h!2ber Inlerest rales, e pasJ>age 
could do nlore harm than gooo, trans­
!Qrmlng a currency crISIS tniti. rip­
roarln~ economic downturn, 

In t e Great Depres!lon, panicked 
Investors lied from weak banks in 
the Unlted, States and abroad. Since 
banks bor;~ow'short term In order to 
lend long term. they can be thrown 
Into crlsls When a large number' of 
dt!posllOl'S suddenly J.4le.·up to wIth· 
draw mOMY· In the days before ?e· . 
posil Insurance, indiVidual deposl. 
lors would all try to be first In Uric lor 
withdrawals. : 

In 1933, the Federill Reserve 
played It disastrously wrong: Rather 
[han lendIng money to the banks to 
cal m the panIc and to snow the de-­
posltors that they could Indee<f'lltilJ ' 
et their money oul, the Fed tfght./ 

'cncd credll, n. tlllllnr.lnl nrlhodO),y. 
prescrlhcu.. (;011110. .:ncc IlIlI1k, uud tho' 

nklng SY!;ICIO crumbled.. ',,, I ~ The ASi3Jl crlsls Is akin [0 a bank 
run. Investors are lining up to be the 

""tiL&Wl.ut of the region. Much 01 the 
pa..,lc IS's self.tecoL'lg frenzy: even It 
the economles were fundamentally· 
healthy at U1e start of the panic, 
nobody wan~ to be the last one out 
when currencie's are weakening and 
banks are tOllerL'lg because 01 the 
rapid drain ,~f foreign loans, 

I
t is somehow comCortlng, as In . 

a good morality tale. to blame 

corruption and mismanage­
 The old rules andment In Asia for the crIsis. 

4 • • Yes, Ibese exist, IUld they remedies don't . weaken economIc We. But the 
crisIs Itself [s'more pedestrian: no 
eCQ.oomy Can easlJy weather a pan· apply in the new 
jc~.ea withdrawal 01 conwljnce, es· overseasp~ciallf If the money was {Ioodi!)g In 

Ju~months biitnre. 


e .M.F, has arrived quickly on economles. 

!.he sctne.J)ut the East Asian finan­

cial crisis Is very dUferellt Crom the 

set ot problems Ibat the I.M.F. typi· 

caJly alms to sclve. 
 golnl: Lo compele, thclr curn:nclc~ 

would need to fall against the dollar·The I.M.F.'s us~;:~,;~ 1~r:,gOV' so their costs 01 production would be1!mmenf IIviiig jieans. ( 
twanclng budget deficits by printing lower. H also became clear that with 
money at the centraI bank. The reo foreign lending diverted Into real es· 
suit IS nltlauon; .together "\t.71ll'\ a tate ventures, there was some risk 
weakening currency and a dram o! that the borrowers. especially banks 
loreign exchange reserves. In these lI,Ild finance companies. would be un· 
circumstances. financial orthodoxy ( able,to service the debts if the ex· 
makes sense: cut the budget deficit change rates weakened. After all. 
and reslrict central bank credits to renta.ls on rea.! estate developments 
the government. The result will be to would be earned In local currency. 
cut Inflation and end the weakening while the debts would have to be 

repald in dollars, ' of the currency and loss ot foreign
exchange reserves., The \ll.l!Aknesses 1Il the AsJan econ· 

,'__ '. . owles were reel but t8~m tatal. 
ln Southeast As\a, this story :'lffi' ., Ttl.e..desper ilreRSt.bs _ high sav. 

ply doesn't apply. ·lndonesia. Malay· I tngs budget surpluses flex.lble labor 
sia, the Philippines and Thalland . markets low taxauo~ - remain In 
have all been nmntng bud,get ~ur- place, a,;,d long-term growth pros-
pluses, not deficits. In.llatlo'lv has pects are saUd. But. as ohen happens 
~en low lil all oUlie countrIes, For· In financial markets. euphoria 
c1£I!....!xChange r,serves, un6f' U1IS turned to panic without missing a 
past year. were stable or rising. not beat. Suddenly. Asia's leaders could 
!!li!!!&:- . ~.. do no rIght. The money fled. 

1llU!.roblems emerged In th,! iHl' In thls maelstrom, the I.M,F. is 
v te SfClDr. In all althe counlnes, ow reportedly pressing the Asian 
inte a onal money market manag: countries to ralse ex.Istlng budget 
ers d Investment banks wen! on a surpluses stiU hIgher and to tighten 
len,d~g binge trom 1993 [01996, To a domestic bank credIt. In the Philip' 
varyUlg extent In all of the. countne5. pines recently, short-term Interest 
the short·term. borrowlIlg tram rate! were briefly pushed above 100 
abrocd was Usea; unWisely, 1.0 sup· percent a year 10 meet l.M.F. credit . 
~f1 long·term lrivestments In re,,! targets. 
estale and other nOD=exD9rlm!l. S'!(- And. in a move that is supposed to 
~ . engender confidence bUl almost 

Tlils year, the bubble burst. In'Jls!- surely docs the opposite. the l.M.F. 
ors woke up to the weakening In has reportedly called on Thailand 
Asia's export growth. A combinat:o:1 
01 rising wage COSLS, competit!01I 
from China and lower demand :0:' 

,Asia's expons (especially electr'JIl' 
iCs) caused exports to stagnate HI 
1996 and the !lrst part of 1991. It 
became clear that U the Asians \llferc 
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and Indonesia, to close down several 
weak banks th at have been caught up 
in the boom.bust cycle oC foreign 
lending. SinCE! the treatment 'oC de­
positorS In such cases is open to 
doubt (as deposit insurance is 1m· 
plicit rather than expliclt). these 
calls lor bani, clOSings also worsen 
the Investor night trom the region, 
Of course, c,ne can't be absolutely 
sure what the I.M.F. is advising. 
since I.M.F. programs 3J1d support­
Ing documents are hidden from pub· 
Iic view. This secrecy itself gravely 
undermines confidence. , 

The Asian ,:eglon needs mare cre· 
atlve poHcles an· e irst 
step would Oil or the International 
investment community to tell the 
truth: th~~Tency crisis Is not .,the 
result of As an governmcQI prOfli· 
gacy. ThIs is el crlslll made mainly in
the private! Illbel! under-regulated, 
finandil mar~. ­

1M hUt 5tep would be let the 
ASl3J1 currencies float downw 0 
that t ese co'lJltr est exports will be 
chesE@" and Olerefore more compet· 
Itlve' nce eJ:port growth starts to 
pick uP. then panicked money mar· 
ket managers wlU begin to remem­
ber why the:1 were until recently 
slng1ng the ~)ralses..of the region, 
This is what ,happened in the after· 
math of t1ie: 1994 .Mexlcan..gisls, 
wlien ~rlfytmanagers who sv.;ore 
they hlli CWoco lor ~OOd q1,!ickly 
rccOlatd\!lftrm the we. e oran ex· 
pOI1 booUi. -' 

