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) MEMORANDUM FOR SECRETARY RUBIN
DEPUTY SECRETARY SUMMERS

FROM: Timothy F. Geithner 4
‘»i—‘As&stant Secretary (Intemat10n31 Affairs)

.SUBJECT: . - " IMF Resources Contmgency Planning
I thought it would be prudent to take a look at potential demands foz 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
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'CURRENT IMF LIQUIDITY: CONTINGENCY PLANNING

ISSUE: Prudence requires that, of the $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 ratained to protect the encashability of liquid claims on the Fund. Consequently, both
the Fund and 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 need to
consider options 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 following table gives a rough estimate of the countries that might request IMF 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% of quota (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 of ongoing 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 under normal
circumstances would be from $5.1 billion (if all requests were at 100 percent of quota) to $15.3
billion (all at 300 percent of quota).

 Potential Magnitude of R‘equ‘ests

100 % of Quota 300 % of Quota Remarks

Almost Certain

Ukraine

$1.3 billion (minus

$532 million already
committed under

| existing program

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

| Program request

imminent. Likely
amount $2.3 to $2.5

|billion. ©

leaves $768 million)




Quite Possible

' Turkéy‘ o

$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

‘I 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 Possibility

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 gettinga
staff-monitored
program, which
would normally last
at least 6 months. -

'B.  SCOPE FOR FURTHER USE OF QUOTA RESOURCES

As noted above, Treasury estimates that the IMF has $3 to $8 billion in uncommit\ted' liquid




qﬁota’ resources available for new commitments of IMF credits. (This takes into account the
recent additional financing packages for Indonesia and Russia.) ‘

IMF staff has estimated that other new commitments through the end of the year, net of
repayments, will amount to about $3 billion. (This is for all countrles, not only the medlum to- -
large size countrics noted above.)

C. '~ OTHER FINANCING OPTIONS - -\

The following opt1ons which are roughly i 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 of the GAB for new programs.

- About $14.25 billion will remain following activation for the new Russia
program. This would easily cover a combination of requests at the low end of the
. possible range (3$5.1 billion for 4 most likely countries at 100 percent of quota)
but not at the upper end ($15.3 bllhon)

-- A more fundamental problem is that of the four countries considered most hkely
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 groupmg several
countries together. We will check 1nto this.}

Brazﬂ ‘though less hkely to seek support, would probably meet the test. ngerza
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. Campﬁaign for bilateral lending to the IMF.

- The Fund has undertaken borrowing from bilateral lenders in the past to
supplement existing resources, including short-term borrowing in situations

c.omparable to the current one where resources were at extremely low levels buta

quota increase was anticipated.
-~ Possible lenders: Japan, Germany,‘ECB, and BIS.

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

B



'possib[y, a commitment by the U.S. to égree 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).

Cﬁ deeper into the 30 percent reserve cushion (e.g., by $<104billion).

Treasury estimates the current reserve cushion (i.¢., 30 percent liquidity ratio).at $30 to
$35 billion. Given the risks involved, and our public statements about the danger of
digging deeper into the cushlon we would presumably do so only under certain
circumstances, such as: - A

some understandmg among countrles to avoid encashing reserve tranche ‘
posmons

near certamty 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 offmgj _ -
o near certainty of substantial repayment by Korea in December;
[ if a large portioh of the new credit extended involved relatively early

repaymem (SRF rather than EF F),

recogmnon backed up by pubhc staiements from the USG and IMF that the risk
of not digging into the cushion outweighs the risk to the IMFs financial position.

Proceed with the quota increase without the United States.

-would provide about $45 billion in additional usable fesOurceS'

might be acceptable to other countries -- they would surely prefcr toa campangn

-~ for increased bilateral Iendmg,

,_’but would entail Ibss of U.S. veto, and may be interpretéd by Congress as proof

that the IMF doesn’t need our money.

