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DEPARTMENT OF THE TREASURY 

WASHINGTON, D.C. 

July 30, 1998 

ASSISTANT SECRETARY 

Information 

MEMORANDUM FOR SECRETARY RUBIN 

DEPUTY SECRETARY SUMMERS 


FROM: 	 Timothy F. Geithner1~ 

Assis~t Secretary (International Affairs) 


. SUBJECT: 	 . IMF Resources:. Contingericy Planning 

I thought it would.be prudent to take a look at potential demands for Fund resources in the short 

term, and our options for responding in the event we face further delays on the quota increase 

and the NAB. This note provides a quick first cut at these questions. 


cc: U/S Lipton 

.1" 
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CURRENT IMF LIQUIDITY: CONTINGENCY PLANNING 

ISSUE: Prudence requires that, ofthe $38 billion in uncommitted liquid quota resources 
. available to the IMF for future operations and contingencies, all but a small amount of these 
funds be fI:!tained to protect the encashability of liquid claims on the Fund. Consequently, both 
the Fund an~ the Treasury have indicated that only some $3-8 billion is available for new 
lending. 

The Fund currently projects new commitments through the end of the year to amount to some $3 
billion (after Russia and Indonesia) and reflows of about $5 billion, primarily from an expected 
repayment of$2.7 billion by Korea at the end of the year. In these circumstances. we needlo 
consider or)tions for dealing with requests for Fund support that might exceed current 
projections, taking into account the possibility that funding by Congress turns out to be 
inadequate, significantly delayed, or not forthcoming at all. 

A. POSSIBLE COUNTRY REQUESTS 

The fonowing table gives a rough estimate of the countries that might request IMP support as 
well as the range of support that they could request under normal circumstances, from 100% of 
quota (the annual limit for stand-by and extended arrangements) to 300% ofquota (cumulative 
limit). It is possible, but not considered likely, that any of the following countries would seek 
funding above the 300% of quota limit which may be exceeded in "exceptional circumstances." 

, . 

Our selection and categorization of countries is· based on informal talks with Treasury staff, 
USED/IMF, and Fund staff. To have a sharper picture we will need to look further into staff 
assessments and adjust in the light ofongoing discussions between IMF staff and the relevant 
countries. 

Taken together, for the countries considered "almost certain" to seek Fund support (Ukraine) or 

"quite possible" (Turkey, South Africa, Malaysia), the range of support llllder normal 

circumstances would be from $5.1 billion (ifall requests were at 100 percent of quota) to $15.l 

billion (all at 300 percent of quota). 


Potential Magnitude of Requests 

100 % of Quota 300 % of Quota Remarks 

Almost Certain 

Ukraine . $1.3 billion (minus 
$532 million already 
committed under 
existing program 
leaves $768 million) 

$3.9 billion (minus 
$532 million leaves 
about $3.4 billion) 

Program request 
imminent. Likely 
amount $2.3 to $2.5 
billion. 



Quite Possible 

Turkey $856 million $2.6 billion Staff monitored 
program began one 
month ago (normally 
lasts at least 6 
months before 
moving to a funding . 
program). Turkish 
government wants to 
avoid any closer 
relations with IMF 
before elections next 
year. 

South Africa $1.8 billion $5.5 billion Strong aversion to 
seeking program, but 
reserves very low. 

Malaysia $1.1 billion $3.3 billion Different views on 
likelihood/timing of 
request. 

Some Pt,ssibility 

Brazil $2.9 billion $8.7 billion If Brazil requests a 
program it's likely to 
be much more than 

_300 percent. 

Nigeria $1.7 billion 

.. 

$5.1 billion As recently as one 
month ago, not a 
serious candidate; 
now a possibility. 
Government has held 
talks with IMF about 
necessary prior 
actions for getting a . 
staff·monitored 
program; which 
would normally last 
at least 6 months. 

B. SCOP;E FOR FURTHER USE OF QUOTA RESOURCES. 

.. , 
As noted above, Treasury estimates that the IMF has $3 to $8 billion in uncommitted liquid 



q'~ota resources available for new commitments of IMF credits. (This takes into account the 
recent additional financing packages for Indonesia and Russia.) 

IMFstaffhas estimated that other new commitments through the end of the year, net of 
repayments, will amount to about $3 billion. (This is for ~l countries, not only the medium-to
Jarge size countries noted above.) 

C. OTHER FINANCING OPTIONS 

The following options, which are roughly in ascending order of difficulty, are not mutually 
exclusive. They could be used in combination with each other and with remaining quota 
resources. 

1. Full use ofthe GAB for new ,programs. 

About $14.25 billion wilt remain following activation for the new Russia 
program. This would easily cover a combination of requests at the low end of the 
possible range ($5.1 billion for 4 most likely countries at 100 percent of quota). 
but not at the upper end ($15.3 billion). 

A more fundamental problem is that of the four countries considered most likely 
to be seeking support in the near term, none is a GAB participant, and only one-
Malaysia--stands a reasonable chance of meeting the "threat to the stability of the 
system" test. (There may be a possibility of meeting this test by grouping several 
countries together. We will check into this.) 

Brazil;though less likely to seek support, would probably meet the test. Nigeria 
would not. 

2. Refinance existing programs from GAB. 

Some Fund staff believe that, even if new programs would not meet the 
"systemic" test, it is possible to refinance existing programs (e.g., for the Asian 
countries) using the GAB, thus freeing quota resources for new programs. 

3. ' ,Camll,aign for bilateral lending to the IMF. 

The Fund has undertaken borrowing from bilateral lenders in the past to 
,supplement existing r<;SOUIces, including short-term borrowing in situations 
co'mparable to ,the current one where resources were at extremely low levels but a 
quota increase was anticipated. .. 

Possible lenders: Japan, Gerrnany,ECB, and BIS. 

However, bilateral lenders would almost certainly exact a: price, including, 



possibly, a commitment by the U.S. to agree to a change in the quota resolution to 
permit the quota increase to go into effect without'U.S. approval if Congress had 
not acted by a specific deadline (see #5 below). 

, 4. Go deeper into the 30 percent reserve cushion (e.g., by $10 billion). 

Twasury estimates the current reserve cushion (i.e'., 30 percent liquidity ratio ).at $30 to 
$35 billion. Given the risks involved, and our publiC statements about the danger of 
digging qeeper into the cushion, we would presumably do so only under certain 
cin:urnstances, such as: 

some understanding among countries to avoid encashing reserve tranche' 
positions; 

near certainty that drawing down the cushion would be temporary through some 
combination of factors~ such as: 

o 	 the near certainty of a quota increase in the offing; 

o 	 near certainty of substantial repayment by Korea in December; 

o 	 if a large portion of the new credit extended involved relatively early 
repayment (SRF rather than EFF); 

recognition, backed up by public statements from the USG and IMF, that the risk 
of not digging into the cushion outweighs the risk to the IMFs financial position. 

5. 	 Pro('eed with the quota increase without the United States. 

would provide about $45 billion inadditional usable resources; 

might be acceptable to other countries ~~ they would surely prefer to a campaign 
for increased bilateral lending; , 

but would entail loss ofU.S. veto, and may be interpreted by Congress as proof 
that the IMF doesn't need our money. 

6. 	 Borrow on the markets. 

Does not require Congressional approval, but has never been done. 

The amount of resources that could be borrowed is uncertain but could provide a ' 
modest supplement to tide the Fund over in the event that the delay in the quota 
increase was expected to be temporary. Prospects for a largescale mid-term 
borrowing as an alternative to a quota increase would be more problematic, 



particularly at a time when markets would perceive Congressional inaction as a 
sign oflack of U.S. support for the institution. 

Would represent a significant precedent with potentially important implications 
regarding the IMF's role in the system, the fundamental nature ofthe Fund as a 
cooperative organization of official lenders and borrowers, members' control of 
and accountability for the institution's activities. 

7. 	 Sell some portion of IMF's gold resources ($4 bilJi?ubook value; $32 billion 
market). 

Politicallylbureaucraticallyvery difficu]t. Would require approval by 85 percent 
of the Board. 

At best useful at the margins. The more this option is exercised, the greater the 
effect on gold prices, the less return on sales. 
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DEPARTMENT OF THE TREASURY 

WASHINGTON. C.::. 


September 1, 1998 . 

The Honorable Trent Lott 

Majority Leader 

United States Senate 

Washington, D.C. 20510 . 


Dear Mr. Leader: . 

As the 105111 Congress returps to complete its business in the few weeks remaining before 

adjouinment, I am writing to urge once again that Congress immediately consider and pass the 

Administration's request for $18 billion in critical funding for the International Monetary Fund 

(IMF). 


Since late last year, we have been urging action on this priority legislation. Events over the last 
. eight months - not to mention the last few days and weeks - underscore the impact on the U.S. 
~conomy of developments abroad, including in Asia and Russia. We simply cannot afford any 
further delillY in providing the IMF with the resources it requires to' help contain the threat of 
further financi3.land political instability around the world. 

Let me be dear, the fundamentals ofthe American'economy remain sound, with continuing good 
prospects :t1Jr .strong growth with low inflation, but recent developments testify clearly to the 
impact of global uncertainty on U.S. financial markets and, ultimately, on our economy. While 
there has been progress in stabilizing economies in countries such as Korea and Thailand, which 
are impleffii~nting strong IMF programs, we have already seen a decline in US exports to key 
markets in ·,Asia by over 20 percent through June of this year, amo,unting to over $22 billion worth 
of exports on an annualized basis. 

Against this backdrop, it is critical that the United States take the steps necessary to 'protect the 
. interests of American workers, businesses, and farmers. More broadly, afully equipped IMF is in 
the economic interest of our important trade partners throughout Latin America. While we agree . 
that the IMF needs reforn;t, and are committed to continuing our strong efforts to achieve 

, meaningful change, it remains an effective and indispensable tool in the management of the 
international economy_ I respectfully urge you and your colleagues to act with the utmost 
dispatch to pass this legislation. 

~,~,
Robert E. Rubm , .' 



D.EPARTMENT OF THE TREASURY 
WASHINGTON, D.C. 

September 1, 1998 

The Honorable Thomas Daschle 

Minority Leader 

United States Senate 

Washington, D.C. 20510 


Dear Mr. Leader: . 

As the 10Slh Congress returns to complete its business in the few weeks remaining before . 

adjournment, I am writing to·urge once again that Congress immediately consider and pass the 

Administration's request for S18 billion in critical funding for the International Monetary Fund· 

(IMF). 


Since late last year, we have been urging action on this priority legislation. Events over the last 

eight months - not to' mention the last few days and weeks - underscore the impact on the U.S. 

~conomy of developments abroad, including in Asia and Russia. We simply cannot afford any 

further delay in providing the IMF with the resources it requires to help contain the threat of 

further financial and political instability around the world. 


Let me be dear, the fundamentals ofthe American economy remain sound, with continuing good 

prospects for strong growth with low inflationjbut recent developments testify clearly to the 


,	impact ofB~obal uncertainty on U.S. financial markets and, ultimately, on our economy. While 
there has b'een progress in stabilizing econoffiies in countries such as Korea and Thailand, which 
are implementing strong IMF programs, we have already seen a decline in US exports to key 
markets in Asia by over 20 percent through June of this year, amounting to over $22 billion worth 
of exports on an annualized basis. 

Against this backdrop, it is critical that the United States take the steps necessary to protect the 
interests ofAmerican workers, businesses, and farmers. More broadly, a fully equipped IMF is in 
the ~conomic interest of our important trade partners throughout Latin America. While, we agree , 
that the Th1F needs reform, and are committed to continuing our strong efforts to achieve 
meaningful change, it remains an effective ,and indispensable tool in the management of the 
international economy. I respectfully urge you and your colleagues to act with the utmost 
dispatch to pass this legislation. 

Sincerely, 

G .. _~A· 

I\\<-J~. . . 
Robert E. Rubin 
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DEPARTMENT OF THE TREASURY 

VVASH!NGTON, C.C~ 


September 1, 1998 

The Honorable Richard Gephardt 

· Minority Leader 

U. S. House ofRepresentatives 

Washington, D.C. 20515 


Dear Mr. Leader: 

As the 1O:5~ Congress returns to complete its business in the few weeks remaining before 
adjournmlmt, I am writing to urge once again that Congress immediately consider and pass the 
Administration's request for $18 billiori in critical funding for the International Monetary Fund 
(IMF). 

Since late last year, we have been urging action on this priority legislation. Events over the last 
eight months - not to mention the last few days and weeks - underscore the impact on the U.S. 
economy of developments abroad, including in Asia and Russia. We simply cannot afford any 
'further delay in providing the IMF ~th the resources it requires to help contain the threat of 

· further firiancial and political instability around the world. 

Let me be: clear, the fundamentals of the Amencan economy remain sound, with continuing good 
'~ 	 prospects for strong growth with low inflation, but recent developments testify clearly to the 

impact ofgl,obal uncertainty on U.S. financial markets and, ultimately, on our economy. While 
there has been progress in stabilizing economies in countries such as Korea and Thailand, which 
are implelnenting strong IMF programs, we have already'seen a decline in US exports to key 
markets in Asia by over 20 percent through June ofthis year, amounting to over$22 billion worth 
of export~i on an annualized basis. 

Against this backdrop, it is critical that the United States take 'the Steps necessary to protect the 
interests ()f American workers, businesses, and farmers.. Mpre broadly, a fully equipped IMF is in 
the economic interest of our important trade partners throughout Latin America. While we agree 
that the IJ\1F needs reform, and are committed to continuing our strong efforts to achieve 

· meaningfiJI change, it remains an effective and indispensable tool in the management of the 
international economy. I respectfully urge you and your colleagues to act with the utmost 
dispatch to pass this legislation. . 

Sincerely, 

n~ _ . ' .. 
~~ . ~~ . 

RobertE. Rubi~ 



!)EP.~RTMENT OF THE T~EASURY 
·,,'iA5i-ii"'GT:J:'-i. D.C. 