Float1ng th«) exchange rate would 
have two more advantages: Illreign 
reserves' would not be squandered 1:1 
a tailed attempt to de!cnd the cur· 
I'PII(')" lIud Inion'",,' !'ltil'll ~lHlhl uul 

Ilc..,d til 1>u 1'111:10(1 III 011 11111~lIry 1111,·, I 
to ko~p Ih~ currency $tr()n~, 

The third siep would be to moder· 
a!£..lljc SIm",: farces pushlni Asia 
into a recess lnll 
to em. not need 

wanton budget cutting, credit tight­
entng and emergenc), bank closures, 
It needs .'table or even slightly ex­
pansionary monetary and fiscal polio 
cies to counterbalance the decline in 
foreign loans. Interest rates wUl ari! ~ 
higher as foreign investors wlthdra .... 
their money. but those rates do' no: 
need to be artificially jacked up by a 
squeeze all domestic credit The reg 
ulatlon at the banking seclor shoulc 
be strengthened not by hasty ban~ 
closures, but by pushing weak bank~ 
to merge with stronger ones-and b) 
pushing the banks to raise their capl 
tal bases, 

Southeast Asia surely needee ; 
correction to restore Its competitive 
nesS. A moderate cut In forei!;n lene, 
ing was needed: the panIc :ovas nol I: 
the currency crisis Is well,manageo 
AsIa will be able to resume Its rapic 
economic growth. If It 'Is manage\, 
with Wlth.lnk1ng orthodoxy, the cost:; 
could be very hl&h, for'Asla 3J1d th.· 
res\. of the worlO, . . ~.r ~ 

Jeffrey D. Sachs Is dIrector of I'" 
Haryord 111Stitu', for InlernallOl () 
Deyelopment cnd an economiC (d 
Yiser to goyernmenfs in ASia a'!, 
other parIS of the world. 
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DEPARTMENT OF THE TREASURY 


WASHINGTON, D.C. 20220 


April 6, .1998 

. RecOmmended Telephone Calls 
" ,". ' 

.·MEMORAND1l1MFOR SECRETARYRUBIN 

· THROUGH:' Linda L. Robertson .' 
. Assistant Secr~" 
Legislative Aifairs 

"FROM: ". Rick Sinkfield . 
Deputy Assistant SecretarY (International) . 

'SUBJECf: 	 . Congressional consultations 'regarding the expected announcement of the 
'. latest IMP . agreement' with Indonesia 

· DISCUSSION: 

. ·We recommend: the following ~trategyt~ inform Congress about ongoing developments regarding 
····the economic ciisis in Indonesia and the IMF·led·efforts to restore stability: This IMF agr~ment 

will be heavilYi:;crutinized in light ofthe ongoing debate regarding the President's FY98 
supplemental b1l1dget requests for U.S. participation in the IMF.You, DiSSurnmers U/SLipton,' 
.and AfS Geithner will communicate directly with Members. VIS Lipton, AfS Oeithner arid other . 
Treasury staff:will communicate with senior Hill staff and conduct confidential and non· '.' . 
coimdential bri efings as rieeded.· The. calls we are recommending encompass the key Senators 

'. Who were involved in successfully adding the.IMF to the defense and natural disaster ' 
'. supplemental bill and the HOllseMembers who win be key to preservingtheIMF in .conference 
"and maintaining the broadest amount ofbipartisan. support needed to ensure passage ofthe 

conference rep(;rtontheHouse floor.' . . 

.'. The attached talking pointS have been drafted in amannerth8t discusSes the latest agreement in the 
· . context ofthe i~~ues that have concerned Congress the most with respect IMFand borrower 


country policies: moral haZard; crony capitalism~ trade liberalization; austerity; . 

laborlhurnanlelliyironmental rights; and trans~enCYQMFand borroWer country). 


*N:ote: The aSterisk; den~tes that aMember is out ofthe cou~try~butthe call should be placed. . , '. '. '.. . , ..,.'. 

, , 

Spe8kerGingrich(RER) ~50690 

C' Speakei·Gingrich isreported lobe avoiding meetings with outSide groups reBantingthe 
.' lMF; his last public statement indicated his disagreement with Majority Leader Anney 
, aboutthekinds ofconditionS thatshould accompany the IMF funding. He assert¢ that 
'. '. -" ".-' .'. " ... 



more Congressional oversight was appropriate. You also have a can into the Spea.kerre: 
the assal~lt weapons ban (4/6 announcement). . . 

Minority Leader Gephardt (RER)-501 00 

c 	 ~derGephardt previously offered to act as a Congressional voiCe. buttressing the' 
Administration's position regarding the possibility ofIndonesia's unplementation ofa. 
curre.ncy board. He is very conscious of his Caucus'cOncerns about Indonesia's labor and 
human rights record~We will need his active assistance in convincing Democratic' 
Membe:rs that this new agreement is worthy of their support. You should high I ight the 
possibility ofIMFlWorldBanklGovt oflndonesiallabor talks... 

'. *ChairmanLiviingston (RER) ~53015 '. 
. 	 . 

C .' Chairman Livingston is reported to be planning a quick vote on the House floor j ust after 
recess inorder to make it p'ossible for the House to assent to keeping IMF in the defense 

.. supp. conference. His staffh3s maintained that the Chairman wants to see IMFmove .' 
.' quickly .. You also placed a call to him re: the assault weapons announcement. 

. Rep. Obey (RER) ;...53365 

C.Rep; Ol>eywants the IMP to do everything itcarito prevent President Suharto and his clan 
from pe:rsonally benefitting from the.IMF prograin.Heisalsointerested in the role played 
by pri~lte financial institutions ("hair cuts") .. ' . . . 

. 	 '. f 
. . . 	 ' . . 

.... *Chairman Callaharl (RER) -54931 .' . 

. C 	 . Rep. C~dlahan. 'due to a constituent's concems,is particul~lyconcel'nedabout the 
.	Indone:iia plywood monopoly ..You should highlight the fact that the monopoly has been 
termina.ted. In Ii similar area. Rep:.Callahan has written to the Dept regarding the softwood . 
lumber Customs ruling. . He advoCated reversing the Customs ruling,. thereby preventing . 

. the pr~-driUedstuds from cOming in to the U.S. outside ofthe May 1996 Agreement .You... 
.' . should inform him generally of Customs' planS to publish a federal register notice ofa 
'proposl~ revocation ofthe ruling.·. . ' . 

.Rep. David Bonior (RER) -(810)469~3232 . 

. Rep. B.onior was. quoted last weekas supportingtheIMF,because it isacti~gasa backstop, 
prevenlinga flood ofexceSsively cheap imports from coming into theU.S.~ thereby . . 

jeopardizing U.S. jobs. Rep; Bonior is also scheduled to attend aCEOluncheon.cventthis 
week where Secy. Daley will discuss, among other things. the tmde and market access .' 
aspectsoflMF programs.. ". . 