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 large scale mid-term
borrowing as an alternative to a quota increase would be more problematic,



particularly at a time when markets would perceivé Congressional inactionasa
sign of lack 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 of the Fund as a
cooperative organization of official lenders and borrowers, members’ contro] of

‘and accountablhty for the institution’s activities. '

Sell some portion of EMF’s gold resources ($4 bllhon book value; $32 bxllmn
. market)

- Pol1t1caily/bureaucrancally very dxfﬁcult Would reqmrc approval by 85 percent
of the Board. .

- At best useful at the margms The more this optxon is exercxsed the greater the
effect on gold prices, the less return on sales. ‘
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DEPARTMENT OF THE TREASURY
WASHINGTCN, C.C.

SECRETARY SF THE TREASLRY September 1, 1998
The Hanofamerrem Lott
Majority Lzader

. United States Senate
Washington, D.C. 20510

Dear Mr. Leader:-

As the 105® Congress retumns 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 $18 bxlhon in critical funding for the International Monetary Fund
(IMF).

Since Iate 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 with the resources it requires to help contam the threat of
ﬁmher 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 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 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, amountzng to over $22 billion worth
of exports on an annuahzed basis.

Agamst 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, a fully equipped IMF is in
the economiic 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
. 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,

» ©* RobertE. Rubin . T~

n.



DEPARTMENT OF THE TREASURY
WA:HIVG:ON O.C.

SECRETARY OF THE TREASURY September 1’ 1998
. The Honcrable Thomas Daschle
-Minority Leader
United States Senate
Washington, D.C. 20510

- Dear Mr. ];eéder: ‘

As the 10‘\‘*‘ Congress returns to complete its business in the few wer:ks remammg before
adjournment, I am writing to-urge once again that Congress immediately consider and pass the
Administration’s request for $18 billion in critical ﬁmdmg 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 cf developments abroad, including in Asia and Russia. We simply cannot afford any
further delay in providing the IMF with the resources it requires to hel p contain the threat of
further financial and political instability around the wor!d

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 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 implementing strong IMF programs, we have already seen a decline in US exports to key
markets in Asia by over 20 percent through Iune cf this year amountmg to over $22 billion worth
of exports on an annualized basis.

Against this backdrop, it is critiéal that the United States take the steps necessary to protect the
mterests of American workers, businesses, and farmers. More broadly, a fully equipped IMF isin -
the econoxr ic interest of our 1mportant trade partners throughout Latin America. While we agree
that the IMF 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 colleacues to act thh the utmost
dxspatch to pass this legislation. :

Smcerely,

W"‘“\

Robert E. Rubin



DEDAKTWENT OF THE TREASURY

 WASHINGTON, O.C.
‘ : September 1, 1998
SECRITARY CF T"’" TREASLRY . )
The Honorable Richard Gephardt
& " Minority Leader ‘
- U. S. House of Representatives
Washington, D.C. 20515

Dear Mr. Leader:

* As the 105™ 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 $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.

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

further delay in providing the IMF with 1he resources it requires to help contain 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 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 implementing strong IMF programs, we have already seen a decline in US exports to key
markets in Asia by over 20 percent throu0h June of this year amounnng to over $22 bzl[;on worth
of export’s 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, a fully equipped IMF 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

- meaningfil change, it remains an effective and indispensable tool in the management of the
international economy. I respectfully urge you and your colleagues to act thh the utmost
dispatch to pass this legxs!anon : -

- Sincerely,

Q/z,f

Robert E. Rubl



DP"‘A?TMENi OF THE T?-A:U PV
SYASHINGTON, B.C.

September 1, 1998
SECREITARY CF THE 7 : ZASLRY ) .
The Henc:rable Newt Gmgnch
- Speaker
U. S. House of Representatives . - :
Washington, D.C. 20515 ‘

Dear Mr. Speaker:

As the 105“‘ 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 $18 billion in critical funding for the International Monetary Fund

(IMF).

Since 1ate last year we have been urgmg action on this pnonry 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 with the resources it requires to help contain the threat of
further ﬁnancaal and political mstabxhty around the world.