September I. 1998 

The H~nClrable Newt Gingrich 
, Speaker 

U. S. HOllse ofRepresentatives 

Wasrungton, D.C. '20515 


Dear. Mr. Speaker: 

As the 10.5" Congress returns to complete its business in the few we~ks remaining before 
adjournment, lam writing to urge once again that Congress immediately consider and pass the 
Administration's request for $18 billion in critical funding for the International Monetary Fund 
(IMF). 

Since late last year, we have been urging action on thls priority legislation. Events over the last 
eight months - not to mention the last few days and weeks - underscore the impact oil the U. S. 
economy of developments abroad, including inAsia and Russia. We simply cannot afford any 
further de[ay in providing the IMF with the resources it requires to help contai~ the threat of 
further financial and political instability around the world. 

Let me be Clear, the fundamentals of the American economy remain sound, with continuing good 
prospects for .strong growth with low inflation, but recent developments testify clearly to the 
impact ofglobal uncertainty on U.S. financial markets and, ultimately, on our.economy. While 
there has been progress in stabilizing economies in countries such as Korea and Thailand, which 
are implementing. strong IMF programs, we have already seen a decline in US exports to key 
markets in ,Asia by over 20 percent through June of this year, amounting to over $22 billion worth 
ofexports on an annualized basis. 

Against this backdrop, it is critical that the United States take the steps necessary to protect the 
interests ofAmerican workers, businesses, and farmers. More broadly. a fully equipped llvtF is in 
the econormc interest of our important trade partners ~hroughout Latin America. While we agree 
that the llvlF needs reform, and are committed to continuing our strong efforts to achieve 
meaningful change, it remains an effective and indispensable tool in the management ofthe 
international economy. I respectfully urge you and your colleagues ~o act with the lutmost 
dispatch to pass this legislation. . 

Sincerely, 

Robert E. Rubin 
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DEPARTMENT OF THE TREASURY 

WASHINGTON, D.C. 


September 4, 1998 
SECRETARY OF THE TREASURY 

The Honorable Newt Gingrich 
Speaker 
U.S. House ofRepresentatives 

Washington, D.C. 20515 


Dear Mr. Speaker: 

Thank you for your letter on the IMF and Russia. The questions you raise involve enonnously 
complicatl;d issues both about Russia, and about the structure and efficacy ofIMF stabilization 

. programs. Let me attempt to address your concerns as fully as possible, but I am also available to 
discuss thl!se issues with you further. 

With respect to Russia, I would caution against the conclusion that Russia's problems are an 
indictment of the IMF's policy prescriptions or conditionality. To blame the Russian financial 
crisis on the IMF is like blaming the medicine when the patient has not taken it. As I wrote to you 
in July, IMF financing has supported some critical policy reforms like privatization, trade 
liberalization, monetary and exchange reforms, and structural fiscal reforms like the creation of a 
Treasury system. In fact, Russia's current deep financial crisis and political tunnoil does not 
change the: fact that Russia, with IMF assistance, made real progress over the last seven years: 
over seventy percent bfthe economy is now in private hands, trade has been liberalized, market 
distorting subsidies have been cut and the overall level ofgovernment expenditures has been 
reduced by 43%. But, there is an enomlous amount still to be done. 

The IMF and the Kiriyenko government realized that key fiscal reforms were needed to reduce 
government borrowing, control spending, and create a fair, business.friendly tax system with low 
rates uniformly applied. These steps were not accomplished, and the IMF consequently withheld 

. a portion of its planned disbursements below planned levels. Other key .refonns that you rightly 
highlight, such as protection of investor and property rights, are among those to .be supported by 
future IM1~lWorld Bank lending, if the new government takes the right steps. . 

In my July letter to you on Russia, I said that there was a reasonably good chance that reform 
would move forward in the period ahead; And that was the point: a reasonably good chance, 
which it was greatly in our interest to support, but well short of certainty. This assertion ofa 
reasonably good chance was based on the fact that President Yeltsin and the reformist Kiriyenko 
government had just taken some important steps, largely in the form of decrees, to cut Russia's 
federal deficit. And there was every indication that the government planned to continue on that 
course. Events have unfortunately gone the other way. The Kiriyenko government has been 
sacked. and now the chances of reform moving forward are very uncertain. 



Ofcourse, it would have been vastly preferable if the Kiriyenko government had been able to 
forge a broad political consensus in favor of the full program of fiscal restraint and reform. But 
the reality is they were not: there was, and is, strong opposition in the Duma and elsewhere from 
powerful special interests and from those who seek a return to communism. In the end, the. ' 
opposition helped fuel great market skepticism, and a breakdown in confidence ultimately 
followed. But, if the Fund had not acted quickly to support key elements in the government's 
anti-crisis program, it would have been rightly criticized for timidity and for a failure to seize a 
critical opportunity to stabilize Russia's economy. 

You asked why the IMF does not require real reforms before providing the money. In fact, 
judgments about whether particular policy progress has justified each monthly or quarterly 
disbursement have been a constant feature of Russia's IMF programs. On many occasions, policy 
actions were taken precisely because of the threat of a delay in an HvW disbursement. In many 
instances, the judg~ent has not been easy: some required actions have been taken while others 
have not. Over time, with our support, the Fund's emphasis on prior actions has increased. 
However, in crisis situations, some immediate financing is often required: but even then the bulk 
of the financing is provided in subsequent trenches dependent on reform. 

The most. recent IMF package for Russia was structured so that disbursements would only be 
made when reforms had actually been given the force of law. IMF financing goes to Russia's 
central btmk to support foreign exchange reserves. IMF funds that bolster reserves are used to 
support Russia's exchange rate. The first and thus far only disbursement, representing roughly 
20% of the total $22.6 billion IFI package annoullced in July, was delivered only after promised 
reforms became law, either by the Duma or by presidential decree. These prior actions included 
new tax administration procedures and a budget code; more uniform application of the VAT, 
including incorporation of barter transactions; a simplified small business tax; and reductions in 
federal subsidies. Because two other actions were not taken, the IMF Board cut the 
disbursement by $800 million from $5.6 billion to $4.8 billion. 

I believe, on balance, that the IMF has supported the right reform agenda in Russia. And I 
suspect that their Jist of essential reforms does not differ greatly from yours 01' mine, although. 
there is always room for differences on how to prioritize reforms. The IMF cannot succeed when 
there is insufficient political support for reform, but it can measure its assistance with the pace of 
reform. That is what the IMF has done, and we will work to keep this the policy going forward 
in Russia. and other countries. ' 

I also fed that it is important to recognize the positive work that the IMF is doing around the 
world to contain destabilizing financial crises. In Thailand and Korea, there are real signs that by 
working to implement their IMF support programs, these countries are beginning to stabilize their 
economies and are beginning to return to 'the path of sustainable growth. In both countries, key 
interest rates have now declined to pre-crisis levels. In close collaboration with the IMF, both 
countries are moving to implement stimulative fiscal policies, that will help both to restore growth 
and to alleviate the suffering of the most vulnerable elements of their societies. Thailand has also 

2 




taken serious steps toward restructuring its banking system. While both of these countries still " 
have signi.ticant work ahead of them to achieve sustainable stability and restore market 
confidenct~, their actions so far demonstrate the effectiveness ofU....!F programs when combined 
with the political detennination to implement them. 

Yesterday, the IMP convened a special meeting of Latin American economic officials to assess 
financial and economic conditions in our own hemisphere. This is a further example of the IMF's 
unique ability to promote the stability of the international financial system in a way that serves the 
clear and direct economic and nationaf security interests of the United States. This is why I feel it 
is so critical that the Congress act immediately to approve the Administration's request for $18 
billion in urgently required IMF funding. 

Sincerely, 

Robert E. Rubin 

3 




DEPARTMENT OF THE TREASURY 

September 1, 1998 
( 

The H~nclrable Newt Gingrich 

Speaker 

u..S. House ofRepresentatives 

Washington, D.C.. 20515' 


Dear Mr. Speaker: 

As the lOS'*' Congress returns to complete its business in the few weeks remaining before 
adjournmj~nt, lam writing to urge once again that Congress immediately consider and pass the 

.. Administration's request for $18 billion in critical funding for the International Monetary Fund 
(IMF). . 

Since late last year, we have been urging action on this priority legislation. Events over the last 
eight months - not to mention the last few days and weeks - underscore the impact on the U:S. 
~conomy of developments abroad, including in Asia and Russia. We simply.cannot afford any 
funher delay in providing the IMF with the resources it requires to help contain the threat of 
further financial and political instability aro:und the world. 

Let me be clear, the fundamentals of the American economy remain sound, with continuing good 
prospects for strong growth with low inflation, but recent developments testify clearly to the 
impact ofglobal uncertainty on U.S. financial markets and, ultimately, on our economy. While 
there has been progress in stabilizing economies in countries such as Korea and Thailand, which 
are implementing strong IMF programs, we have already seen a decline in US exports to key 
markets in Asia by over 20 percent. through June of this year, amounting to over $22 billion worth 
of export~; on an annualized basis. 

Against this backdrop, it is critical that the United States take the steps necessary to protect the 
interests (If American workers, businesses, and farmers. More broadly, a fully equipped Th-tF is in 
the economic interest of our important trade partners throughout Latin America. While we agree 
that the IMF needs reform, and are committed to continuing our strong efforts to achieve 
meaningfhl change, it remains an effective and indispensable tool in the management of the 
international economy. I respectfully urge you and your coJIeagues to act with the utmost 
dispatch to pass this legislation. . 

Sincerely, 

Robert E. Rubin 
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DEPARTMENT OF THE TREASURY 
WASHINGTON,·C.C. 

, ~ September 25, 1998 

ASSISTANT SECRETARY INfORMATION 

MEMORANDUM FOR SECRETARY RUBIN 

DEPUTY SECRETARY SUMMERS 


FROM: 	 Timothy F. Geithner ..--r~.' 

Assistant Secretary (International Affairs) 


SUBJECt: 	 IMF Legislation 

We need to decide onan approach to final negotiations on the content ofIMF funding legislation 
(NAB & quota). While the House Republicans' bottom line has yet to reveal itself, we expect 
continued pressure to deliver new policy reforms as pre-conditions for funding. (At the moment, 
it appears that the key desired reforms will relate primarily to transparency an IMF interest 

_rates,J We expect Chainnan Livingston wilt contact us again shortly to schedule the epu tican . 
Leaders meeting early next week. Presumably, they will then outline a set of "pre-conditions" 
applicable to the NAB or quota, or both. . . 

We think the most valuable elements of a. viable package would include the following: 

• 	 AJ:!lJbJic 0-7 commitmetLtj and U.S. certification thereof).,.to pursue a set of refQ!ltl.§. in 
addition to those already agreed in the'sl¥llate bill (See (A) below). 
~-. 	 . 

.. E!~ge certitYi~atm b~~rill~F~.I,e~?r.n;s th~,~,!he I.MF has already 
. implemented, 9..r.Ls...ahouU&{&betoW):··--..,. . . . .........•,.,...". 
. ~~--......,-- .. -. 

.. . An Administration ommi . utive act' ns to' .' '. '. orms that 
...1f.t n luded in th~.f.!£l"~!le~li,q.uUL~~J.t.!abo!,,~s), prospectively in t e
. fonn ofa letter rom ~e SecretW?' (~). sta.ffto Rep~:ank ~dBonior il2,~onn us that~. 
Rep. Frank expects thls commumca~lOn as soon as poSSIble. . . ' ....;.
__-----~~. -:0-. . ... , ............. ,. ,~....:;~~~:.~~ ... "'.' . •. ,.~."" .~ ...........~, ". 


rovlsions requiring us to use our v6ice and vote to pursue a broad range of reforms, 
eluding,' inter alia. key elemen'; of the Halifax "II process: global architecture, moral 

hazard, private sector burden-sharing, etc. Many of these are already contained in the 
Honse Banking bilL : 

• 	 An advi~<:>D'.c.ommissiorrurrtlreiMR.___--'--. .. 

• 	 A n!m'.set of cQns.olidattW I rationalized reporting requirements 
------ -	 -'. 1 

As additional alternatives, we could consider ClJlExecutive Order to pursue reform agendas 
.. .' -... 

EX£CunvE SECRETARIAT 

http:thereof).,.to


outside the IMF and a Camdessus letter _c~riunitting to pursue reforms. 

Atthe moment, we have no way of knowing whether such a package would satisfy either the' 
Republicans or Democrats in the end, but it) our best guess based on currerit intelligence. We 
have not figured out a way to satisfy pending House Republican demands for new policy 
reforms as pr'e-conditions for funding. Currently, these include policies on transparency 
(mandatory release of LOIs, PFPs and PINs, as described under (A), bel~) and IMF interest 
rates (charging "market interest rates, adjusted for risk" on IMF loans.) Their continued 

. insistence on such pre-con~~t~~arries th~ threat not only of losing the AB or quota, or both, 
but of a cut-off ofESF aut~' . . 

We've structured the details of the three key components ofour proposed package as follows: . 	 .,~ 

~egislative provisions conditioning tll~ availability offunds on u.s. certification that the 
G-7 lias publicly agreed to work to implem~nt thefol/owing policies at ti,e ~ '. 

• 	 Borrowers required to liberalize trade restrictions, at minimum consistent with existing 
international agreements . 
Borrowers required to eliminate the pervasive practice of directed lending and market
distorting subsidies· 
Borrowers required to develop nondiscriminatory (foreign vs. domestic creditors) . 
insolvency procedures , 
Mruldatory release of Letters of Intent and Policy Framework Papers by borrowers, with 
redactions of sensitive information 
Mruldatory release ofsununaries of Board discussions (PINs)on country programs, 
chrulges in general IMF policy, and perhaps Article IV reviews, with redactions 

~tial agreement among the G-7 on the first two points was reached in the Spring, in the 
~ ~~~;~xt of the Senate bill. No agreement has been attempted yet on the other elemen~s> although 

very preliminary discussions have been held among G-7 Executive Directors. 
~ .. ~ 
" ~~~r.L:gisltrtive provisions conditioning the availability offunds on u.s. certification that the 

IMF, as a ,.esult ofU.s. initiatives, has implemented thefol/owing ref~ . . . . 