... Majority Leadc~r Lott(RER),-46253 .... 

. c' You have an outstanding c311 to Sen.Lott re: the assault weapons ban and the softwood '. 
. lumber isSue. On the lattef~ web~lieve that he Will look favorably upon CUstoms'. ,e~ected 

~ .. ". . --:-~:---' .... ;:­



action. With respect to Indonesia, his main eoncem. expressed by Senator Gramm, is . 
about the eillnination ofcrony capitalism. You shouJdhighlight the fact that the most 
recent bank closings affect the holdings ofPresidentiaJ family members. . . 

. '. 	 .' .'. ...,..... .':, ' 

Minority Leader DaschJe (RER) 45556·· 

C 	 . ..We haV4' work~ with Senator oaschle's staff on an "Administration" paper thai discusseS '. 
. .' achievements and next steps' in the IFI's and more bro8dly in the . labor and environmental . . 
'. areas.. 'Joe timing for completing and releasing such a paper is still uncertain. but we . . 

believe 1that he may raise it· We agree that it should be a useful too) in giving DemOcratic . 
· Members something substantive to. support in these a.reas, simi1~ to the statement of . 
· Admif1i~;trationPolicy·duringthe fast track debate last year.' . 

': '. . . 	 . . . 
. . .. . '. . '.. 

Senator SarbanElS (RER)-44524 . 

C · Senator SarbaneS has not eXpressed any pirticular concerns about Indonesia, hut during the . 
· Senate floor debate was very helpful in working out Democratic and Republican . .... 
amendments that addressed toughening IMF policy with tespect to Indonesia. . ' 

. . . 

ChairmanHehns~R) --46342 
. ,.' 	 ". . 

c Chaim.sm Helms' rnainconcemis with IndoneSia's failure toholdftee. Democratic' . 

election:,. ' He was reported to have, but did not offer. an amendment that would have ' .. 

withheld. U. S. participation in the IMP quota increase until Indonesia agreed to hold free 

.election:s. 'We expectthe State conference report to go to the Senate floor shortly after' .. 
re~s ends; thUs, his interest has been focussed on achieving its passage (with Mexico City 
. language attached); . Although he is pro-life and does not favor linkage. he believes that: the . 
Adminh.tratjonhas 110t been flexible enough on this issue. . . 

Chaliman:D'AIllato (ItER) -46542 . 
.' . " ' . 

. , 

ChairmamD'Amato hasbeencons~ed'by the debates on ISTEAand financial·.·•.•', , . 

· modernization. His primary concern will be whether any bilateral US. funds will beuseQ . , 

in this round or in the future. .., . . .' . ' 


" '. ',' , ',",,' " " 

. SenatorHageJ.VRER) 44242 ' 

. . 	~ou reoentlyspcikewith Senator Hagel regarding' the assault weapons announcement He . 
. wanted to discuss House IMF .strategy:., Y oushould seek his counsel on' what other steps . 
we need to take to maintain Members' support in light of the revised agreement with 

. ,Indonesia. You alsO spoke with him some tinieago regarding the disposition ofhis. 
'. oonstitu,ent, Cal Energy~in Indonesia AlS Geithner has communicated With ear Energy 

recently", Cal Energy is pleased with Treasury's continued involvement and believes that 
their project is still eXtant·· We will continue to monitor this sitUation to ensure that 
Indonesia employs a transparent, fair 'poiicy when determining which projects should 
pro~. . . '. 	 ,. 

" .._---- .._--" . 

http:Chaim.sm


, -'I" 

"." . 

< ' , 

,Chairman StevEins(RER) -43004 ) , 

c You spoke with him concerning the assault weapons announcement Heis still concerned 
about the national security aspect ofmaintaining stability in Indonesia., ,His staffand ' 
Chairman McConnell's staff are reported 'to betrave1ing to Indonesia on afilct;.finding 
mission during the recess: ' , 

ATIACHMENTS:, Ta1~ngPoints 

<I 

." '. 
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DEPARTMENT OF THE TREASURY 

WASHINGTON. D.C. 

ASS"STANT SECRETARY April 27, 1998 

, MEMORANDUM FOR DEPUTY SECRETARY SUMMERS ' 

UNDER SECRETARY LllTON 


,'FROM: , 'Assistant Se~retary Geithner{{h 

SUBJECT:' ' ",Indonesia~-Worker Rights 
, , 

, I sent the attached memorandum to State Assistant Secretaries Roth, Larson, and ShattUck' 
, recomr:nending a letter from Sect:etary Albright toIndonesian Foreign Minister Alatas 
emphaSizing U.S. concerns ' about the poor worker rights situation. " ' 

TIns issue will be a subject of discussion atthe Wednesday, April 29 meeting chaired by Gene 
Sperling. ,,' ' ' , , 

, " Attachment (l) 

') '. 

I' 

, .~ 



DEPAR,TMENT OF THE TREASURY' 

WASHINGTON, D.C. , 


, ,ACTION
,April 27, "1998 

ASSISTANT SECRETARY 

MEMORANDUM FOR 	 STANLEY ROm 

ASSISTANT SECRETARY OF STATE' 

EAST ASIA AND THE PACIFIC' 


'ALAN LARSON .' 
ASSISTANT SECRETARY OF STATE, 
ECONOMIC POLICY

, , 

FROM: 	 Timothy Geithner /\~ , 

. Assistant Secretary 

International Affairs 


"SUBJECT:' 	 , Jndonesia~-Worker Rights 

, ISSUE: 

',Despite high level discussions thatStat~ has had~serious ro~blocksremain forthe release ofMr. 
,Pakpahan: The I:MF believes it has made some headway, but that significant progress may only be , 
achievable if the u.s. weighs in at ahigh level with the Indonesians, beginning with the Foreign"" 

, Minister, to convince President Suharto that progressfu these areas is critical for Indonesia's '~' , 
, international standing and broadinternationalsupport for Indonesia at this ,time. ' 

, I ,"ACTION REQUEST: 

, In the context ofa br~ader messag~ to the Government of Indonesia on human rights, we thUlk'it , 
would be helpful ifSecretary Albright wrote toForeign Ministe,fAlatasto emphasize the following ' • 

.~iots: We,~ Writing!o .ruse our sorloUSConcerns aboutindonesia's respectfnr hwnan and t.bor .... 
righ1s~" ,',', " 

. , ,- .""', .' . , ".. " . 