Let me be clear the fundamentals of the American economy remain sound, w1th continuing good

" prospects for strong growth with low inflation, but recent developments testify clearly to the
impact of | global uncertamty 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, amountmg to over 522 billion worth
of exports on an annuahzed basxs

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, a fully equipped IMF is in
the econornic 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
meaningful change, it remains an effective and indispensable tool in the management of the

_ international economy. [ respectfuily urge you and your colleagues :o act with the utmost
dispatch to pass this legislation, ‘

_Sincerely,

N

Robert E, Rubin
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1398-SE-010155

: DEPARTMENT OF THE TREASURY
T WASHINGTON, D.C.

September 4, 1998
SECRETARY OF THE TREASURY .
The Honorable Newt Gmgnch
‘Speaker
U.S. House of Representatwes
Washington, D.C. 20515

Dear Mr. Speaker:

Thank you for your letter on the IMF and Russia. The questions you raise involve enormously
complicated issues both about Russia, and about the structure and efficacy of IMF stabilization

“programs. Let me attempt to address your concerns as fully as possible, but I am also avanlable to
discuss these issues with you further.

With respect to Russia, T 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 turmoil does not
change the fact that Russia, with IMF assistance, made real progress over the last seven years:
over seventy percent of the economy is now in private hands, trade has been liberalized, market
distorting subsidies have been cut and the overall level of government expenditures has been
reduced by 43%. But, there is an enormous 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 réforms that you rightly
highlight, such as protection of investor and property rights, are among those to be supported by
future IMF/World 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 of a
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.



Of course, 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 IMF disbursement. In many
instances, the judgment 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 bank 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 announced 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
disbursernent 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 list of essential reforms does not differ greatly from yours or 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 wxll work to keep this the policy going forward —
in Russia and other countries. :

I also feel 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 1mplement their IMF support programs, these countries are begmmng 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



taken serious steps toward restructuring its banking system. While both of these countries still
have significant work ahead of them to achieve sustainable stability and restore market
confidence, their actions so far demonstrate the effectiveness of IMF programs when combined -
with the politiéal determination to implement them.

Yesterday, the IMF 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 national security interests of the United States. This is why I feel it
is so critical that the Congress act immediately to approve the Admlmstranon s request for $18
billion in urgently requnred IMF funding.

Smcere]y

25"\50\5 ﬂ%

Robert E. Rubin



SITRITARY OF THE TREASURY

DEPARTMENT OF THE TREASURY
WASHINGTON, B.C.

September 1, 1998

The Honc«rable Newt Gmgrxch
Speaker

U. S. House of Representatwes
Washington, D.C. 20515

Dear Mr. Speaker:

As the 105® Congress returns to complete its business in the few weeks remaining before
adjournment, T.am writing to urge once again that Congress immediately consider and pass the
: Admuustratxon s request for $18 billion in cntlcal 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 with the resources it requires to help contain 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 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 impletnenting 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 basns

Agamst 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, a fully equipped DMF 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
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,

N

Robert E. Rubin
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Asrited Bixtees House of Repeoscubatities
Hlashington, D\ﬂ zU3Ls

September 2, 1998

. . Hounorable Rabert Rubin

Secrewary of the Treasury
1500 Peruyylvunin Avenus, NW
Wasbipgton, DC 20220

Dear Mr. Sacretary:

| seceived your Jetter yesterday urging Congress to immediately apprepriats $18
eillion for the Interational Moncfary Fund (IMF). You mectioned that “[E]vents uver
the past ¢ight months — 107 10 mention the lage few days und weeks = underseore the
uupact urt the US ecunomy of developmenis abyoad, including Asid and Russia,™

T agres. Dur, T would add that those develupinents also go tu the heurt of voneems
over the porformance of the IME and its impuct un the world cconomy. Russia is a case
in poial, As | wrets to you ia Iuly. | have serious concerns about what roformas actually

have been achizved by IMF and other loans to Ruseia. Russia is the [MFs laxgest
horrowir  Nince 1997, the LMF bas app:ovcd over §30 billion in louns ta Russia, over
322 b!ll:on of which have already been spent.’ o