,r Monthly release of current IMF liquidity data 
( :. External evaluations of Fund prograin and policies 

• Anti-corruption: governance measures as part of IMF conditionality and adoption of 
. Code on Fiscal Transparency' , 
Publication of Executive Board mee,ing agenda and reports to the Interim Committee. 

• 	 Voluntaty release of PINs on Article IV Board discussions . 
• 	 Greater release of Letters of Intent by borrowing countries 


Higher interest rates for ShO~'.' ergency loans (SRF) 
-term 
• 	 Greater access to IMF archives 

., . 

2 



• j" , 

. 	 .' 

(C) 	.t:::unistration commitment to pursd,e labor land environ';'ental/ reforms: Principaliy

emb<;;;~~g the relevant provisions of the House Banking bill, these would presumably include 

Executive actions instructing the USED to use our ~d~ to: J' . 

• 	 Structure programs so that borrowers commit to affording workers core labor rights 
.. 	 Integrate core labor rights into policy dialogues with borrowers, taking into account ILO . 

views and IMF surveys of labor. market practices and policies 
• 	 Design labor market flexibility measures that are consistent with core labor rights 
• 	 [Promote recognition by the IMFthat macroeconomic developments and policies can 


. affect and be affected by environmental policies, including through work withMDBs.] 


The Bonior and Frankstaffs have im.tllied:tb;rtJb~fQ¢us ~bQ~Id \J~ Q!lth~}.abor provisiQ.ns, which' 
. 'is con?istent with most of the' discussions and legislative provisions to date. This is partly out of 

recognition that environmental concerns are better addressed through MDB projects and policies. 
However, we may have to consider includihg environmental language, as suggested by the 
bracketed language from the Banking bill, put we should be cognizant of the real limitations on . 
what we can offer in this regard. . . 

cc: 	VIS Lipton 

AlS Robertson 
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DEPARTMENT OF THE TREASURY 
WASHINGTON 

November 2, 1998 

ASSISTANT SECRETARY 

ACTION 

MEMORANDUM FOR SECRETARY RUBIN 
, 

FROM: 	 Timothy F. Geithher 1ft.. 

Assistant Secretary, International Affairs 


SUBJECT: 	 IMF Quota and NAB: Joint Notification to Congress 

ACTION-]i'ORCING EVENT: i 
i 
I 

U.S. funding for the quota increase and the New Arrangements to Borrow (NAB) canilot be 
made available to the IMF until you and Chhirnlan Greenspan provide written notification to 
Congress that the major shareholders of the ,Fund have publicly agreed to and will act to 
implement certain policies set out in the IMf funding legislation. 

RECOMMENDATION: 

That you sign the draft letters at tab 1. (Fed staff has reviewed and cleared the letters.) 
l 

Agree __, Disagree __:_ Let's discuss 

BACKGROUND: 

Title VI, Section 601 of the omnibus spending bill (the "Omnibus Consolidated and Emergency 
Supplemental Appropriations Act, 1999") provides that "None of the funds appropriated in this 

. 	 I 

title may b~: obligated or made available to the International Monetary Fund until 15 days after 
the Secretary of the Treasury and the Chainnan of the Board of Governors of the Federal Reserve 
System jointly provide written notification io the appropriate committees that the major ' 

, 	 I 

shareholder'S of the Fund have publicly agre~d to, and will act to implement in the Fund" a 
number of refonns relating to lending condi~ions, transparency, and interest rates and maturities 
for certain IMF loans. A copy of the relevffi;It provisions from the legislation are at tab 2. 

On October 30, Executive Directors of the IMF from the G-7 countries issued. a joint statement in 
which they indicated that they would act to implement in the Fund the above policies. A copy of 
the joint statement is at tab 3 The Fund has agreed to put the EDs' statement on the IMF's 
website to t:nsure that it is fully available to the public. 

The Declaration of G-7 Finance Ministers aPd Central Bank Governors issued today referred to 
the EDs' statement, noting "As our Executive Directors at the IMF have outlined, we have 

• I • 



" 

agreed to support a broader range of refo~s to improve the effectiveness of the IMF including 
transparency and accountability of the IMF, changes in lending policies, terms oflending and 
improved (;0r:tditionality." " , 

The legislation requires that notification be, sent to the Committees on Appropriations, Foreign 
Relations, and Banking, Housing, and Urban Affairs of the Senate, and the Committees on 
Appropriations and Banking and Financial;Services of the House of Representatives. 

Next steps: Separately, we will be sending you a memo on the various steps that are required for 
the quota increase and adherence to the NAB to take effect. 

Attachments: 

Tab 1: Draft joint certification lett~rs' 
Tab 2: Relevant provisions from the legislation 
Tab 3: Joint statement by G-7 Executive Directors 

cc: Principal DAS Truman 
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DEPARTMENT OF THE TREASURY 
WASHINGTON, D.C. 

SECRETARY OF THE TREASUf~Y 

The HOD(J!rable Ted Stevens 
Chairman 
Committee on Appropriations 
United Stlltes Senate 
Washingt()n, D.C. 20510-6025 

Dear Mr. Chairman: 

I 
Pursuant to Section 601 of Title VI of t~e Omnibus Consolidated and Emergency Supplemental 
Appropriations Act, 1999, P.L. 105-277, y.'e hereby notifY you that the major shareholders ofthe 
International Monetary Fund (IMF) have publicly agreed to, and will act to implement in the IMF, 
the policies set forth therein. . . ' 

For your information, weare enclosing acOpy ofthe Declaration ofG7 Finance Ministers and Central 
Bank Governors, as well as a copy ofa memorandum from the representatives ofthese shareholders 
to the Mcmaging Director and members ofthe Executive Board of the IMF concerning this matter, 
both ofwhich were issued on· October 30.1 

S:incerely, 

Robert E. Rubin . 
Secretary of the Treasury 

, Alan Greenspan 
Chairman ofthe Board of Governors 

ofthe Federal Reserve System 

Enclosures 



I 

I) 

DEPARTMENT OF THE TREASURY 

WASHINGTON, D.C. 
: 

SECRETARY OF THE TREASURY 

The Honorable Jesse Helms 
Chairman 
Committee on Foreign Relations 
United States Senate 
Washington, D.C: 20510-6225 

, 
! 
I 

Dear Mr. Chairman: 

Pursuant to Section 601 of Tide VI ofth~ Omnibus Consolidated and Emergency Supplemental 
Appropriations Act, 1999, P.L. 105-277, we hereby notify you that the major shareholders of the 
International Monetary Fund (IMF) have p'ublicly agreed to, and will act to implement in the lMF, 
the polici()s set forth therein. I , 

F or your infonnation, we are enclosing a copy ofthe Declaration ofG7 Finance Ministers and Central 
Bank Governors, as well as a copy ofa memorandum from the representatives ofthese shareholders 
to the Managing Director and members of,the Executive Board of the lMF concerning this matter, 
both ofwruch were issued on October 30. I 

I 

S~cerely, 

Robert E. Rubin 
Secretary of the Treasury 

Alan Greenspan 
Chairman ofthe Board of Governors 

ofthe Federal Reserve System 

Enclosures 



. DE:PARTMENT OF THE TREASURY•
WASHINGTON, D.C. 

SECRETARY OF THE TREASUHY 

The Hono1rable Alphonse M. D'Amato 
Chairman : 
Committee on Banking, Housing, and Urban Affairs· 
United St.ates Senate 
Washingt4)n, D.C. 20510-6075 

. Dear Mr. Chainnan: 

Pursuant to Section 601 of Title·VJ ofth~ Omnibus Consolidated and Emergency Supplemental 
Appropriations Act, 1999. P.L. 105-277,iWe hereby notify you that the major shareholders of the 
International Monetary Fund (IMF) have publicly agreed to, and will act to implement in the IMF, 
the polid;~s set forth therein. 

For your infonnation, we are enclosing a ropy ofthe Declaration of G7Finance Ministers and Central 
Bank Governors. as well as a copy ofa memorandum from the representatives ofthese shareh01ders 
to the Mclllaging Director and members of the Executive Board of the IMF concerning this matter, 

. both ofwhich were issued on October 30.1 

Sincerely. 

Robert E. Rubin . Alan Greenspan 
Secretary ofthe Treasury Chairman ofthe Board ofGovernors 

of the Federal Reserve System 

Enclosures 

i. 

-j 
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DEPARTMENT OF THE TREASURY•
WASHINGTON, D.C. 

I 

SECRETARY OF THE TREASURY 

The Honclrable Bob Livingston 
Chairman 
Committee on Appropriations . 
U.S. House ofRepresentatives 
Washington, D.C. 20515-6015 

Dear Mr. Chairman: 

Pursuant to Section 601 of Title VI of the Omnibus Consolidated and Emergency Supplemental 
Appropriations Act, 1999, P.L. 105-277, we hereby notifY you that the major shareholders of the 
International Monetary Fund (lMF)have publicly agreed to, and will act to implement in the IMF, 
the policies set forth therein. 

F or your information, we are enclosing acopy ofthe Declaration ofG7 Finance Ministers and Central 
Bank Governors, as well as a copy ofa memorandum from the representatives ofthese shareholders 
to the McUlaging Director and members of the Executive Board ofthe IMF concerning this matter, 
both ofwhich were issued on October 30': 

., 

Sincerely, 

Robert E. Rubin 
Secretary of the Treasury 

Alan Greenspan 
Chairman ofthe Board ofGovernors 

ofthe Federal Reserve System 

Enclosures 
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DEPARTMENT OF THE TREASURY•
WASHINGTON, D.C. 

SECRETARY OF THE TREASUI~Y . 

The Honorable I ames A. Leach 
C~oom : 
Committee on Banking and Financial Servi~s 
U.S. House ofRepresentatives 
Washington., D.C. 20515-6050 

Dear Mr. Chaiooan: 
I 
I 
I 

Pursuant to Section 601 of Title VI of the Omnibus 'Consolidated and Emergency Supplemental 
Appropriations Act, 1999, P.L. 105-277, we hereby notify you that the major shareholders of the 
International Monetary Fund (IMF) have publicly agreed to, and will act to implement in the IMF, 
the policies set forth therein. 

I 

F or your information., we are enclosing acopy ofthe Declaration ofG? Finance Ministers and Central 
aank Qovernors, as well as a copy ofa memorandum from the representatives ofthese shareholders 
to the Managing Director and members of the·Executive Board ofthe IMF concerning this matter, 
both ofwhich were issued on October 30. . 

Sitlcerely, . 
I 

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

of the Federal Reserve System 

Enclosures 

I

,"" 
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DEPARTMENT OF THE TREASURY 
WASf-:lINGTON, D.C . 

. SECRtTARY OF THE TREASURY 

The Honorable Robert C. Byrd 
Ranking Member 
COmrnitte(1 on Appropriations 
United States Senate 
Washington, D.C. 20510-6025 

Dear Senator Byrd: 

Pursuant t4) Section 601 of Title VI of the Omnibus Consolidated and Emergency Supplemental 
Appropriations Act, 1999, P.L. 105-277, we hereby notifY you that the major shareholders ofthe 
International Monetary Fund (IMF) have publicly agreed to, and will act to implement in the IMF, 
the policie~. set forth therein. . 

For your information, we are enclosing a cop~ ofthe Declaration ofG7 Finance Ministers and Central 
Bank GQvemors, as well as a copy ofa memorandum from the representatives ofthese shareholders 
to the Managing Director and members oft~e Executive Board ofthe IMF concerning this matter, 
both ofwhiich were issued on October 30. : . 

Sinperely, 
, 

Robert E. Rubin Alan Greenspan 
Secretary ofthe Treasury Chairman ofthe Board ofGovernors 

of the Federal Reserve System 

Enclosures 
l • 
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DEPARTMENT OF THE TREASURY 
WASHINGTON. D.C. 

SECHETARY OF THE TREASUHY 

The Hono:rable 10seph R. Biden. Jr. 
Ranking Member _J 

Committet: on Foreign Relations 
United Stales Senate 
Washingtc,n, D.C. 20510-6225 

Dear Senator Biden: 

Pursuant to Section 601 of Title VI of the Omnibus Consolidated and Emergency Supplemental 
Appropriations Act, 1999, P.L. 105-277, we hereby notify you that the major shareholders ofthe 
International MonetaryFund(IMF) have publicly agreed to, and will act to implement in the IMP, 
the policie.s set forth therein. ~ 

I 
F or your information, we are enclosing a copy ofthe Declaration ofG7 Finance Ministers and Central 
Bank. Governors, as well as a copy ofa memorandum from the representatives ofthese shareholders 
to the Managing Director and members of the Executive Board of the IMF concerning this matter, 
both ofwh~ch were issued on October 30. 

Sincerely, 

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

ofthe Federal Reserve System 

Enclosure~i 
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DEPARTMENT OF THE TREASURY 
WASI;INGTON, D.C. 

SECRETARY OF THE TREASURY 

!The Honorable Paul S. Saroanes . 
Ranking Member 
Committee on Banking, Housing, and Urban Affairs 
United States Senate I 

Washington, D.C. 20510-6075 

Dear Senlltor Sarbanes: 

I , 

Pursuant to Section 601 of Tide VI of the Omnibus ConSolidated and Emergency Supplemental
I 

Approprilltions Act, 1999, P.L. 10S-277, we hereby notify you that the major shareholders of tile 
International Monetary Fund (JMF) have publicly agreed to, and will act to implement in the lMF, . 
the policic~s set forth therein. ; 

For your infonnation, we are enclosing acopy ofthe Declaration ofG7 Finance Ministers and Central 
Bank Governors, as well as a copy of a memorandum from the representatives ofthese shareholders 
,to the Managing Director and members of:the Executive Board of the lMF concerning this matter, 
both ofwhich were issued on October 30.: 

I 

Sincerely., 

Robert E. Rubin Alan Greenspan 
Secretary of the Treasury Chairman ofthe Board ofGovernors 

of the Federal Reserve System 

Enclosurc~s 
. I 
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DEPARTMEN1 OF THE TREASURY 

WASHINGTON, D.C. 