, • 	 We ;lppreciate that I~donesia has recently indicated its intention to adopt ~ee morelLO, 
conventions related to core labor standards.' , , ' 

• 	 ,To make adoption ofadditional conventions meaningful~ Iridonesia needs tocOlifonn its 
, laws so that both the letter and spirit ofthese commitments are met. ' 

. '. . . '. ',. . .. .' , .,. . .' 

o 	 , We understand thatthe Director Geileralof the ItO has offered additio'nal ' 
,'assi~ce to help Indonesia ~ove to full implementation of its ILO commitments~ , 

'. " 
, In addition to ad()Ptingall'Of~eILO conventions related tocQre labor standards,~e . 

believe it is equally important to respond' to the repeatedILO concerns over the paSt decade 
regarding freedom ofassociation and the, right to fonn independentunlons: ' 



"2 

e In this regard, Mr~Pakpahan,leader of the IridonesiaProsperity Trade 'Union, should be 
'freed from jail at once. 

e' , Further,the international commurutywillbecloselywatching Indonesia'~ treatment of 
studlmt demonstrators and for anoticeable improvement on its poor record Qn human 
~~' " 	 , , 

, '" 	 . " 

e' " A lal!k ofsignificant progress in all ofthese areas ~iI1 beharmfu1 to Indonesia's standing 
and to, broad international support for Indonesia at this time. ' 
" " " " .... ..' "" . .', ,.' . . " 

• 	 In addition; U.S; representatives in the international instItutions wilIberaising these 

matters vigorously in the period ahead. ' 


,BACKGROUND 

The IMFpmssed Indonesia on specific laborissues: l)therelease ofMr.Pakpahan, the jailed' ',' 
le~derofthe. Indonesia ProsperityTrade Urtion;and 2) ratification ofthe four remaining ILO 
conventions on core labor standards, including freedom ofassociation. ' " 

• The IndoneSianeconomicte~ (Minister Gioandjar,i)1 particular)indicated thatit was,in 
principle, prepared to take.some concrete stepson labor rights, b1Jt oot in response:to overtrMF 
pressure, no:r did it want any of these steps to be part ofan IMF program. Also, the teaintold the, ,', 
Fund that President Suharto woUld need to be convinced that the international community'is paying 
close attention to these and associatedissues (Le., disappeared people, treatinent of student, ' 
demoruitratoci;respect for hwnan rights), and that a lack ofprogress in these areas would harm , ' 
Indonesia's international standing and broad internationalsupport forIndooesia ~t this time. ' 

, As you kttow, Indonesia'srecord on respect for ~orker rights 'is poor. ' AJthoughIridoIlesia has 
,adopted two of the six ILO conventions related to core labor standards (prohibition on forced labor 
: and freedom. to organize and bargain collectively), it has been criticized by theILOfor-over'a ' 
"decade on it:; practices related to freedom ofassociation and the right to bargain collectively.' 

" ,'. Moreover, r«:x:ently there have been allegations of serious violations of Conventiori 29 on forced " 
labOr.' " < 

Therefore, although the Indonesian announcementth8.t itwould rittifythreemore ILO ~irve~tions , 
,	on core.laborstandards(abolishing forced labor, freedom from non-discrimination~ and prohibiting 
use of child labor) and would confonnits laws to these conventions, it is important to understand 
that their standing in the interriationallaborcommunity would be better served ifthey ~adeserious, 

'<efforts to address long standing ILOconcerns. 'Ratification of ILO conventions is welcome,. but ' 
, , what is mon: important is action to address problems with existing commitments; , 

Indonesia would not ~mmit to ratify the convention on freedoni of aSsoCiation, which is the sixth 
ILO convention related to core labor standards. It i~ unclear whether IndonesiairitendSto address', ' 

, ' ' 

, , "this convention. 
, .' . '...' " 

cc: State AlS Secretary John Shattuck 

, .' 
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e. DEPARTMENT OF THE TREASURY 

W.lshingtoil 

May 19, 1998 

TO: 	 Secretary Robin " , ", 

Deputy Secretary Summers', 

Assistant Secretary Robertson, 


F[~OM: 'Tii110thYGeithncr1f~ ~LIr' 
Indqnesia '" 	 ' " , ,Ibi, . ' SUBJECT: ' 

.' , ' " " , .. ,," '. 

Here are a few useful pieces on the IMF's role in 
'the crisis'in Indonesia., ' 

- ',;' '. . . '-, ,', ' .',' 

We are,in thc process 0 f drafting a short piecefi)f .', 
,the Secretary to send to the President. • ,"'. 

"] 



lndonesia . .' 	 .' 

Is the IMF Program Responsible for Indonesia's Collapse? 

.' Question: 
. . ' .. ' ':. . .' " . '. ..' . 

Isn't the IMFresponsible for the current political unr~st by imposing ha;sI1au~terilY mcasures on 
· the Indonesian people? . '. ". 

· Answer: 

.'. It is important not to confuse the doctor with the disease. The basic underlying cause ofthe ' . 
'. 	 crisis in Indonesia has been, a fundamentalloss of confidence in the policies of the'. .' 

Indonesian government. This led to a sharp decline ~nthe value of the rupiah,intensifying 
inflationary pressures, ~md an accompanying deterioration in the economic situation . 

• 	 . . The IMF began working with the Indonesian go~ernmentin November i.; an ~fjort to 

· help it deal with. the. effects of the broader Asian crisis on' its economy. The program of 


. economicreforrnsagreedto with the IMF at that time provided a sound foundation for 
.... restoring financial stability and' improvinglong*run competitiveness in Indonesia. 

• 	 Indonesia's economicand financial situation continued to deteriorate, however, as the 
.... Indonesian public andintemational investors began. to question the government's.' 

'willingness to implement the rdorm measures agreed fa with the IMF . 

· ~ . .... This led to a profound loss ofpublic confidence in the policies of the Indonesian 

govf:mment,Causing the rupiahto.plurige.invalue and the economic and financial 
'. situation to dett~rjorate markedly. This helped to provoke demonstrations by university 
· students protesting against the government's fail ure to address the financialcrisis arid, 

'. attacking government corruption;: .. . . . 

- ..... Inthewru<e of the deteriorating~cono~icconditions, the Indonesian government andthe 

IMF agreed on a revised economic r~forrn program in ApriL Thegovernment's·earlier 


.. failure to actdecisively to address .the causes of the crisis meant that much stronger, and 

· potentially more painful, medic:ine was required ~o restore financial stabil ity .. 


-.. · The :governmenr ofIndonesiadid make important progress in .• implementing the revised. 

IMF reform progralTI during April. These efforts. however, were quickly overwhelmed 


· by th~ growing publi~dissatistaction with thegovemment ofpresidentSuharto and 

intensifying student protests throughout the country. . . . 


• 	 · While the energy price increases announced on· May 4 do appear to have sp~rkedsome' . 
rioting arid protests in Medanwhenthey. were announced, more recent violence· in Jakarta 

· app~:ars to have been driven primarily by anger over the unprovokcds!1001ing'of' . 
· university students by security forces and public support for political reforms. . . ~ 	 . . . . . . . . . 

It should be noted that thelndonesian govermnent chose both the timing ~nd siie 
of the fuel pdceincreases: The IMF program did not require fuclpr1ce increases' . 
until June 30 and. allowed formpre gradual increases in prices. 