“What appears to lave happencd iy the IMF bus taken vg the auribuies of badly run
commercial banks it usually sccks to bail out. I the case of Russia, the IMF appuretuly
has increased its loan exposure to a bad risk in the hopes that postponement uf default
will somehow revive the Russian econnmy and result in subscquent repaynent.
Meanwhile, the IMF sesms to expect that Moscow will come 1o its sences and embroce ' )
ezl ecoromic reform without being reguired to do so by its lender. [ thig is indeed what

- ovcurred, it raises cruginl questions that mead 1o he (inlly and sanstactorily answered

gefore any more Amerfcan wxpayers doflers are commimed to thc IMF,

Where has all this mency gone’? How much of this mooey s el Russin? [fow
rauch of this woncy is in the hands of cormupt offivials or their cormupt business
assccintes? What reform were promised and not instinwed? Can we expect any mare
favorable impact of future IMF loans o Ru...'ua’

I his Rgore does not welude vast loans by other lenders including the Weorld
Bank and Japan, in dddition o bm.em! assistance from the LS, EL countnes and athar
dunors,

Rioo2
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Porhaps more tindamentally, why didn't the PMF require the kinds of rea!
refarms that will save the Kussian econamy Aefarg The maney Wae provided, incinding
invesiors rights, privete property proteciion, and the ike? It eppears this did ot happen,
which Iy why buth domestic and foreign private investment ib Russia has dried up.

Withuut privale uvestnent, tiers s o bupe for 2 reversad of Rusyia’s economiv fortuses.
Without rea/ reform, these i3 no hope for 2acousaging private ipvestient.

Mr. %c’at'ary, as the Congress continues its consideration of your request foran

IMF quota increace, thaso and other queytions newd 1o e adaquately muerﬂ'd_ Tlook
forward o henm:g fram you

Sincerely,

/\/M

" Nowt Gingrich

PR



' MEMORANDUM FOR:

TREASURY CLEARANCE SHEET

0 SECRETARY © DEPUTY SECRETARY [ EXECUT
0 ACTION -0 BRIEFING O INFORMATION 00 LEG

O PRESS RELEASE O PUBLICATION O REGULATION
- 00 TESTIMONY ) 0 OTHER
FROM: Y, Gex i _ '
THROUGH: N
SUBJECT:

HCERRT SR e e U

REVIEW OFFICES (Check when office clears)

O Under Secretary far Finance . O Enforcement ) O Palicy Management
O Domestic Finance O ATF : O Scheduling -~
"0 Economic Policy O Customs . Q Public Affairs/Liaison
O Fiscal O FLETC O Tax Palicy .
O FMS . O Secret Service O Treasurer
O Public Debt O General Counsel . OE&P
I Inspector General O Mint -
0 Under Secretary for International Affairs . O IRS ) Q Savings Bonds
O International AfTairs O Legislative Affairs
(0 Management {d Other,
gocc
NAME (Please Type) INITIAL DATE OFFICE TEL. NO.
INITIATOR(S)
REVIEWERS

= \«\N{«@R‘“

SPECIAL INSTRUCTIONS

O Review Officer

Date O Executive Secretary Date
: . : DO F 80-02.1

(04/83}




/J[/'f‘a.po\mj ,52 Nqﬁcj LL@ J
MAA/K \/Ml(aww"/( /d/%S/A—

7 /Véc 7 LS /A&{/,e,x/\/)

LS cmﬂ wilk WW"
» 5/W7 \prc,7 .

—_

e v 6’ C&Wp /&4 .1614,7 pr? |

Pl Ly o Pl
osui; RV ¥ ‘*3/ -~ b\bgg |
| | NS $ C\%~gsc- St



T " \*‘, v ’ ‘
98-SE-011605
1998-SE
£ 2 DEPARTMENT OF THE TREASURY ‘ |
. WASHINGTON, D.C. - ‘
September 25, 1998

s - - INFORMATION

MEMORANDUM FOR SECRETARY RUBIN
DEPUTY SECRETARY SUMMERS

FROM:  Timothy F. Geithner 7’ ﬁ
Assistant Secretary (Intematxonal Affmm)