SECRETARY OF THE TREASURY 

The Honorable David R. Obey " 

Ranking Member 

Committee on Appropriations ! , 


U.S. House of Representatives 
Washington, D.C. 20515·6015 

i .
Dear Mr. Obey: 

Pursuant to Section 601 of Title VI of dIe Omnibus Consolidated and Emergency Supplemental 
Appropriations Act, 1999, P.L. 105-277, We hereby notify you that the major shareholders of the 
International Monetary Fund (IMF) have publicly agreed to, and will act to implement in the IMF. 

, the policies set forth therein. ' 

For your information, we are enclosing a cdpy ofthe Declaration ofG7 Finance Ministers and Central 
Bank Governors, as wen as a copy of a me~orandum from the representatives of these shareholders 
to 'the Managing Director and members ofthe Ex.ecutive Board of the IMF concerning this matter, 
both of which were issued on October 30.i 

I 
, 

Sincerely,
I 

, Robert E. Rubin Alan Greenspan 
Secretary of the Treasury Chairman ofthe Board ofGovernors 

of the Federal Reserve System 

Enclosures 

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

SECRETARY OF THE TREASURY 

The Honorable John 1. LaFalce 
Ranking Member 
Committec~ on Banking and Financial Services 
U.S. House ofRepresentatives 
Washington, D.C. 20515-6050 

Dear Mr.. l:.aFalce: 

Pursuant to Section 601 of Title VI of th~ Omnibus Consolidated and Emergency Supplemental 
Appropriations Act, 1999, P.L. 105-277, we hereby notify you that the major shareholders of the 
International Monetary Fund (IMF) have publicly agreed to, and will act to implement in the IMP, 
the poJicies set forth therein. 

For your information, we are enclosing acopy ofthe Declaration ofG7 Finance Ministers and Central 
Bank Gov(~mors, as well as a copy ofa memorandum from the representatives ofthese shareholders 
to the Managing Director and members of*e Executive Board ofthe IMP concerning this matter, 
both ofwhich were issued on October 30. : ) 

S~cerely, 

Robert E. Rubin 
Secretary ofthe Treasury 

Alan Greenspan 
Chairman ofthe Board of Governors 

of the Federal ReseNe System 

Enclosures 
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I 
~ 	 DECLARATION OF G7 FINANce

I'
MINISTERS, AND 

. 
CENTRAL BANK 

GOVERNORS . : ' . 

The financial problems which began in Asia la~t year have exposed 
wec!knesses in emerging mark~t countries and in the international financial 
sy:;)tem; \ 

I 
! 

2. At our meeting in Washington on 3 October, we, the Finance Ministers 
end Central Bank Governors of the G7 countries, agreed on the importance of 
intensified co·op,=,ralion among us in meeting the challenges of the current 
situ:;tion and on the need to wor;!< together quickly on a wide range of reforms 
to strengthen the intematjona[fi~ancial system. Today our Leaders announced 
tlgr(~emcnt on e nl.lmber of follow up 3teps to this end which we will be 

. implementing as rapidly as poss'ible. 
I 

ME£:TING THE CHALLENGES OF THE CURRENT SITUATION 
I 
I 

. 3 We welcome the positive· developments since our meeting on :3 October. 
As we said following that meetir:'9, we .reaffirm our commitment to create or 
sustain the conditions for strong, domestic demand·/ed growth and-financial 
stability in each of our economies. The authorities will continue to be vigilant in 
the light of the, shift in the balance of risks on a gfobalbasis. There has also 
been important progress in a num"er of other areas: . 

I 

{i} 	 we welcome the positive steps that have been taken towa~ds the 
implementation of ~heiMF Quota I.ncrease a.nd the, New 
Arrangements to Borrow. We call for these to be implemented as 
soon as possible. Toge~her they wlll provide additional resources 
'of $90 billion for th~ IMF which should be used to em;ure the 
stability of the interna!tional financial system; 

(ii) 	 in consultation with our partners, we further commit cureelves to 
. supplement the Fund's resources where necessary through the 
. activation of the NeW. Arrangements to Borrow and the General 
Arrangements to Barr,ow: . 

I 
I 

(iii) 	 in Europe, it will be! necessary to push forward with structural 
reforms and, in contInental Europe, prepare for the euro, and 
reduce unemploymen,t to iju5tain conditions conducive. to robust 
domestic demand: ' 



, 
-----i------ 

I; 

I 
j 
I 

. \ ' 

(Iv) 	 in Japan, legislatiO~ has now been passed en the banking sector, 
a major step fOfVJard in the process of strengthening the financlal 
system. The Japan,se authorities have made clear theIr mtention 
that the essential swjft and effective action to complete the process, 
including the recapitalisation of banks, with appropriate conditions, 
will be taKen as a niatter of urgency. This action, together with a 
sustained boost to domestic demand. is a key precondition for the 
restoration of markdt confidence and growth not just in Japan but 
in the whole Asian r~gion: 

I 
I 

(V) 	 in the ·US, It will be irt,portant to continue to malnt;ln sound policfes 
which promote solid igrowth and low inflation;I 	 . 

(vi) 	 ttl!:! pulit..)' cbmrnitrn~hts by the Government or 8ral.iI, wtlich we will 
worK with the international community to support; 

, , 

(vii) 	 the progress made 
, 

ip many countries in Asia toward establishing 
tIle foundation for recovery; 

(vIIi) 	 in response to the: currentElxceptionaJ circumstances in the' 
international capital imarkets, we are agreed that strengthened 
arrangements for dealing with contagion are needed: 

I 

j 	 , 

• 	 the central element would be the establisnment of an 
enhanced IMF! Facility which would provide' a contingent 
short-term 1ine jof, credit ,for countries pursuing strong IMF . 
approved policies. Tnis facility could be drawn upon in times 
of need and WO~ld entail appropriate interest rates along with 
shorter maturities; 

I 

• 	 the facility woJld be accompanied by appropriate private' 
sector .Involvem'ent;, 

, I 

! 

• 	 in appropriate circumstances the faCility ~ou1d be 
l 

complemented,! in individual cases, by bilateral contingent 
financing activa~ed along~ide the IMF facility. Itwould fl3main 
up to individual G7 governments and other gov,rnments 
concerned to decide in each case whether to provide such 
bilateral financi~g; '. .', 

·2· 
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(ix) 	 we also welcome the1new World Bank emergency facility. to provide 
additional funding ali special terms to the most vulnerable groups 
in society and for restructuring the financial sector. We welcome 
the progress the World Bank has made in the development of this 
facility .. We also :support the more active use of loan guarantees to 
encourage greatAr p:rivate sector Involvement In emerging market 
financing. i 

, , 
I 
I 

REF:ORMS, TO THE INTERNATIONAL FINANCIAL SYSTEM 

4. Following detailed discussions, including with colleagues from other 
industrial and' emerging market: economies, we,· the Finance Ministers and 
Central Bank Governors of the G7 countries. are now agreed on the following 
spe~:jfic reforms to strengthen t~e international financial system. . We have 
agreed to carry these forward through our own actions and in the appropriate 
international financial institutions end forums. These reforms are designed to: 
incrE~ase the transparency and openness of the international financial system; 
idp.ntify and dissemi'nate international prinCiples, standards and codes of best 

. practice; 	itrengthen ;ncantivas~o meet these international standards; and 
strengthen official assistance to help developing countries reinforce their 
ecorlomic and financial infrastructures. They also include policies and 
processes to ensure the stabi;lity and Improve the surveillance of the 
international financial system. Finally. they aim at reforming the International 
Financial Institutions, such. as the IMF, while deepening cooperation among 
industrialised and developing countries. 

, CRISIS PREVENTION 

I.m!1sparency and potlcy ..maklAg procedures 

5. We agree on the need for: greater transparency and openness in the 
financiol operations of individual countries, of financial and corporate 
instit\;tions, and of the Internation~i Financial Institutions. The cornerstone for 
tilis is stronger. and more comp'rehensive internationally agreed principles, 
stanclards and Codes-of best pra¢tice, as well as the extension of internatIonal 
survEllllance of their implementation. 

.1/
I 

J 

6. We agree in the public sector to deliver greater transparency in 'economic 
policy-making and in discluswe of, e~onomfc statistics and key indicators. We 
therefore commit ourselves to: \ 

·3· 
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(i) comply with the IMF's Code of Good PractIces . on- Fiscal 
Transparency; 

I 

(U) 	 comply with en internationally agreed Code of Conduct on Monetary 
and Financial Policy.! We urge the IMF Quickly to complete its work 
on this Code by the i1999 Spring meetings: 

. (iii) 	 disseminate ,regular' and timely information about the sggrogate 
foreign exchange liquidity position of our public sectors and to work 
'coop~ratively to improve the compilation and dissemination .of 
similar information in relation to financial and corporate sectors. 

I 
I 

(iv) 	 support efforts undetway in the IMF to reach decisions by the end· 
of 1998 on steps to s~rengthen the SODS, including the pr9vision of 
more comprehensive Information on reserves and improving 
statistics on extemaldebt and a country's intemational investment 
position.: ' 

I 

7. 	 Similar standards of transp:arency are required In the private sector. We 
call upon: 	 ! 

: 
(i) 	 the OECD. in consultation with the World Bank and other regulatory 

bodies, Quickly to complete its work on a Code of principles of 
sound corporate .9~vernance and strueture by the May 1999 
Ministerial; : 

I 
[. , .
I .

(ii) 	 the lASe to rinalise ,by early 1999 a proposal for i:i ful! lange of 
intemation~lIy agreeq accounting standards. IOSCO, IAIS. and the 
Basle Committee shoUld complete a timely review of these 
standards; -: . 

(iii ) 	 the appropriate committees headquartered In the BI5, In 
conjunction with emerging market countries, national authorities, 
and other relevant pri~ate end public sector bodies, to examine the 
question of appropriate transparency and disclosure standards for 
private sector ftnancfal instituTions inVolved in international capital 
flows.. ' such as investment banks, hedge funds aryd other 
institutional investors'. ! 

. I 

f 
: 

I 
, I 

t 
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8. We commit ourselves to endeavour to ensure that private sector 
institutions in our countries comply with these prrnciples, standards and codes 
of best practice. :". . 

I 
9. We call upon: 

\ 

(i) 	 all countries which p~rticipate in global capital markets sImilarly to 
commit to comply with these internationally agraEild codes and 
standards; 

(Ii) 	 'the IMF to monitor, ih close co-operation with the standard·setting 
bodies, the implementation of these codes and standards as part of 
its regular surveHlanc:e under Article IV: 

! 

(III) 	 the IMF to publish In! a timely and systematic way the results of its 
surveillance of the degree to which each of its member countries 
meets international,ly reco9nised codes and standards of 
tran~parency and disclosure in the form of a Transparency Report;, 

(iv) 	 rhe Fund. World Bank:, OECO and the internatIonal regUlatory and 
supervisory organisations to work closely together to provide 
advice and, where necessary,' assistance to countries to help them 
meet these internatiQnally agreed cades arid standards. , 

Stability of the International Financial System 
I 	 , 

10. We agree th,at be~erproce~ses are .,e,eded for monitoring and promoting 
stability in the international financial system and for the International Financial 
I nstitutions, working closely Wit~ the international supervisory and regulatory 
bodil9S, to conduct surveillance of national financial sectors and their regulatory 
and supervisory regimes with all'relevant information accessible to them. . 

, 
". We agree therefore that we will: 

, 	 I 

(i) 	 support the establishment of a processfor strengthened finenciel 
sector surveillance using national and international regulatory and 
supervisory expertise, including through a process of peer review, 
and thQ 1MF'. regular surveillance of its member countn~$ undtar 
ArticlaIV;' ! 

, (ii) 	 to this end bring toge1ther the key international institutions and key 
national authorities involved in financial sector stability better to co-· 

, 
I 

i .. s .. 



I 
I 

I 
I 

operate and to co-ordinate their activities in the managAment and 
development of policies to fostar stability and reduce systemic risk 
in the international financial system and to exchange information 

I 

more systematically on risks in' the international financial system. 
I 

At OlJr meeting on 3 October we: asked Dr Tietmeyer to consult the relevant 
intemotionol bodies on these refQrms and we look forward to his conclusions. 

I 
I 

12. 	 We call upon other cauntrie~ wtlich participate in the global capital market 
to gi\letheir support to the establishment and operation of the process. 


I 


13. We commit ourselves to str~ngthen, in our own' countriea. the regulatory 
focus on risk management systems and prudential standards ill financial sector 
institlJtions; . in particular, examini~g the implicatIons arising from the operation 

. of leveraged international financial organizations including hedge funds and 
. offshore institutions. Appropriate mean~ ~hould be sought to encourage off
shon: centres to comply with internationally agreed standard. We call upon 
othel" countrie5 which partlcipaf~ in the glob~1 canital mi3rkets to take similar 
action. 

14. 	 In addition. as part of the p'rocess of developing better ways to respond 
to crises, we call upon:· . 


i 


(i) 	 the private sector to facilitate Ucollective action cJQusesD for more 
orderly workout arrangements. and we will consider the use of such 
clauses in ourown sovereigri and quasi·s·overeign bond issues; 

I 
(II) 	 the World Bank in cobperation with the IMF and other multilateral 

. development 	banks to work with their members to put in place 
effective insolvency ~nd debtor-creditor regimes; 

I 

(iii ) 	 the IMF to move aheaid, under carefully designed conditions a~d on 
a c~se by case b6sis~ with its recently reaffirmed policy of I~nding 
into arrears. We willi instruct our Executive Directors to monitor 
application of this policy carefully In the current environmFmt; 

I 

(iv) 	 the private sector to build upon its experience with some emerging 
market countrie:s in d~veloping market-based contingent ,financing 
mechanisms, the conditions of which might provide either greater 
payments flexibility or the assurance of new financing in the event 
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Of adverse marKet deyelopments. The private sector also needs to 
beinvolvad appropri*ely in crisis management and resolution. , 

I 

15. We recognise that the open'ing of capital markets in emerging economie~ 
rnu~l be.carried out in a careful a~d well sequenced manner if countries are Lo 
benefit from closer integration intO the global economy. In particular, finanaal 
sectclrs and regulatory and superyisory regimes must be robust and adequate 
to dleal with risk. The intern~tional financial institutions should play a 
constructive role in the process qf orderly opening of tile capital account. 