• 	 We continueto believe that decisive implementation of the IMF reform progra~ 
, , , represented the surest and most etfective way for Indonesia 10 reston;; financial stability., 

, . 	 .. .' 
, 	 , '

.' It is nowciear, however, that economicreform measures will not be successful unless' 
accompanied by political reforms desired by the Indonesian people: ' It is not the business 
oftheIMF or the United States toimpose these political changes on Indonesia. ' 

, , ' 

" SSS/INA; 5/19/98 
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-; 
, , 

Indonesia. 
'. Rollback of Required Energy Price Increases 

'Question: 
'. . '. . "... 	 . 

.Does h:idonesi~'s rollbackofenergypriceincreascsjcopardizethe IMF program? 

Answer:· . 

... "'The Governrrient ofIndonesia (GOT) chose the timing and size of the fuel price, increases, 
announced on MayA, This action was not requirea under the JMF program until the end of 
lum:and could,have been phased in more gnidually at the discretion ofthe GOL . , 

.' The IMF ind Indonesia had previously agreed that kerosene prices were to be raised by . 
'Iess .thanother prices in' an effort to limit the impact' of these increases on the poor .. 

'. 	 Ac~)rding to the Indonesiangovemment, the partial rollback of price increases announced '•. 
on May 15:will cost approximately 2 trillion rupiah (more th.an $200 million). This' 

..' inen:ased spending on subsidies will have to be financed in some way; a difficult task gIven. 
"the large budget deficit(3.8% of GOP) that has already been projected for this fiscal year.'

'. 	 .~ , . 

. The ~cono~.icand political situation in Indonesia has deteriorated significantlysincethe last IMF 
disbursement on May 4. .. . 

• 	 The politicaruruest has heavily influenced marketdeveldpments, with the rupiah .' . 
" '. depn~ciating Significantly relative to the levels envisioned in the IMF program. This has . 

important implications for inflation and the effect of fuel and food subsidies on .the 
budget deficit in Indonesia.' '., . . , 

• 	 . .• These developments will likely result in a reassessment of the economic assumptions and ..' 
". targetsthatform the.basisofthelMF prograrn.. .. . , .' 

· Background: ..' . " . . . , . . 
The Indonesian government increased energy and fuel prices on May 4; although this step was. 

·notactuallyrequifed untilJune 30 in therevised program .. Indonesia also chose to fully, ., ' 
implement the agreed price increases,ratherthanphase them in gradually. 

• 	 The Government's imnouricement orthe price' increases helped to spark violent pr~tests 
in Medan.in the followIng days.' More recent violence in Jakarta appears to have been' 

.. driven prilnarily by anger over the unprovokedshociting of university studen~s by s:ecurity 
forces and public support for political reforms, including the ousler of Presiderit Suharto.· 

.' Selected Fuel and Energy Price In~retises.(Rupiah perLil~r): 
Prior to . Effective % Change . '.' Announced " % Charige 
,~, .. MayS. . froinMay 4 May 15 .from Mal; 4 ' .. 

Kerosene' . . 280· ·350 . , 25.0%" 280 0,0% 
·Gasoline 700 • ·.·.1200 71.4% . .1000 .. .42.9% 
Auto Diesel '·380 600 57.9% 550. 44.7% . 

. ·.SSSfIN A ;511 8/98, .' 
F.NERGPRLMI8 
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Indonesia and Fuel Price Subsidies, 

In recent days,qliestions have afj~en as to whether [ndonesianfuel price increases ~- consistent 
with a provision iri Indonesia's f.MF program to raise energy prices in the second quarter of this 
year -- triggered r~nt turmoil. As Deputy Secretary Summers stated the other day, however, 

,one should not confuse the doctor with the disease. "., ' 

, Indonesia began experiencing a serious banking crisis last ~utumn which continuestot.his day, 
. This crisis was influenced by the general Asia crisis and spread throughout the economy, 

,0 , As confidence was lost inthe banki~g systein;depositors depleted accounts inweak , 
banks and capital fled the country. The authorities provided massive liquidity support to 
weak banks, rather than closing them despite theirinsolvency. ' , 

o 	 Thisliqtiiditysupport triggered a huge surge in inflation andco\lapse in, the' rupiah, In 
the first quarter of this year, inflation rose at a 160%+ annualized rate; in contrast with' 
Indonesia's recent history of single digit·iIiflation. In January, the rupiah fell 'at one ~ , 

, point by 70% against the. dollar. Also dueto the crisis, unemployment surged. In short, ' 
',high prices and unemployment. had begun ravaging Indonesia's poor many months ago, 

,0' ' . Also, the authorities aggravated the crisis by refusing totaclde structural reform and ' 
corruption, firing the central bank's senior management arid the head for barik " " 
:restruc~uring and proposing a curren?y,board rather than addressing central problems, ,,' 

, Against the background of the seriously deteriorating sit~ation, Indonesia asked to, resuscitate, 
itsfMF program. For the latte( part of March andall of April, the fMF helped Indonesia design' 
and, begin implementing a revised package that would promote stability. , . .', ' 

o 	 ',' To g~ncontrol over the money supply, Indonesiacordoned bffliquidity su~pori to 14' 
,banks that had been major uses ofcentral bank financing, " 

o 	 ',' TheiMF insisted that theS~hartogovemment break uPinOnOPOlie~,in such ar~as as 
cloves and forestry, that were associated witli the, President's childrt!n ~nd friends',' ' 

. 'The I1vfF staff alsohdped Indonesia redesign~ its 1998 bildgetwith the objective of allowing for 
, higher ~ubsidieson some food and esseritial itemsto cushion the impact of the crisis on the, " 
" • poor, while holding to a w.orkable budget ,that would notcreate further inflationary pressures. ' 

" , 0 1n~tead 'of a projectedbucJget smplus of 1% of GD P, the' prbgra~ allowed for adeficit 
of J .~% of GOP:.' ,This level of deficit is seen the maximum consistent with Indonesia's " 

"financing realities. Were Indonesia;sdeficit to rise much further;it.is likely'the central 
, bank would print money, causing another surge in inflation and further rupiah collapse.. 

http:further;it.is
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o 	 . Government spendi~g this year is projected at under 16% ofGDP' The cost of 
. subsidies will be 2.3% of GOP, making subsidiesthesecondlargcst spending item. This 
estimate assumes a much stronger rupiah than nowexists. 

o 	 The cost of subsidies has been rising sharply due. to the col/apse in' the rupiah. For 
example, the rupiah is now Rl1,OOO per dollar.. Many subsidized items are imported at 
world prices, while consumers are being charged at a costofR6,OOO per dollar with the 
budget making up the difference. Since Indonesia cannot target subsidies on the poor 
(e.g, through food stamps), all people-':' rich and poor -- benefit fr()m the ~ubsidies . 