SUBJECT: IMF Legislation

We need to decide on an approach to final negotiations on the content of IMF 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 and IMF interest
rates.) We expect Chairman Livingston will contact us agammedule the Republican
Leaders meeting early next week. Presumably, they will then outline a set of “pre-conditions”
applicable to the NAB or quota, ot both. -

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

. A public G-7 commitment (and U.S. certification thereof) to pursue a set of reforms in
‘ addition to those: already agreed in the Sepate bill (See (A) below)

i s-unhera 1ded_reforms that the IMF has aiready
S 1mplementecl or. L&ahoutm{Brbel‘OW‘) TS

\ s e

- An Administration commitmentda Executive actions to orms that

'5?‘ ncluded in the final kg_ﬁlgh_qg_(g gcxgally labor rlghts) prospectwely in the’
form of a letter Trom the Secre Secretary (C). Staff to Repm?rank and Bomor inform us that \

Rep. Frank expects this communication as soon as possxble o ‘ —

. uniring us to use our voice and vote to pursue a broad range of reforms,
cluding, inter alia, key elements of the Halifax II process: global architecture, moral
' hazard, private sector burden- sharmg, etc. Many of these are already contained i in the
House Bankmg bill.

*

An advxsory..commmswn Urrﬂre‘iMF.

e

As additional alternatives, we could consider ap Executive Order to pursue reform agendas

| EXECUTIVE SECRETARIAT
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outside the IMF and a Camdessus letter committing to pursue reforms.

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

but of a cut-off of ‘ESF. authority.

- insistence on such pre~conciikj‘carries the threat not only of losing the NAB or quota, or both,

We’ve structured the details of the three key components of our proposed package as follows:

i

(A) Legislative provisions conditioning the availability of funds on U.S. certification that the

G-7 has publicly agreed to work to impiemeni the following policies at the IMF: :,

[« - Botrowers required to liberalize trade restnctlons at minimum consistent with. ex15tmg

international agreements

. Borrowers required to eliminate the | pervaswe practice of directed lending and market-
, distorting subsidies -
. Borrowers required to develop nond:scnmmatory (forelgn vs. domesnc creditors) -
insolvency procedures |
* ' Mandatory release of Letters of Intent and Policy Framework Papers by borrowers, with
redactions of sensitive information -
. Mandatory release of summaries of Board discussions (PINs) on country programs

changes in general IMF policy, and perhaps Article IV reviews, with redactions

ﬁs_s;ltial agreement among the G-7 on the first two points was reached in the Spring, in the .

context of the Senate bill. No agreement has been attempted yet on the other elements, although
very preliminary discussions have been held among G-7 Execuuve Directors.

(B) Legislative prov:s:ons condmomng the avatlabd;{y of funds on U.S. certifi catton thar the

IMF, as a result of U.S. initiatives, has zmplemented the following refa_my

F Monthly release of current IMF liquidity data
. External evaluations of Fund program and policies

. Anti-corruption: governance measures as part of IMF condmonahty and adopnon of
_ Code on Fiscal Transparency :
. Publication of Exccutive Board meeting agenda and reports to the Intenm Comm:ttee

e Voluntary release of PINs on Article IV Board discussions

. Greater release of Letters of Intent by borrowing countries
. Higher interest rates for short-term ergency loans (SRF}).
. Greater access to IMF archives C o

R



(C) @inf‘stmtioh commitment to pursaje labor [and environmental] reforms: Principally
embodying the relevant provisions of the House Banking bill, these would presumably include
Executive actions instructing the USED to use our voice and vate to:

. 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 rlghts

. [Promote recognition by the IMF that macroeconomic developments and policies can

-affect and be affected by environmental policies, including through work w1th MDB:s. ]

The Bonior and Frank staffs have implied that the. focus shguLbe on the IWns which -

s congistent 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 including environmental language, as suggested by the

bracketed language from the Banking bill, but we should be cognizant of the real limitations on
what we can offer in this regard.

cc: U/S Lipton
AJ/S Robertson
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e DEF‘ARTMENT OF THE TREASURY
WASHINGTON
Novenber 2, 1998