16. WfiJ agree that more attention must be 9~ven in times of crisis to .the effect 
of cCi:)nomic adjustment on the most vulnerable groups' in soCiety: We therefore 
call upon the World Bank to deveiop as a matter of urgency general principles 

. of. good practice in'soclal policy, In consultation with other relevant institutions 
These should be drawn upon I in developing adjustment programmes in 
rcsp~m$e to crises. 

IMF i~EFORMS 
I , . 

17. As our Executiva Directors!at the IMF have outlined, we have agr.eed to 
support a broader range of reforms to improve the effectivenes$ of the IMF 
including lran~parency and accbuntability of the IMF. changes in lending' 
poliCies, terms of lending ard impreved conditionality. 

18. 	 In particular, we call upon: i 

I 


(i) 	 alllFls to adopt a presumption in favour of release of Information, 
except where this miSht compromise confidentiality; . . 

(ii) 	 the IMF to develop a formal mechanism for systematic evaluation. 
involving external input, of· the effectiveness of ·its operations, 
programmes, pOIiCie~ and procedures. 

I 

NEX'T STEPS 

19. We agree to take immediately the actions to which we have committed 
OUfs€:dves. These measures :will strengthen. the fundamental:s' of the 
international financial system and: assist crisis-affected countries to find a route 
out or ltleir current difficulties. 

• 'j. 



20, Moreover. we -need to wid~n our efforts to strengthen the international 
financial system. Our aim Is to cr~ate an international financial system for the 
twenty first century that captures the full benefits of global markets cmd capital 
flows. minimizes the risk of disruption, and better protects tho. most vUlnerable 
while promoting the inter~ational, monetary stability which is an element of a 
stabl,: international financial system. We will initiate further work on a number 
of otrler important areas to identity additional concrete steps to strengthen .the 
international financial architecture. These include: 

(i) 	 ,examining. in additidn to the measures already described. the 
scope· for strengthened prudential regulation in industrial countries 
to encourage sound :analysis and careful wsighing of risks and 
rewards, including consideration of eppropriate transparency and 
disclosure standards for all financial market participants; 

I 
I 	 . 

(ii) 	 further strengthening prudential regulation and financia.l systems in 
emerging markets by examining the scope for measures to increase 
the resilience of nnahcial systems and to promote the adoption of 
International 'standards and best practlce,for example by 
maximising market di~ciplines and other legal and regulatory means 
to motivate countries ~o adopt and enforce international stand3rds 
and practices; I 

i 
(iii) 	 eonsider;tion of the elements necessary for the maintenance of 

sustainable exchange rate regimes in emerging markets, including 
consistent macroeconomic policies that promote stability in 
individual countries ard in the system as a whole; 

I 

(iv) 	 developing now ways to respond to crises, by exploring the 
po!sibilities of new st~ucture5 for official finance the conditions of 
which would reflect better the evolution of modern markets. and by 
examining new pro~edures for coordination of the relev~nt 
international bodies: an~ national authorities' and tor greater 
participation by the private sector in crisis containment and crisis 
resolution. includingI thrOUQh the use of. innovative financing 
techniques; .. ; 

I 

i 
(v) 	 assessing proposals for strengthening the IMF, so as to improve Its 

programmes and prqcedures in crisis prevention and r'esolution: 
and assessing prop,osals for strengthening the Interim and 
Developrnent Cornmittees of the IMF and Wurld Bonk; 

. ·8



, 
\ ..... ,,"', .....,.. 	 t:,,"\\oooofl ...,. :::l:.h,:'; __~Q"""':'\:":\..i • .w 

I 

! 
i 
i 
I 	 . 

(vi) 	 minimising the huma~ cost of financial crises and encouraging the 
adoption of policies: that better protect tHe most vulnerable In 
socIety. 

21. The reform of the international financial system is in the interest of ~II 
countries and all need to be Inv:olved In the process. We therefore commit 
ourSI;:lves to consult widely throughout the intarnationalcommunity, particularly 
with emerging market and other industrial countries, to, build e broad 
consensus in support of this declaration, and to encourage others to take similar 
action. We' will therefore; :. 

I 

I 

(i) 	 ask the relevant inter'Dational institutions and organisations to carry 
forward the proposals above and report back to us by the time of 

. the Spring Meetings; i . . 
I 

(u) 	 discuss theSE! issues· in other appropriate international fora, 
including the Interim Committee. 

22. We will meet as necessary to monitor progress as envisaged at bur 
meeting in Washington. We WIll report to G7 Heads before their meeting in 
Cologne on: : . 

I 
(i) 	 the effect of the immJdiate action taKen In restoring stabtllty to the 

International financial, system; 

(ii) 	 progress in 'impleme~tjng the reforms to the system to improve 
transparency and pre~ent crises on which we are agreed and which 
are set out above: I 

i 
(iii) 	 our proposals for action in the areas for further work set out above., 

I 
II 

I 
iI,., 

-9
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GE,VERAL PRO:VISIOi\lS-THIS TITLE 

I 
CONDITIONS FOR THE use OF APPROPRL-ITED FU,VDS FOR 

I 

THE Ii'lTERNATIONAL ivIONETARY FUND 
i 
I 

SEC. 601. None of th~ fimds appropriated in this title 
. 	 I 

I 

may be obligated or maqe available to the International 

lvionetary Fund until 15; days after the Secretary of the 
1 

, Treasury and the Chai~an of the Boara of Governors of 

the Federal Reserve Systdm jointly provide 'tl)ritien notifi
, 

cation to the appropriate committees that the major share, 
. holders of the Fund have Ip~,blicZ:y agreea' to, and will act 

: 	 I 
to implement in the F'Ltndithe follo'wing policies: 

(1) Policies prov:iding that conditions in standby 
i 

or other arrangement;s regarding the 'use of Fund re
- • i 	 . 

smlrces include, in a4dit·ion to" apP'fopriate mo-;etary 

policy condit-ions, reCflLi'fements that .the recipient 
I 

cO~tntr1J, in accordanfe with a schedule for action

(A) liberalize restrictions on trade in goods 
I . 

and services, co~sistent with the terms of all 
I 

".international trade agreements of which the bor
• 	 I 

I 

ro7.V'ing country ik a signatoryj 
\ 
, , 

(B) elimindte the systemic practice or pol
,I . 

. I 

icy of governmerft directed lending em. non-com-
I 	 . 

mercial terms or: provisi.on of market distorting 

subsidies to favored ind'LLstries, enterp'rises, par-
I 

ties) or instit~d-iO'fS; and' 

! 

'.,:' . 
,',.;,.!;";,~,O:::'~:: 
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(0) provide (t legal basis for non~iscrim-
I 

inatory treatment in insolvency proceedings be-
I . . 

tu.:een domestic i and foreign Creditors, and for 
I 

debtors and oth~r concerned persons. 
I 

(2) Policies pro~iding that within 3 months after 
I 

. any meeting of the ljJxecl.ltive Board of the Fund at 
I 
I 

which a Letter of In~ent, a Policy Frameu;ork Paper, 

an A:litcle IV econoinic revi81.iJ consultation with a' 
I 

member cO'ttntry, or ~ change in a general policy of 
I 

the Pund is discLlssed) a full 'Written S1tmmary of the 

~eeting .sM'uld be m~de available for public inspec

tion, with the follO'tvi'ng information redacted: 
I 

(A) Informption 'which,. _if released; WO'ttld 
"- I ~ 

- adveTsely affect the national SeC1trity of a co'un-
I 

try, and which i~. of the type that 1IJ01tld be clas
1 

sifted by the Uni~ecl States Government. 
I 

(B) lUarket-fensitive information. 

(0) Proprie~ary information . 

. ..{3} Policies prOv~ding that within 3 months after 

any meeting of tl:te ~xecutive Board of the Fund at 
! 

which a Letter of Intent, a Memorandum of Under

standing, or a Policy :Framework Paper is discussed} 
. i 

a' copt) of the Letter 9f Inten,t, lYIemorand-um of Un
I 

derstanding) o'r PoZic1) Framework Paper shO'tLld be 
1 

http:revi81.iJ
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I 

made available for p,'ltblic inspectior/, with the follow-. 
I 

ing information reda;cted: 

(AJ InjonJation which, if released, wmtld 
. I 

adversely affect \the national sectlrit1;f of a' cmtn-
I 

try, and which is of the type that 'wo'ltld be clas-
I 

I 

sified by the United States Government. 

(B) Market+sensitive information. 
I 

(C) Propri~tary information. 
, 
, 

(4) Policies prfviding that, in circumstances 
I 

where a CO'1.tntry is eXperiencing balance of payments 
1 

difficulties due to a !large short-term financing need 
. I 

'I"es'ltlting from a S1tdden and disruptive loss of market 
I '. 

confidence and in. or,cler to provide an incentive for 
..- ., ·,1 

.. eCt'l"ly 'r~ayment anq encmtrage p'rivate market fi, 
nancing, loans 	 mad~ from the Pund's geneml re

sO'lL'y:ces after the 	date: of the enactment of this section 

are

(AJ made available at an interest rate that 
I 

i 
reflects an adjustment for risk that is not less 

• 	 I . 
I 

than 300 basisp:oints in excess..of the average of 

the market-based	Ishort-term cost of financing of 
Iits largest members; and 
, 

(B) repaid Within 1, :to 21/2 years from each 

disbursement: 

" . 
~ '.1 
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I 

DEPARTMENT OR THE TREASURY 
WASHING'TON, D.C.I . 

November 2~ 1998.ECIlETArIY OF THE THEASUIlY 

I 

The Honorable Ted Stevens 
Chairman 
Committee on Appropriations 
United States Senate 
Washington, D.C. 20510-6025 

-r.-l 
Dear Mr. ciiai'rman:;,;:.:-"-" I 
Pursuant to Section 601 of Title VI of the O:mnibus Consolidated and Emergency Supplemental 
Appropriations Act~ 1999, P.L. 105-277, we ~ereby notity you that the major shareholders of the 
International Monetary Fund (IMF) have pub~iclya8reed to, and will act to implement in the IMP. 
the policies S(~t forth therein. i 

. For your infOlmation, we are enclosing a copy ~ftheDeclaration ofG7 Finance Ministers and Central 
. Bank Governors, U well as a copy of a memorandum from the representatives ofthese shareholders 
to the Managing Director and members ofth~ Executive Board of the IMF concerning this matter, 
both of which were issued on October 30. ! 

Sincbrely,
; 

Robert E. Rubin 
Secretary of the Treasury 

Alan Greenspan 
Chainnan of the Board ofGovernors 

of the Federal Reserve System 

Enclosures 



DEPARTMENT OF THE TREASURY•. I 

WASHIN~TON. D.C.' 

Ndvember 2, 19985ECHETAHY OF THE TtlEAl:HJHY 

The Honorable Jesse Helms 
Chairman 
Conunittee on Foreign Relations 
United States Senate . 
Washington. D.C. 20510·6225 

Dear Mr. Chairman: 

Pursuant to Section 601 of Title VI of the qrnnibus Consolidated and Emergency Supplemental 
Appropriations Act, 1999, P.L. 105.277, we! hereby notify you that the major shareholders of the 
International Monetary Fund (IMP) have publicly agreed to, and will act to implement in the IMP,

I . 

the policies set forth therein. ; 
. 

. 

I 

I
I 

For your information, we are enclosing acopy bfthe Declaration ofG7 Finance Ministers and Central 
Bank Governors. as well as a copy ofa memorandum from the representatives ofthese shareholders 
to the Managing Director and members ofthb Executive Board of the IMF concerning this matter, 
both of which were issued on October 30. I '. 

j 

sinfrelY, 

~...L 
~E.Rubin Alan Greenspan 

Secretary of the Treasury Chairman of the Board ofGovernors 
of the Federal Reserve System 

Enclosures 
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I 
DEPARTMENT Of THE TREASURY•

WASHINGTON, D.C. 
1 

November 2, 1998
SECRETARY Of' THE TflEA5URY 

The Honorable Alphonse M. D'Arnato 
Chairman i 
Committee on Banking, Housing, and Urban Affairs 
United States Senate II 

Washington, D.C..20510-6015 
I 

Dear Mr. Cha.irman: I .. 
Pursuant to Section 601 of Title VI of the Omnibus Consolidated and Emergency Supplemental 

I 

Appropriations Act, 1999, P.L. 105-277, we:hereby notify you that the major shareholders of the 
International Monetary Fund (IMF) have pubUcly agreed to, and will act to implement in the IMP. 
the po!icies S4~t forth therein. . I ." . 
For your infol1nation, we are enclosing a copy bfthe Declaration or01Finance Ministers and Central 
Bank Governors, as well as a copy ofa memofandumfrom the representatives ofthese shareholders 
to the Managing Director and members ofth~ Executive Board of the IMP concerning this matter, 
both of which were issued on October 30. I . . . 

. I 

I 
I 

Sincerely. 
I 

Ci2L-.. 
. Robert E. Rubin Alan Greenspan 

Secretary of the Treasury Chairman of the Board of Governors 
of the Federal Reserve System 

Enclosures 
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DEPARTMEN r OF, TH\E TREASURY 
WASHIN(hoN. D.C. 