. a .... To keep the.Ievel ofsubsidtes consistent with Indonesia;s financial envelope, Indonesia . 
. . decided to reduce subsidies by 1- t/4%ofGDP from what they otherwise would have 
. been. Toward this end, prices of many items needed tobe raised, and these vvere' . 
. structured to protecnh~ poor. For example, kerosene fuel prices were 'raised 25% as. 
this is heavily conslimed by the poor, but gasoline for cars was raised 71%: Subsidies'· 
for rice, the basic food staple of the poor, have been protected.' '. 
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... 
" 

May l5, 1998 

'Indonesia 

,Key points on Price Rises 

Avariety ofconcerns have been reported in th~ pr~ss as being among those responsible for 
the recent breakdown of law and orderin Jakarta. These include, pre-eminently, questions of 

, ,political reform and corruption. Certain reports' have also referred to the price increases 
'introduced under Indonesia's prognUn With theIMF. However, as in all'i;uchcases, no precise 
'assessment Of causes is possible. It should be clarified that, in all cases,the IMF does not ' 
"impose" arbitr1uy orartificial timetables for price liberalization or subsidy removal measures; 

" , rather they are actions that are part of an agreed package ofmeasures that is supported by 
IMF resources. This has been the approach followed in Indonesia, as inother countries: 

In Indonesia, while price increases to heip reduce subidies and control the budget were part of, 
the package, the authorities in fact had wide dl~retion on the jiming and pacing ofthose 
increases. The Indonesian authorities chose to implement the entire increase in one shot. 

. . ,. 	 . . .. 

, It should also be noted, that keros~neanddiesel-;lsed by the 'poorer segmems of the 
, ' p6pulationo-:-"'"had much snialler price rises, by design, than gasolin~sed in cars and more 
upscale public transport. ' ".. . , 

FmaJly,ii should be pointed outthat the Wide ranging st~ctural reforms, envisaged' in , 
Indonesia's program- have had no significant critiCism from key opposition leaders and strong,' ' 

'. 	 support from the public at large. The reeent stUdent dem.onstrations have had political reform " 
as their objective. A number ofpermanent opposition leaders (AmienRais, for exampLe); have 
noted that (~n()mi~ reforms are essential for political reform. ' 

, R:\DOC\Al\SJA~N2,\VPD, May IS.. 1998 (9:~am) , ' 
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Mr: Secretary: ... 

. Mike asked me to fax the attached to you and ask that you ... 
caU Tim about it this evening. .. 

Neal· 

.. ... Neal C.Comstock 

. room 3408 . 
.. phone 622-0064 
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. DEPARTMENT OF THE TREASURY, 
WASHINGTON, D.C: 

, SECRETARY OF THE TREASURY , . May 19, 1998 

\-J'-\"- .~.~.. ' .,~ .. 
MEMORANDUM FO~p~ CLINTON.· v.hU.... ~ 
FROM: ' Robert E. R~bin ~.~.\l .' .~~d 

· SUBJECT: ,Criticism of IMF Policies in Indonesia ~=-
. , , . . 

· A nmnber ofrecent press articles have suggested that the iMP bears responsibility for the . ., 
deteriorating economic situation inIndonesia, as well as the recent surgein violence. According 

. " .. to these crrltiques. the IMP-backed reform program. imposed unnecessarily harsh or ill:-advised . 
reform measures on Indonesia, causing a sharp fall in the value of the rupiah. a run onthe.. . '. 
banking system,and an wmecessaryincrease in sensitive prices that helped precipitate the recent 
violence. These criticisms confuse the reasons for and the effects of the crisis With the 

.. appropriate response . 

. "The pain v/hich the Indonesian people are currently sUffering is the result of the economic arid'" . ,~ 
. financial crisis; a series ofpolicy missteps by the Indonesian government,and bya profound loss:, ' 

,of confidence in President Suharto, The policy reform: measures supported by the IMFand the 
, .' financialassistance provided by the international financial institutions were design~d carefully to . 

. restore stability arid growth asquickIy as possible and to cushion the impactofthe crisis on 
Indonesia's most vulnerai:lle citizens. ' . .' 

TheIMF programdidnot induce the crisis or magnifiyits costs onth~Indone;ian people. The . 
.. , broader loss of confidence that is the cause of the current political and economic crisis occurred 
not be~use ~fthe policies backed by theIMF, but as a resultofthe Indonesian government's 

'. ,Jailureto decisively ~d fully implement its commitments under the IMF program., ' 

,.The IndoIV"..J:iangovemment must therefore bear responsibility fonhe c~ent politicali.mrestand ' 
violence~ 'The reform program originally ag~. to by the IMF and the Indonesian government in 
November provided asound foundation for restoring financial stability and improving the long­

· run competitiveness Qfthe Indonesian economy..Had the Indonesian goverrunent enacted' . 
necessary,econolllic reforms four months earlier when first prescribed by the IMF, it could have 
avoided the.massive hardship and pain which millions of its citizens must now endure.. ',' " 

'~. The pr()gress both Korea and ThaiIand have made iilrestoringfinancial stability in recent 
,months is, a testament to the fact that implementation ofsound policy measures prescribed 
'by theIMFis the surest path to economic and financial recovery. ., 

'I ~ 



.' ...... . Among th(~ most serious mistakes made Py the Government ofIndonesiain its handling ofthe 

:.' ": (economiC CfiSlS was. the PTOY.jsjoo of massiv.e. and uncontro.lled liq.uiditY support to the b..anRing 
. . .~. T.his is the primary economic fas;tor underlying the fall in the rupiah and accelerating . 

. ~ infl~t~onJ~hich must ultimately be re~ected i~ ~el and food pr~s. The g~vernm~lure to 
'. 'decIsIvely Implement structural' commitments m Its IMF programrusocontnbuted to the loss of 

. '. confidence in.thelndonesian government, leadingtoa'further faUin the value of the rupiah. . 

... .. 	 ·1Jl,!Undonesian government's failure to prevent yiQleDce'directed at Chillese ..Indonesians 
earlier this year may have also contributed to the flight of capital that exacerbated the 
mitial crisis. ;' •. .' . .' . . .' . . . .---, . 

The GovernmentofIndonesiadid make i~p6rtantprogress in implementing the revisedIMF 
. refonn program during April. 'These efforts, however, were quickly overwhelmed by the 
growing public'dissatisfaction with the government of President Suharto and intensifying srudent 
protests throughout the country. '.' . 

• 	 : '.'\"" While the energy price increases announced on May 4do appear to have·sparkedsonle. 
rioting and protests in Medan.when they were announ¢ed;these increases were part ofthe 
difficult measures needed to' address the crisis, and it is the crisis, not the measures to deal 
. with it, that is the real cause ofpolitical instabilitY.. The more recent violence in Jakarta 
. appears to have been driven primarily by a strong public desire for political refonn and 

. anger over the unprovoked shooting of universitystudents; . ,. . . . 


It should be notedthatthelndonesian .'. overnment~hose both the timing and 
pacing of the filel price increases. The IMF program did not reqUIre e rice 
increases until June 30 and allowed for more gradual increases in prices, but the .. 
GOverriment ofIndonesia decided to increase prices more quickly arid more 
precipitou~ly.... 