I . 
~LCl/nANY 0., TilE THEASUHY Nov,ember 2, 1998 

I 

I, 

The Honorabl,e Bob Livingston 
Chairman 
Corrunittee on Appropriations 
U.S. House ofRepresentatives 
Washington.l).C. 20515-6015 

Dea~lin;;;;" . . , 
; 

Pursuant to Section 601 of Title VI of the qmnibus Consolidated and Emergency Supplemental 
Appropriatioils Act. 1999. P.L. 105-277, we·pereby notify you that the major shareholders of the 
International Monetary Fund (lMF) have publicly agreed to, and wUl act to implement in the lMF, 
the poiicies Sl~t forth therein. I . 
For your information, we are enclosing a copy 9ftheDeclaration oCG7 Finance Mmisters and Central 
Bank Governors, as well as a copy ofa memorandum from the representatives ofthese shareholders 
to the Managing Director and members ofthJ Executive Board of the IMP concerning this matter, 

-, both of which were issued on October jO. i 
, 
I 

i. I 
Sincerely.

I . 
I 

Robert E. Rubin .Alan Greenspan 
ISecretary of the Treasury - Chairman of the Board ofGovemors 
I ofthe Federal Reserve System 

. I 

Enclosures 



5ECI'ETAfIV OF TilE TfH,ASlIllY 2, 1998 

The Honorab:le James A Leach 

Chairman 

Committee 011 Banking and Financi&! Services 

U.S. House ofRepresentatives 

Washington, D.C. 20515·6050 

. J ...~ 
Dear~nnan: 

I 
Pursuant to Section 601 of Title VI of the (i)mnibus ConSolidated and Emergency Supplemental . 
Appropriations Act, 1999, P.L. 105-277. welhereby notify you that the major shareholders of the 
International Monetary Fund (IMF) ha:ve publicly agreed to, and will act to implement in the IMP, 
the policies set forth therein. I . 
For your information, we are enclosing a cOPYiofthe Declaration ofG7 Finance Ministers and Central 
Bank Govemors, as well as a copy ofa memqrandum from the representatives ofthese shareholders 
to the Managing Director and members ofthb Executive Board ofthe IMP concerning this matter, 

". both ofwhich were issued on October 30. If.. \ 

I 
Sincerely.

I . 
I 

Robert E. Rubin . . )UanGreenspan 
Secretary of the Treasury Chairman of the Board ofGovernors 

ofthe Federal Reserve System 

Enclosures 

• 



DEPARTMENT OF THE TREASURY
I • 

WASHINGTON, D.C. 

I 
ti£CIIETAflY OF TIlE THEAStJHY November 21 1998 

The Honorable Robert C. Byrd 
Ranking Member 
Committee on Appropriations 
United States Senate. 
Washington, D.C. 20510-6025 

Dear Senator Byrd: 

Pursuant to Section 601 of Title VI of the JmnibUS Consolidat,ed and Emergency Supplemental 
Appropriations Act, 1999, P.L. 105-277, we hereby notify you that the major shareholders of the 
International Monetary Fund (IMF) have pub~icly agreed to, and will act to implement in the IMF, 

the pO~ic~es s~~t fO~h therein. . . I . . . . .. . 
For your informatIon, we are enclosmg a copy ofthe DeclaratIon ofG7 Fmance Mirusters and Central 
Bank Governors, as well as a copy ofa memo(andum from the representatives ofthese shareholders 
to the Managing Director and members ofthd Executive Board ofthe IMF concerning this matter, 
both of which were issued on October 30. . 

. . Sinc~rely. 
I 

'~f~ 
Robert E. Rubin 

I 

. Alan Greenspan 
Secretary of the Treasury Chainnan of the Board ofGovernors 

of the Federal Reserve System 

Enclosures 

I 
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DEPARTMENT OF THE TREASURY

I ' 
WASHINGTON, D.C. 

!INovember 2, 1998 
SEC"ETARY OF THE THEASURY 

, I 

J 
I 
I 

TheHonorable John 1. Lafalce \' 

Ranking Meinber 

Committee on Banking and Financial Services 


• I u.s. House ofRepresentatives ,'I 

Washington, D.C. 20515-6050 
.J. 4..., 

Dear~pa~: 

Pursuant to Section 60 I' of Title VI of the 0mnibus Consolidated and Emergency Supplemental 
Appropriations Act, 1999, P.L. 105-277, w~ hereby notifY you that the major shareholders of the 
International Monetary Fund (IMF) have publicly agreed to, and will act to implement in the IMF, 
the policies set forth therein. I ' ' , 

, For your information, we are enclosing a copy hfthe Declaration ofG7 Finance Ministers and Central 
Bank Governors, as well as a copy ofa memotandum from the representatives ofthese shareholders 

.. to the Managing Director and members ofth~ Executive Board ofthe IMF concerning this matter, 
both of which were issued on October 30. \ 

Sincerely, 

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

of the Federal Reserve System 

Enclosures 
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DEPARTMENT :OF THE TREASURY•
WASHINGTON, D.C. 

I 
!;t::CRETAFlY OF TIlt:: THEA5UHV \November 2, 1998 

The Honorable David R. Obey 
Ranking Me~mber I . 

Committee on Appropriations 
u.s. House ofRepresentatives 
Wasrungton, D.C. 20515-6015 

9"...... t
DearMr~ 
~ • I , 

Pursuant to Section 601 of Title VI of the :Omnibus Consolidated and EmergenCy Supplemental 
Appropriations Act, 1999, P.L. 105-277, w~ hereby notifY you that the major shareholders of the 
International Monetary Fund (JMF) have publicly agreed to, and will act to implement in the IMF, 
the policies set forth therein.! . 

For your infiJrmation, we are enclosing a coPJ ofthe Declaration ofG7 Finance Mi1nisters and Central 
Bank Governors, as well as a copy ofa mem6randum from the representatives ofthese shareholders 
to the Managing Director and members ofltie Executive Board of the IMF concerning this matter, 

., both of whi(~h were issued on October 30. \ 

Sincerely. 

Robert E. Rubin Alan Greenspan 
Secretary ofthe Treasury Chairman ofthe Board ofGovernors 

of the Federal Reserve System 

Enclosures 
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I 
DEPARTMEN f OF THE TREASURY 

I 

WASHINGTON, D.C. 
I
INovember 2. 1998 

~ECHETAHY Of TilE TREASlJRY 

The Honorable Paul S. Sarbanes 

Ranking Member 

Corrunittee on Banking. Housing, and Urban 
Affairs 

United States Senate 

Washington, D.C. 20510-6075 


. ~ I_~
Dear s'e~~rbanes: 

I . 
Pursuant to Section 60] of Title VI of the Omnibus Consolidated and Emergency Supplemental 
Appropriations Act, 1999, P.L. 105-277, wd, hereby'notify you that the major shareholders ofthe 
International. Monetary Fund (IMP) have publicly agreed to,and will act to implement in the IMF, 
the policies !let forth therein. . I . '.' 

I 
For your information, we are enclosing a copYlofthe Declaration orG7 Finance Ministers and Central 
Bank Govemors, as well as a copy ofa memorandum from the representatives ofthese shareholders 
to the Managing Director and members ofth~ Executive Board of the IMF concerning this matter, 

~ both ofwhich were issued on October 30. I 
Sinderely,

I 

Robert E. Rubin Alan Greenspan 
Secretary of the Treasury Chainnart of the Board ofGovernors 

of the Federal Reserve System 

Enclosures 
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DEPARTMENT pF THE TREASUFty 

WASHINGTON, D.C. 


. . ~ovember 2, 1998SI::CfH,TAHY Of" TIlt: T!,f.A5URY 

I 

I 

I 

I

I 

The Honorable Joseph R. Biden, Jr. \ 

Ranking Member I 

Committee on Foreign Relations . 

United Stattls Senate I 

Washington. D.C. 20510-6225 

~7~ ; 

Dea/BrOen: ! 

. Pursuant to Section 601 of Title VI of the ;Omnibus Consolidated and Emergency Supplemental 
Appropriations Act, 1999, P.L. 105-277, wle hereby notifY you that the major shareholders of the 
International Monetary Fund (IMF) have publicly agreed to. and will act to implement in the IMF. 
the poJicies set forth therein. I 

For your information, we are enclosing a copi ofthe Declaration ofG7 FinanceMinisters and Central 
Bank Governors, as well as a copy of a memorandum from the representatives ofthese shareholders 
to the Mana.ging Director, and members oft~e Executive Board of the IMF concerning this matter, 
both of whil:h were issued on October 30. I 

I·Sincerely.
I 

~-
Robert E. Rubin 

Secretary of the Treasury 

Enclosures 

" 

Alan Greenspan 
Chairman of the Board of Governors 

of the Federal Reserve System 

; 
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... 
NO._____TREASURY CLEARANCE SHEET 
DATE:____ 

MEMORANDUM FOR: Qi:l SECRETARY 0 DEPUTY SECRETARY 0 EXECUTIVE SECRETARY
I . 
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I o PRESS RELEASE 0 PUBLICATION 0 REGULATION 0 SPEECH 
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L. McDonald' Office of International Monetary Policy 622-015910/30/98 
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622-0489\of'Jp(q " DAS, Int'l Monetary & Financial Policy C. Atkinson 
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R.Sinkfield 622-1960\ DAS Legislative Affairs (International) t../J:;::,Jf" 
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I 

DEPARTMENT O~ THE TREASURY 
WASHINGTON, D.C. 

I 

I


ASSISTANT SECRETARY 

'ACTION 

" 	 " I, 
MEMORANDUM FOR SECRETARY RUBIN 

I 
FROM: 	 Timothy F. Geithner .::.;2,., 


Assistant Secret~ (International Affairs) 

I 
r

SUBJECT: 	 Consent to IMF !Quota Increase 

ACTION-FORCING EVENT: I 

I 

I 


The recent IMF legislation provided that runding for the quota increase (and the NAB) cannot be 
obligated or made available to the IMF until 15 days after you and Chairman Greenspan provide 
written notification that the Fund's major ~hareholders have agreed to and will act to implement 
certain policies set out in the legislation. The fifteen-day waiting period will expir<.! on Tuesday, 
November 17, after which time it would b~ appropriate to inform the IMF of our consent to the 
quota increase. I 

I
RECOMMENDATION: 

That you sign the attached letter notifying the IMF that we consent to the increase in the U.S. 
quota. 

Agree . /oiSagree_l_ Let's discuss 
I 

BACKGROUND: /' 

U.S. consent will be a major step forward/towards the general quota increase's becoming 
effective, which cannot occur until membrrs accounting for not less than 85 percent of IMF 
quotas signal their consent. (The United States accounts for a bit more than 18 percent of present 
total quotas.) We are required to pay to ilie Fund the increase in our quota within 30 days of 

, 	 I 

'either (a) the date on whichwe notify ourlconsent; or (b) the date on which the 85 percent 
threshold is reached, whichever oc~urs la~er. Currently, 39 members representing about 34.5 
percent of quotas have consented. We expect that the 85 percent threshold will be reached in 

J 	 .•

early December. 	 I . , ' . 

Under separate cover we are providing yJu a draft letter to the IMF giving adherence to the 

NAB. I 


, cc: 	 DS Summers 
Acting Principal DAS Truman 

mCUl1VE S,CR~mmAT 
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DEPARTMENlj OF THE TREASURY 
WASHINGTON, D.C. 

I .SECRETARY OF THE TREASUIlY 

I
November 17, 1998 

. The Honorable Michel Camdessus 
Managing Director 
International Monetary Fund 
700 19th Street, N.W. 
Washington, D.C. 20431 

Dear Mr. Camdessus: 

In my capacity as United States Govemoriofthe International Monetary Fund, I have the honor 
to notifY you that the United States herebl consents to the increase in its quota to SDR 37,149.3 
million in accordance with Board of Governors' Resolution No. 53-2 on "Increase in Quotas of 
Fund Members - Eleventh General Revi~w." . 

I 
I Sincerely,
i . .' 

4i~€'~~ 
I Robert E. Rubm . . 

I 

I 
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1998-~)E-013109
I 

DEPARTMENT O~ THE TREASURY 
,WASHINITON. D.C. 

Nov~mber 20, 1998 
ASSISTANT SECRE,ARY 	 'I,' 

. I . 
MEMORANDUM FOR SECRETARY RUBIN ./)// ,; _ 

.' ' I ~ (r V 
FROM: ' 'Timothy Geithner i~ I ~vJ , 


Assistant Secretary ~«te tional Affairs) 

. 	 'I" 

SUBJECT: Payment ofU.S. Quota Increase to IMF, 

ACTION·FORCING EVENT 
, / 

The United States will be required to pay the increase in its IMF quota subscription (about $14.8 
billion) within 30 days after notification by the IMF, now expected in early December, of the ' 
entry into effect of the increase in quotas. ' 

• 	 Thf: increased subscription is to be paid by writing up the U.S. letter of credit to the IMF 
(75 percent of the total, or about $1 i.1 bil1io~ equivalent) and transferring reserve assets 
to the IMF (25 percent of the total, cir about $3.7 billion equivalent). 

I . 
We propose to make the reserve asset transfer in the fOrIn of German marks. The $3.7 billion' 
equivalent of marks would initially come frbm the holdings ofthe ESF. But the Federal Reserve 
had indicated that it would sell some of its kark holdings to Treasury to replenish theESF marks

I 	 ' ' 
used for the reserve asset payment and, separately, to re.:.balartce the Federal Reserve's and ESF's 
shares of U.S. foreign exchange reserves. 

• 	 Thi~ Treasury General Account (TGA) would ·transfer about $3.7 billion to the ESF in 
( 	 " 

return for the German marks required to make the reserve asset payment. The ESF would 
subsequently use these dollars (and kbout $1.4 billion equivalentofESF yen) in the . 
purchase of about $5 billion equivalbnt ofFederal Reserve marks. (Figures do not add 

_due to rounding.) , 

• 	 Total ESF assets would end upessentiaUyunchanged, but there would be, a slight 
reduction, at current exchange rates) in total ESF foreign exchange assets and a shift in , 

. composition to higher-yielding marks from lower-yielding yen. ESF <;lollar assets would 
increase temporarily during the intetval between the TGA's transfer of dollars to the ESF 
and the subsequent re-balancing tr~sactions.
" 	 'I 

RECOMMENDATION 	 I 

That you authorize me to undertake the ~gements n~cessary to pay the increased U.S. quota 
subscription and conduct the subsequent reJ,[balanCing transactions with the Federal Re,serve. ' 

Agree 	 Disagree Let's Discuss 

If you agrt!e, please sign the authorization Jt Tab A 



ANALYSISIBACKGROUND 

A. Quota Payment 

The IMF estimates that it will receive conse;nt from enough countries to achieve an 85% . 
weighted majority in early December, enabl,ing it to notify its members that the increase in 
quotas pursuant to the latest quota review has become effective and that members which have 
consented to the increase must pay it within! 30 days thereafter. Failure to pay in a timely manner 
could result in a reduction in the country's rblative voting share in the IMF (and could result in 
temporary loss of the U.S. veto in the IMF).! 

. . 	 I 

I 	 . 

The Congress authorized and appropriated ~undsfor an increase in the U.S. quota in the IMF 

amounting to SDR 10,622.5 million (about. $14.8 billion at the currentd()llar/SDR exchange 

rate). Und<:r IMF rules and the provisions of the applicable Resolution of the Board of 


. Governors, 75 percent ofthis amount is to b~ paid by writing up the letter of credit which the 
U.S. has issued to the IMF and the remaining 25 percent by transferring reserve assets (in the 

form of either SORs or foreign currencies ot some combination ofthe twp) to the IMF. 


. • The increase in theU.S. SUbSCriPtioJ to theIMF does not result in a net budget outlay 
. because the U.S. receives a liquid, in~erest bearing claim on the IMF for any dollars or 
reserve assets transferred to the IMF1This claim is an asset of the TGA. . 

In considering the form in which we would Lake the reserve asset payment, our guiding 
principle has been to preserve ESF flexibilit~; We viewed favorably the Fed's willingness to sell 
marks to Treasury to make this payment bedause we wanted to avoid using ESF foreign currency 
holdings as the source ofpayment, so as to ~aintain the ESP's capacity to intervene in support of 

I 	 . 

the dollar. We have the German monetary a~thorities' assent in our plan to use marks in the 
. 	 • I . 

transfer of reserve assets. We preferred not to use SORs to make the payment, so as to maintain 
. I 

the highest possible ESF capacity for future ~OR monetization, which is the most flexible source 
of expansion ofESF dollar resources. i 

I 
• For the U.S. monetary authorities (F~d and Treasury together), there will be a decline in 

. foreign exchange reserves associated: with making the reserve asset payment, as the 
. Federal Reserve's System Open Market Account (SOMA) will have $3.7 billion· 

. I· 

equivalent fewer marks. .i 

. I 


! 	 . 
• 	 The TOA will experience a cash decline of approximately $3.7 billion when the ESF,in 

the above-mentioned re-balancing tninsactions, credits the .Federal Reserve with dollars 
in re:turn for marks. This decline wa$ accounted for in the planning the Treasury 
refunding for the current quarter. . I 

B. Re-Balancing 	 I 

Our quartedy reviews with FRBNY (in its 'c~pacity as our fiscal agent and portfolio manager) of 
the ESF portfolio have highlighted a growink management issue: The distribution ofmark and 
yen-holdings between the ESF and the soMA. has grown increasingly disproportional for some 
time now and needs to be re-balanced. Not Jnly is this disproportion increasingly complicating 

I , 	 . 



I 
, 	 I," 

the management ofcertiLin investments conkon to the ESF and SOMA portfolios, it also hasthe , 
potential to raise liquidity issues that could tonstrain future ESF operations. 
, 	 I 
, 	

. I
, 

., . 
• 	 CUlTently, the ESF holds about 45%; of combined Treasury-Fed foreign exchange 

reserves; the SOMA holds about 5.5%. The ESF has more yen than marks; the division is 
about 60/40. The SOMA has more marks than yen; the division is abou1'65/35. These 
proportions are the result ofhistoric~ developments, rather than specific portfolio 
obj.;,ctives. ,.'. I L 	 " . . 

• 	 Th(: ESF's division implies a view on our part that intervention is more likely in ,yen than ' 
in marks. Historically, however, w~ have tended to intervene more in marks, and the ESP, 
is not now neutrally positioned, sho\ild we need to do so again. Also, tq.ere are the 
pragmatic issues ofwhether the Fed!would be willing,to keep up yen sales as long as 
Treasury or whether Treasury would want to keep up mark sales if it meant liquidating 
investments with price risk. I ' 

I 
• 	 A 50/50 split of both marks and yenjbetween the ESF and the SOMA would be in 

keeping with the practice of splitting the financing of intervention 50/50. Also, to the 
extl~nt that ESF's and the Fed's foreign currency portfolios and returns are identical, it 
would limit the divergence in share~ ofreserves over time resulting from unequal 
balances. I , 

The Federal Reserve is willing to sell mark$ to Treasury to replenish the ESF's mark holdings in 
the wake of the reserve asset payment and, going further, to bring into better balance the foreign 
exchange holdings ofthe ESF and the SO~A However, Chairman Greenspan wants to guard 
against creating an impression that the Fedis somehow monetarily fmancing the reserve asset 
payment and, therefore, he has asked that the reserve asset payment be completed before the i:e~ 
balancing transactions take place. I ' · 

, 	 I 

, I 	 ' . 
• 	 When the reserve asset payment takes place is dependent on 85% of IMF members 

ratifying the quota increaSe. Currently, we expect that to occur in early December. 
Should reserve asset payment not bd made until late December, we might have to defer, 
the re-balancing transactions into eakly January. 

i 
• 	 The most liquid parts ofthe ESF's German mark portfolio will be temporarily cleaned 

out during the interval between the time when the reserve asset payment is made 'and 'the 
time when the re~balancing occurs. ,I 

, 	 I ' , , . 

To address Chairman Greenspan's concerns, we plan for the reserve asset payment and the re
balancing 1ransactions to occur in two sepafate steps, as shown below. The amounts shown 
below would vary with exchange rate changes in the mark and the yen, and there could be a net 
positive or ~egative impact on ESF dollars as a result. However, the transactions are structured 
in such a way that any impact should be mit-gina!. (See Tab.B for schematic presentations on the 
trans.ctions and the re-balancing effects.) .1 

I 



, I 

Step One - Reserve Asset Payment 

I 
• 	 The ESF makes the. reserve asset payment (about $3.7 billion equivalent) to the IMF . , 	 . 

in the form of marks. .1 

• 	 The TGAtransfers the dollar counterpart to the ESF. 
,I 

Step Two - Re-Balancing ESF and SO'N1:A Portfolios 
.! . 

• 	 The Fed sells an amount of marKs (about $5 billion equi valent) to the ESF that will 
balance total mark holdings acrdss the SOMA and ESF. 

I 	 . . 
• 	 Simultaneously, the ESF pays theFeda,n amount ofyen (about $1.4 billion 

equivalent) that will balance tot~ yen holdings across the SOMA and ESF and the 
remaining amount needed in dollars (about $3.7 billion). This dollar amount woUld 

I 

be essen~ially identical to the dollar amount that the TGA transferred to the ESF in . 
. Step One. The ESF's sale ofye* would realize again, relative to historical average 
cost of acquisition; that would hfve a positive effect on the U.S. budget. 

. I· . 	 . 
We would make a public announcement at the time of the quota payment (Step One above),. 	 , 

. making plain that this is a Treasury operatiqn. That should relieve Chairman Greenspan's 
concerns about any appearance ofmonetaryj financing of the quota payment. Separately, we 
would later announce the re-balancing trans:actions (StepTwo above) when they occur. These 
announcements should preclude erroneous ~peculation among private market analysts as to the 
purposes of the transactions. .. I 

. . I . 
• 	 The ESF payment of dollars to the ~ed in the Step Two would be reflected in theDaily 

Treasury Statement (DTS) and in a change in the Fed's balance sheet. We would also 
need to make clear that this dollar outflow related to the re-balancing transactions, so that 
it would not be seen in the market ~ reflecting some other ESF operation, which analysts 
might incorrectly conclude was an ESF credit under the multilateral financial support 
mechanism for Brazil. I .''. . 

• 	 Th~: outflow of $1.4 billion eqUiVale~t ofESF yen would not raise the same visibility 
issue. The yen outflow would not s~ow in the DTS, although it would show in the next 
quarterly report on Treasury and Federal Reserve foreign exchange operations and . 
subsequently in theTreasury Bulletin. The decline in U.S. reserves resulting from the 
reserve asset payment would show if the first reserve assets press release following the 
payment. : 

. 	 , 

Attachments: Tab A: Authorization to Aslistant Secretary for International Affairs 
I 	 . 

Tab B: Schematics on the Transactions and Re-Balancing Effects 



) , 

I 
I 

I 
THE SECRETARY OF THE TREASURY 

i WASHINGTON 

I 

I 
SUBJECT: AUTHORIZATION TO THE ASSISTANT SECRETARY FOR 

, I 
INTERNATIONAL AFFAIRS TO INCREASE THE U.S. QUOTA 
SUBSCRlPTION IN THE INTERNATIONAL MONETARY FUND AND TO 
PURCHASE GERMAN MARKS FROM THE FEDERAL RESERVE SYSTEM 

1 ' 

, I 

By virtue of the authority vested in me as Secretary of the Treasury, including 31 U.S:C. 301 (b), 
31 U.S.C. 321, and 31 U.S.C. 5302, I hereb~ authorize the Assistant Secretary for International 
Affairs to undertake the arrangements, as set forth in his memorandum to me ofNovember _, 
]998, to in<:rease the U.S. quota subscription in the International Monetary Fund and also to re
balance the foreign exchange portfolio ofthb Exchange Stabi1izationFund (ESF) through the 
purchase of German marks from the Federal: Reserve System against the sale' of ESF dollars and 
Japanese yen. II ' 

This authoIization expires January 31, 19991 ' 

, , " I 

Robert E. Rubin 

'''-,---



General 

ESF::o' ESF 

IMF i 
- I 

I 
I 
I 

I 
I 
I 
I 
I,

I . I 

Recommendation for Meeting Quota Increase and Balancing ESF and SOMA FX Portfolios 

USD Equivalent Values as ofOctober 30, 1998 
TI----~----------~----------------------------_r--------__, 1"""---,

Mark Yen Dollar Treasury I 
Holdings Holdings 

SOMA ESF" SOMA ESF 
6,645 9,511 

. 

' 

SOMA ESF /:;; SOMA 
- '. --12,833--- 2;846~> i.-6;645---9;511-'-i-?:--'19:69S-1 ~·"iUOUI--I--'-1 

,-----I 

Mark ::: Yen Treasury 
Holdings '.: . Holdings General 

SOMA ESF -/:. SOMA ESF 
12,833 2,846 :' ':: 6,645 9,511' 

---'----' 

(chang,e} 

Step 2 Results: 7,840 8,078 . 16.136 
SOMA ESF ESF 

o 
ESF ':': SOMA 
7,840 .; 8,078 



Portfolio/mplications 
USO equivalent Values as of October 30,1998 

Current imbalances in the portfolios ... 
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Current MarkiYen Breakdown 

ESF SOMAl 

OM 34%, 66%1 100% 
Yen 59% 41%L-_~__________~ 100% 

Current Portfolio Composition 
ESF . SOMA' 
41% 66%OMI 

Yen 59% 34% 
100% 100% 

15.9 

Total 

1- ...a;e addressed through the propos:--l 
transactions. 
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ESF 
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FX Portfolio Values ($billions) 

ESF SOMA'ESF SOMA Total Change 

OM 7.8 7.8 15.7 -3.7 OM 50% 50%1 100% 

Yen 50% 50% 100% 

Total 

8.1 8.1 16.2 0.0 Yen 
15.9 15.9 31.8 -3.7 .._---_.

Change ·0.1 -3.6 -3.7 

Proposed Portfolio Composition 
ESF SOMA 
49% 49%DMI 

Yen 51% 51% 
100% 100% 

SOMA Total 

Proposed MarkiYen Breakdown 

Note: Numbers reflect some rounding differences from actual figures .. 

Market Rates: DM1.6565 
Y 116.45 
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OEPARTMENfT OF THE TREASURY 
WASHINGTON 

I 
UNDER SECRETARY ~::., J 7 'i~89 

'".< , 

MEMORANDUM FOR DEPUTY SECRETARY SUMMERS 
I 

FROM: 	 Timothy F. Geitlmer. I . 

Under Secretary (International Affairs) . 


SUBJECT: 	 Checklist for Meeting with~Managing Director Camdessus 

Time and Place Thursday, JAnuary 7, 1999 5:00 p.m. 

. IMP: Roorrl12-300 .. 


I 

Qther U.S. Participants Ted Trumari 

I 

Caroline Atkinson 
I 

Karin Lissakers 
Checklist ofIssues . i 

I 
1. 	 Russia' I 
• 	 What is the IlvlF's strategy on Russia? 
• 	 Any possibility of strengthening bhdget? 
• Need to lower expectations about bur I1vfF accord? 
(detail at Tab 1) 

2. 	 Brazil 
• 	 What to do about Brazil missing program targets on monetary dimension (i.e. domestic 

assets)? I 
• 	 Wait to see .early January results, ~ut ifno improvement need to think hard about revising 

pl'ogram. '. : 
• 	 Political developments in the past rveek have been a mixed bag. 
• 	 Is the IMP engaging enough with ~e Brazilian authorities on a regular basis and vice 

- -"-'. ? 	 -_.. _ .._ .......__ ... - ..._..... ......... ------..---- 
versa. .'. . I· 	 . 

• 	 Central bank involvement ~n foreJQ futures market -- will Brazil publish that data as they . 
said? ~razil apparently does not rant to p~blish the data, despite Malan's assurances to 
Stan FIscher thacthey would do so.) . 

Pakistan "- I .3. 
• Oppose IlvlF proposals to increase' financing beyond pre-sanction levels and front load. .. Use of CCFF inappropriate. ! 
• 	 Pattern ofIMP behavior in this region of the world (pakistan. Iran and Iraq) is very 

troubling to us on foreign policy grounds as well as economic groimds. 
(detail at Tab 2) i 
4. 	 Iraq . I· 
• 	 We're particularly disturbed that the Fund would be so careless as to suggest publicly that 

. there would be any nonnalization 10f relations with Iraq. 



i 
! 