-. 	 \. . 

. - . . .' 

The latg~ proj~cted budget deficit will beflhanced . rimari and. other 
ema lis. lout this international su ort nergy 

.. ·,t1rices would have had to rise even fastg and higber,as Indonesia doe5,J1ot 
. 'curr¢ntlyhave the capacit}'to finance this deficit domesticallY. The only 

...• alternative would have been to finance these subsidies by printing more rupiah, .' 
which in tum would have resulted in a debilitating hyperinflation tharstrikes most 
deeply at the poor...' 



,," ' 

" 

The IMF showed considerable flexibility in working with the Indonesian governm:ent to ease the 
,burden on the poor as much as possible. ' , 	 , 

• 	"It a1!qwed Indonesia to run higher budget deficits than originally agreed to in order to 
give the government greater latitude to provide subsidies. ' 

". 	 Th~rice of kerosene. which is heavily used by the poor, was increased only 25%" 
s~lificantly less than the rate of inflation ,during the first four months of the yeiF. Itsreal 

.P.J:ll;e bas therefore declined. By contrast, the price of premium gasoline, primarily' , 
consumed by middle and upper-class citizens of Indonesia'was raised by slightly more 
than 70%. Even with this rice chan e asoline prices are estimated to be only halfof " 
inte:matlon ,prices at current 'exchange rates. - ' 

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

We continue to believe that the prescriptions advocated by the IMF have represented, and' ' 

...•.~~ continue to represent, the bestpossiblepathfor Indonesia to restore financial stability and growth 


, to its economy., It has become increasingly clear, however. that these reforms can no longer be'" 
successfullllDless accompanied bysignificant politicalreforms. While President Suharto's 
announcement ofhis, intention to stand ,aside is ,a hopeful sign, . it is unclear that this will be 
enough to s,tabilize the situation. We will continue to follow events in Indonesia closely in', ' 

,c~njtJnction with the j)epartment of State. 	 " , ' 

{ 

., 
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'1-998~SE~006651 

DEPARTMENT OF THE TREASURY' 

WASHINGTON. D.C. 

ASSISTANT SECRETARY' 

'MEMORANDUMFOR, 	 SECRETARY RUBIN " ' 

DE:PUY.Y SECRETARY SUMMERS 

UNDER SECRETARY LIPTON 


FROM: ' 	 Timothy (leithner,t:':;2 !".,__ " 

Assistant Secretary (International Affairs) 


, ' 

, 'SUBJECT: 	 Indonesia 

This is an update on Indonesia and the choices we face inthe sh~rt-terin. 

, 'Economic and Financial As~essment: 'Hubert Neiss debriefed, the Board on' his mission to, 
, Jakarta yesterday and delivered a bleak assessment of the current economic and ,financial ' 
conditions. Indonesian economists are nOw predicting a decline in GDP on 0-15%, with 
inflation accelerat.ing to as high as 100% (consumer priceinfiation data: for May released 
yesterday alre,ady put year-over-year inflation at 52%). Manufacturing capacity utilization has 
been slashed lmd the distribution networks were severely disrupted by riots last month and the , 
resulting flight of many ethnic Chinese traders. The banking system is also teetering ever closer, 
to collapse, as deposit runs directed at banks associated with the Suharto regime underscore 
continuing doubts about the credibility ofthe govemment~sguarantee of bankliabilities. ' 

'Fiscal Situatif~The continued weakness of the rupiah (still stuck below 11,000), deteriorating 
banking system and plunging economic activity will put even greater pressure on the 

, , govenunent's,budgetary situation. While the revised IMF program agreed to in April allowed for 
a budget defic:it. of 3.8% ofGDP, the combination of rising subsidy costs for essential imports, , 
baD.k recapitalization; and declining tax revenues could lead to a deficit ofas much as 6%":7% of " 

, " , GDP during this fiscal year. 	 ' 

• 	 There appears to 'Qe relatively little scope to reduce the deficitgiven the politi~al and 
social, sensitivity to further price increases that would reduce the cost of subsidies.' The , 
increased deficit therefore likely will require $3-$4 billion of additional financing, much 

,'of which will need to come from external official sources given the difficulty of tapping .' 
. domestic or international investors for deficit financing. 

.' 	 '. The'[MF is likely to seek additional up-front mOrley in ~rder to close this financing gap. . 
. There appears to be only limited scope for acceleration ofexisting IFIfmancing plans for. . 
Indonesia,. so iris likely that bilateral sources will also be. S()ught. . . 

, 

. . Coxporate Debt Talks:' The IMF reports that substantial progress was made on corporate debt .' 
restiucturing talks with the co-chair banks last week in New York. 111ese talks have reconvened in . 
. Frankfurt this weekwiththe full creditor steering committee.. The Fund thinks that the co-chairs 
nowhave a much more realistic view of what is possible fromthe standpoint ofIndonesia's fiscal. 
situation; although it is unclear whether the broader steering committee is fully on board. .' . 

1 



, " 

, : .'

'. 	 There are still some issues to work out on the tentative agreement to roll over interbank lines 
and to maintain trade finance exposures, but these should not prove to be a major stumbling 
block to a final agreement. It is nonetheless true that Indonesia's trade financing problems 
now appear to be driven primarily by the unwillingness ofIndonesian banks to takeori any, ' 

,exposure to Indonesian corporates, not the lack ofavailable funds to back letters of credit. 

Political SitUation: The political' sitUation is substantially 'better than we could have hoped for, 
, three weeks ago, although it remains fluid, with considerable uncertainty about the nature and, 
timetable for ;the political transition now underway. President Habibie and parliamentary leaders 
have reportedly agreed on a two~step process that could, take as long as ,18 months before a new 
presidential election.' While some key opposition leaders such asAmien Raisappearwilling to 
give the Habrbie government a yearin which to institute necessary political reforms, others 
continue to favor an immediate session of the MPR(parliament). to put in place an interim 

,administration. The military has remained noticeably silent, with some former generals publicly 
'advocating Habibie's immediate ouster. ' 

, .' , , ,Even if the Habibie government further clarifies its timetable for planned political 
refomls, ,it is unlikely that there is a solution that will satisfy all elements ofIndonesian ' 
,society.' Poiitical jockeying has intensified as' potential rivals for the presidency try to ' 
figure out what type ofreform process will best suittheir aims. ' 

IFI'Plans: Th~ World Bank, Asian Development Bank and IMF are all making preparations to 
restart the substantial amounts ofassistance now' in the pipeline. ' 	 , 

,. With our encouragement, the World Bank board approved a $225 million rural, 
employment project loan today., ' 

, , ' 

• 	 The managements of the World Bank and the ADBwould ~lso like to schedule board dates 

for consideration of two large loans, a $1,biHion WB structuraladjustrnent'loan and a $1.5 


, ,billionADB financialsectdr loan. We have suggested thatboth institutions delay setting 

, dates for consideration ofthese loans until we have the opportunity to assess whether the , 

political, transition scenario outlined by the n~w government will' generate the restoration of " 
confidence necessary for a successful program:, ' " ' " ' 

"The World Bank appears ,to be on a trajectory that would allow the Fund team to 
'spend next week in Jakarta working on the macroeconomic framework, with Board , 
consideration of the SAL on June 16 or 18. This timing win give us some additional' 

',', time to assess the politicaJ situation without necessarily appearing to be obstructive. , ' 

• 	 ' TheIMF plaIls to send a new team to Jakarta late this week and expects to spend between two 
,and three weeks revising the program before asking the Board to consider the next tranche. 