5. Belarus and Ukraine .1 

• On Belarus, can't agree to proposed CCFF given limited conditionality and sport track 
record. I· 

• On Ukraine, support IMP's stance ~though not sure how resolute Fund will be); Treasury 
pmt ofU.S. delegation visiting nex~ week will emphasize need to get back on track with 
IMF. ;. 

. (detail at Tab I) 

6. 	 Architecture ; 
• 	 Contingent Reserve Support Mechamsm (CRSM) on Board agenda on January 13. We 

like st3.if's middle option (fOCUSing/on program augmentation). but rest ofG-7 quite split. 
Where is rest ofBoard? Need to !$it excessive micro-management 

• 	 In order to get Europeans on board land isolate Japanese, crucial for IMP to resolve any 
differences with G-IO central bankJrs (ECSC) on template. (lNe still want to get reserves 

I 

published weekly with a one week lag. Recogriize that G-IO Central Bank Governors 
supported weaker version.) Can't <Cmndessus help with the French?· . 	 Where is IMP on standards? I. 

• 	 Thoughts on Interim Committee reform. 

7. 	 Core Labor Standards 
• 	 How will IMP be addressing? 
• 	 We have legislative commitment to push to ensure that "maintenance and improvement of 

core labor standards are routinely uicorporated as an integral goal in the policy dialogue 
with recipient countries ..." I 

-- _.... I 

j 

I 

I .- -_.. _-----:--  --------r-·-··- .. -.--
I 
I 

i 

I 
1 
I 



I 	 Tab 1 
I 

., Russia 
.,I 	 . 

. I 	 . 

• 	 Not optimistic about budget. Curr~ntdraft likely only to get worse in subsequent Duma· 

readings (has pas~ed 1S! reading). ~und and Russia apparently on divergent paths. 


• 	 Have you had any response to your. letter? 
• 	 Do you see any realistic scen~o in 

I 

which Primakov revisits this budgyt and strengthens 

it? (If the DUma weakens it substab.tially this could give the govt the pretext for revising 

it.) . I ,. 	 . 

• 	 Ifbudget is not strengthened,· is thdre ,a basis for a program? May have to deal with debt 

problem separately. I . . . 


• 	 Forbearance on debt may be prefedble to new financing in a weak policy environment. .' 	 Appears Russia now in period ofc$ft where political stability, rather than reform, is 

paramount concern. . I . • .. . 
• 	 Fund needs to be engaged, but ma)j" not be able 'make sigruficant progress on stabIlization. 
• 	 Along with World Bank. should look at ways to push reform forward in some structural 

areas which will help lay ground-viork for growth when GOR re-embraces reform path. ' 

Ukraine 

• 	 Ukrainian ownership ofa compreh~nsive reform program highly unlikely in forese~able 

• 	 ...:ehas made progr~ss on imPljmenting reform only in the context ofan impending crisis 
combined with a firm IF! stance on conditionality. 

• 	 We fully support the Fund's stance bn Ukraine (though we are not sure how resolute the IMF 
,Will be). . I " 

• 	 In the absence ofdomestic political :-vill to reform, need to make effective use ofIFI leverage: 
I 	 . 

• 	 Heavy external debt repa~ents (both to the Fund and to private creditors) in 1999' 
and meager foreign reserve~ means that Ukraine needs IF! funds to avoid a BoP crisis 

I 	 .'
as early as end of first quaner. . 

• 	 The USG must certify by ,February 18, 1999 that Ukraine has made progress on 
economlc reform or1.fJ.mUD.~ will not recerVe~SO~r($S5M) 'orDS oilateral' aid. 

• 	 A delegation of our officials (Ted iTruman, Carlos Pascual, Steve Sestanovich) during the 
week of January 11 will deliver the message that Ukraine must take this opportunity to get 
back on track With the Fund and a~oid crisis. (Have met with Fund and Bank staff.) , 

• 	 Understand that the IMF mission in mid-January will do the same. 

Belarus 

• 	 UIlderstand you have decided to re-engage with Belarus and have negotiated a short staff 
monitored program leading to a C<tFF in three months. ' 

• 	 As you know we can't agree on de6ision to provide funding based on limited conditionality 
and ~hort track record ($1 OOM in fUnding with no tranching; 3 month required track record, 
and ,weak conditionality such,as toterance of a hopelessly distorted exchange rate regime). 

I 



! 

i 
We see no solid indication that Belarus intends real changes in policy course, e.g., renewed 
flirtation with monetary union with Russia, which would seem to be absolutely essential 
before there is any contemplatioh of new financing. Even low access upder CCFF is 
sl.tpposed to be in the context ofa generally appropriate policy stance .. , 

• Sends the wrong message to countries in the region which· Fund rightly holds to higher 
standards. 

/ 



. . 

TAB 2 

I

Pakistan and the IMF I 

I 
Issue: WI~are very concerned about the IMF's decision to augment lending to Pakistan, chiefly 
through the use of CCFF resources on theiorder of$500 million, alf ofwhich is programmed to be 
disbursed this month. The IMF has not ~etdemonstrated the need for these additional resources, 
especially up-front. In addition, we ;:tIe troubled by the use of fast-disbursing, low conditionality 
lending to Pakistan since the new program lacks an ambitious list of prior actions and Pakistan 

• 	 I 

consIstently has been one of the worst performers on IMF programs.
I 
I 

We have tried to rally other G-7 to ask that the size ofthe program be scaled back 

and"further conditionality be negotiated, bu.t have only received limited support (e.g., the Germans). 


, 	 I • 

As a result, we have signaled to Fund staff that we are prepared to oppose the program. The State 
Departm(:nt is supporting our decision, provided we don't "kill the deal". 

P'ts' 	 I ' Tlking dom 	 !a : 
1 
1 

o 	 ' While we have agreed to resume IFI lending to forestall a crisis in Pakistan, we strongly 
oppose IMF proposals to increase ~sistance above pre-sanction levels. Significant increases 
in IF! lending undermine efforts tO curb nuclear proliferation. 

I 
o 	 In addition, we do not believe the J:F1s have successfully demonstrated that such au~entation , 

is necessary to ensure that Pakistan will meet its fimmcing gap this fiscal year. Nor has the 
Fund demonstrated why Pakistan.~hould receive the bulk ofIFI disbursements up-front. 

o 	 Although the CCFF is intended tJ compensate Pakistan for an export shortfall in cotton, 
I 

overall exports have remained stea~y and Pakistan's terms oftrade have improved due to the 
dramatic fall in oilprices. ; 

I 
o 	 Rather than meeting a legitimate need, it appears that the Fund is using the CCFF solely as, 

a mechanism for providing addi~onal low conditionality, fast-disbursing assistance to 
Pakistan, a country that has repeatJdly failed to meet its IF! commitments. I_._-_....... .. , , ....... ., .... _......-~-...._-  ... _..._  ---- 

Backgrouw;l I' 
I 

I 
For 1998/99, the IMF staff have included ~proposed increase in 1FI financing ofabout $400 million 
over prev:iously programmed levels. In addition, the IMF is endorsing up-front lending in January 
of$1.2 billion, of which $850 million is n~w: $500 million from the CCFF and $350 million from 
a World Bank Structural Adjustment Lok. (Despite this new lending, the net increase in IF! 
disbursements in FY 1998/99 is only $400 million because a portion of the ESAFIEFF originally 
intended for disbursement this fiscal year i~ being pushed into FY 99/00, the World Bank is scaling 
back the s.ize of its power sector loan.) I ' 

. 	 i 
In our view, the IMF has failed to provide sufficient justification for this increased financing. 
Balance ofpayments assumptions do not, for example, include the $325 million already provided as 



I 
I 

"comp~ns:ltion for the F-16s. In addition, FLd staff have identified a residual :t'iTIancing gap of$3.45 
billion, but it is our understanding that likely sources of financing could be closer to $3.8 billion 
(although staff have been hard to pin dOwf on this point). ~ . 

I 
In addition, the Fund has provided no info:(mation on financing needs through January which might 
justify thf~ front-loading ofIFI resources. Other sources have suggested thatthe Fund is anxious to 
get reserves up to pre-testing levels of$l.4ibillion as fast as possible; we believe that Pakistan's very 
poor record track record on IFI prograrifs suggests that further tranching, linked to additional 
conditionality, is a better option. I 

I ' 
In addition, we have new concerns about i>3ldstan's performance since learning that the resumption . 
of Pakistan's ESAFIEFF will require thre~ waivers. The first, for net foreign assets, we expected. 
However, we believe the GOP's request fo~ two additional waivers - one on arrears ofthe Water and 
Power AtlthOrity and the second for failtfte to harmonize agricultural income tax policies _. are 

• I

troubling. I 

We also object to the use of CCFF resoJces for P~stan,·which are being provided in order to 
compensate for a shortfall in cotton expo~s; In addition, there is no evidence of an overall export 
shortfall, which shows exports have beerl relatively steady in the $8.1-$8.4 billion range since 
1995196. Finally, the "export shortfall" ~as occurred in the context of an overall terms of trade 
improvement for Pakistan due to the enoious windfall it has reaped from the drop in oil prices. 

I . . 
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DEPARTMENT OF THE TREASURY 
, WAiSHINGTON, D.C. 

I 
SECRETARY OF THE TREASURY September 24, 1999 

I 
MEMORANDUM FOR THE PRESIDENT 


FROM: Lawrence H. sumrnL I.... rl~: 
I 
I 

SUBJECT: 
. 

U.S. Proposal for a Y2K Facility in the IMF 
I 

All part <>fthe International MonetaIy Fld's contingency planning for the Year 2000 problem. 
we have proposed that a new, temporary !facility be established to respond to international 
liquidity problems that some less develo~ed or emerging market member countries may incur 
around the century date change. While we hope that such a facility will not be needed, we 
believe its availability will be reassuring ~o interi:tationaI investors aqd to financial markets. 

Response to the concept ofa new Y2K pLposal thus far within the G-7 and IMP Executive 
Board h~1S been highly favorable. The mhln issues to be resolved concern terms and access to 
this temporary facility. 

We and other G-7 member countries favqr tough terms,' including a significant interest premium, 
in view of two considerations. First, the exclusive purpose of this special Y2K facility is to 
address liquidity problems that are directly related to Y2K; and second, these Y2K problems are 
likely to be a one-time phenomenon and bf short duration. An alternative proposal by the IMF 
Managing Director entails softer terms mtd accessibility. We intend to push for a: decision next 
week dwing the IMFlWorld Bank Meetings to adopt our proposal. . i 

I 

I 
I 


) 
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I 	 010461 
DEPARTMENlj OF THE TREASURY 

WASHINGTON, D.C. 

ACTION· 

ASSISTANT SECRETARY, 	 SEP 23 1999 
j 

. I 

.~ I·
lVIEMORANDUM FORJ§ECRETARY SUMMERS 

FROM: 	 Edwin M. TJan (vtf' 
Assistant Secretary tV'· 
International Alffairs. . 

SUBJECT: 	 Memorandum L
j 

The President Concerning Our Y2K Facili~ Proposal
•. 

CJ 

ACTION FORCING EVENT: 


In the course ofmeetiIlgs uuong place ovkr the next several days, we hope to gain endorsement 
for our proposed temporary Y2K facility 'in the IMF. Press attt:ntion on this decision is likely, 
and the President should be informed ab6ut our plan. .. . 

I 

, I 

RECOMMENDATION: i 


That you sign the attached information m!emorandum to the President informing him ofour 

proposalfor"J:~il~'.4(I ~I.or V>q(v/ 
Approve: IV Disapprove: 	 Let's bISCUSS: ______ 

I 
j. 
i 
j 

BACKGROUND: 	 II 
j 

I 
Issuance ofour proposal on September 10 calling for a temporary Y2K facility in the IMF was 
immediately followed by the IMF MO's proposal. . Reaction to the concept of establishing such a 
Y2K facility has been very favorable, both in the G-7 and in the IMF Executive Board. The 
issues to be resolved concern terms and a~cessibi1ity. Our proposal calls for tougher terms than 
those ofii:rred by the MD. Specifically, wF propose an interest premium ofat least 250 basis 
points and bullet repayment by June 30, 2000, while the MD proposes an interest premium of 
100 basis points and repayment within ap~roximately one year. 

. I 
! 

We are pushing for approval offeaturescfmtained in our proposal for two reasons: First, the 
exclusive: purpose of this special Y2K fac~lity is to address liquidity problems that are directly 
related to Y2K; and second, these Y2K pI:obleins are likely to be a one-time phenomenon and of 
short duration. I 

I 
cc: VIS Geithner 	 I 
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MEM4)RANDUM FOR THE PRESIDENT 

'. I 
FROM: Lawrence H. Summers 

SUBJlI3CT: U.S. Proposal for jY2K Facility in the IMP 

... 
As part of the International Monetary Fpnd's contingency planning for the Year 2000 Problem, 
we have proposed that a new, temporary facility be established to respond to international 
liquidity problems that some less devel~ped or emerging maiket member countries may incur . 
around the century date change. While iwe hope that such a facility will not be needed, we 
believe its availability will be reassuring to international investors and to financial markets. 

RespoDtSe to the concept ofa new Y2K ~roposal thus far within the G-7 and IMF Executive 
Board has been highly favorable. The main issues to be resolved concern tenns and access to 
this temporary facility. I . 

We and other G-7 member countries faJor- tough tenns, including a significant interest premium, 
in view of two considerations. First, th~ exclusive purpose of this special Y2K facility is to 
address liquidity problems that are diredtly related to Y2K; and second, these Y2Kprobiems are 
likely to be a one':'time phenomenon and ofshort duration. An alternative proposal by the IMP 
Managing Director entails softer tenns futd accessibility. We intend to push for a decision next 
week during the IMFlWorld Bank Meetrngs to adopt ourpropos~l. 