. .' 	 '., . " ., ' . ..", 



'Short-Term l~olicy Choices: We face the following policy choices in theshori-term:' 

What types ofassurance about the political outlook will be necessary before we support a .' 
resumption ofnon-humanitarian IFI assistance? . , . 

We are likely to face increasing pressure from the international community to move ahead, in the 
·face of considerable uncertainty and risk about the political outlook ..The proponents ofearly 

reengagement. can make a credible case that delay now could cause serious further damage to the 

peopleoflnd(mesia, even though they would acknowledge that ultimately there will be no 

enduring recovery with confidence in the' political situation.' . '. 


. 	 . . . 
· 	 . .' . . . ". . . 

• 	 In this context,. we have been encouraging State to~geHabibie tolay out aclearer, 

.. shortelrtimetable for a transition process that will enjoy widespread support. 


• 	 · We must recognize, however, thatthe ~~ent unc~nty over the political transition may 
not dissipate 'over the next several weeks, even ifHabibie follows our advice .. ' 

· What appr~ac~h should we take ifwe fail to see griaterclarity on the political outlook? 
. 	 .. .- , 

. 	 . . 

. W~ate likely to beisolatedinternationally ifwe attempt tofuitherdelay non-humanitarian funding' 
unless there is a renewed deterioration in the political situation. This also may be accompanied by . 
charges that the U.S. is attempting todictate the course ofIndonesia's political transition. 

· e' ", · A dela.yofADBand WB.board considerationofnon:'humanitarianlending until the third 
week ()fJune: is justified on both teclmical and political grounds. It will take ]J1ltil the end 
of next week for the Fund mission to get a.better handle on the macroeconomic situation. 
This delay would also allow us sometime to see whether opposition forces in favor of a 

·much faster transition.can muster'significant popular and/or military support. The World 
. Bank now appears to be on' this trajectory. . '.' 

.. It also will be helpful to getStan Roth's assessrne~t ofthe situatiort in Jakarta following 
his trip there this week . 	 . '. ..' 

. . 	 '. .' . 

. ' Should;"e be more proactive in indicating our support for relaxation ofthe Fund program's . 
fIScal targets andrephasing ofprice increases? " . . . 
.'. 	 .' . .. '. " 

TheIMF is unlikely to push for the types of strong poHcymeasures(increasingcontrolled prices 

and cutting e:x:pendifutes)that would be necessary to close the fiscal deficit given its' . 

understandable desire not to be blamed for further rioting or protests. •. . 


• 	 .... Flexibility on the fiscal situation in Indonesia~ppears to be justified given our concern 

. that the impact of the crisis on the Indonesian people be cushioned as much as possible. . 


~ .. We may want to signal publicly oUr support forIMFflexibility on these issues, while also 
· stressing that the 1FT's should play. a critical role in strengtheninglndonesia's social' safety 

·3 
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net. While the [FIs appear to share our views, it may be helpful in our relations with 
some on Capitol Hill and in the region to highlight our support for this approach . 

• 	' We should also recognize, however, that loosernng the fiscal targets in the IMF program 
will.most likely require the Indonesians to seek increased official financing. This may 
weJIle:ad to a push for more direct bilateral financial support from the U.S.. 

. '. 	 .' . .',. 

"Should we'support more front-loading oracceleralion ofIFI money, provided the IMF has a 
" strong case? ' , 

.' IFI ma'nagement may be resIstant to a~celerated or, additional financing from the ADB 
and World Bank at this jWlcture given high existing exposures to Indonesia. The existing' 

, pipeline ofloans already figures into the IMF's financing scenarios from April, so 
accelelration would most likely require moving forward with loans currently planned for, 

, 1999 a~d beyond. ' 
. . . . . '. 

, .'. . 

The IMF currently is scheduled to disburse approximately S2.8 billion in 
, additional funding over the next three months" with additional t:raIlches of$780 
,million each scheduled for November and February 1999. The remaining SI.6 
billion,of the FWld program is spread out with quarterly disbursements from May 
1999 to October 2000. ' ' 

, 	 ' 

The World Bank curre~tly has a $400 million agricultural SAL, $600 million 
finandal.sector SAL, and S300 million urban employment project loan in its 

" " pipelineror its next fiscal year (starting July I}. ,The Bank has no additional plans 
'for adjustinent lendingfor Indonesia. ' ' 

The Af,B committed Sl.7 billion in crisis~related financing for Indonesia in " 
, addition to the $1.8 biilion that will likely come up for board approval this month.,' 

The Bank does not currently appear to have done any planning regarding the 
timing or nature of these additional lending operations. ' 

• 	 ltislikely that additional bilateral support will be sought to cover part ofthe financing 
gap. The Japanese, Australians and Malaysians have all offered to disburse portions of, 
their s!~cond line ofdefense funding in one form or another, although most of this 
financ:ing does not appear to be designed to provide budgetary.support. ' 

.' " " The ordy viable domestic source offinancing in the near-term is most likely Bank 
Indooc:.sia's foreign currency reserves; which could be run down slightly by alloWing for 
some growth Qfnet domestic assets. ' 

-, , ,According to the most recent public releases 'by Bank Indonesia, liquid reserves 
totaled $12.5 billion on May 22~ which would provide coverage ofnearly 5 

'months ofimports at,current levels. ' , , 

4 
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• 
DEPARTMENT OF THE TREASURY 

WASHINGTON, D.C. 

UNDER SECRETARY November 10, 1999 

ACTION 

MEMORANDUM FOR SECRETARY SUMMERS 

FROM: Timothy F. Geithner, Under Secre~r 
. (International Affairs). 

SUBJECT: POTUS Note on Indonesia for Visit of President Wahid 

Action Forcing Event. 

President Wahid ofIndonesiawil1 be in Washington on November l2and is scheduled to meet 
with POTUS. 

. Background 

Strong leadership from President.Wahid will be needed on critical.ec.onomic. andgo,vemance 
issues. A note to POTtiS is an effective means of bringing to PQTUS'sattention key economic 
issues that we believe he should raise \\~th President Wahid. 

Recommt:ridation 

. That you sign the attached memo. 

Agree ___ Disagree ___ Let's Discuss 

Attachment: 


Tab A: Memorandum to the President 


cc: AlS Tnunan 
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