ASSISTANT SECRETARY ‘ o
B . i .

| ‘ ‘ ACTION

i N

| A

" MEMORANDUM FOR SECRETARY RUBIN
FROM: Timothy F. Geithner 7
: Assistant Secretary, International Affairs

SUBJECT: - IMF Quota and NAB: Joint Notification to Congress

ACTION-F()RC]NC EVENT: ;

|

U.S. funding for the quota increase and the New Arrangements to Borrow (NAB) cannot be
made available to the IMF until you and Chairman Greenspan provide written notification to
Congress that the major sharcholders of the Fund have publicly agreed to and will act to
implement certain policies set out in the IMF funding legislation. o

'
P

" RECOMMENDATION: : !

That you sign the draft letters at tab 1. (Fed! staff has reviewed and cleared the letters.)
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
title may be obligated or made available to the International Monetary Fund until 15 days after
the Secretary of the Treasury and the Chaxrman of the Board of Governors of the Federal Reserve
- System jointly provide written notification to the appropriate committees that the major
“ shareholders of the Fund have publicly agreed to, and will act to implement in the Fund” a
number of reforms relating to lending conditions, transparency, and interest rates and maturities
for certain IMF loans. A copy of the relevant 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 ensure 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
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agreed to support a broader range of reforms to improve the effectiveness of the IMF including
transparency and accountability of the IMF changes in lendlng policies, terms of lending and
improved conditionality.”

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 Serv'xces of the House of Representatives.

- Next steps: Separately, we will be sendmg you a memo on the various steps that are requlred for

the quota increase and adherence to the NAB to take effect.

i

Attachments: |
Tab 1: Draft joint certification letters
Tab 2: Relevant provisions from the 1eglslanon

Tab3: Joint statement by G-7 Executive Directors

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

1

SECRETARY OF THE TREASURY

The Honorable Ted Stevens ‘
Chairman ' i
Committee on Appropriations
United States Senate

. Washington, D.C. 20510-6025

Dear Mr. Chairman: . !

Pursuant to Section 601 of Title VI of th:e 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 pubhcly agreed to, and will act to implement in the IMF,
the policies set forth therein.

For your information, we are enclosing a copy of the Declaration of G7 Finance Ministers and Central
Bank Governors, as well as a copy of a memorandum from the representatives of these shareholders
to the Managing Director and members of the Executive Board of the IMF concerning this matter,
both of which were issued on October 30.
Sincerely,

H

Robert E. Rubin ~ | . Alan Greenspan
Secretary of the Treasury Chairman of the Board of Governors
of the Federal Reserve System

Enclosures



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

Deaer 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 (IMF) have pubhcly agreed to, and will act to implement in the IMF,
the policies set forth therein.

For your information, we are enclosing a copy of the Declaration of G7 Finance Ministers and Central
Bank Governors, as well as a copy of a memorandum from the representatives of these shareholders
to the Managing Director and members of the Executive Board of the IMF concerning this matter,
both of which were issued on October 30.

i

Sincerely,

i

Robert E. Rubin L : Alan Greenspan
Secretary of the Treasury . Chairman of the Board of Governors
L - of the Federal Reserve System

Enclosures



DEPARTMENT OF THE TREASURY |
WASHINGTON, D.C.

{
SECRETARY OF THE TREASURY

The Honorable Alphonse M. D’Amato |
Chairman

Committee on Banking, Housmg, and Urban Affairs
United States Senate

Washington, D.C. 20510-6075

'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 (IMF) have publicly agreed to, and will act to implement in the IMF,
the pohcnes set forth therein. :

o For your information, we are enclosing a copy of the Declaration of G7 Finance Ministers and Central
Bank Governors, as well as a copy of 2 memorandum from the representatives of these shareholders
to the Managing Director and members of the Executive Board of the IMF concerning this matter,

- both of which were issued on October 30.i '

H
)

S"mcerely,

Robert E. Rubin ! _ Alan Greenspan
Secretary of the Treasury - Chairman of the Board of Governors
? of the Federal Reserve System

Enclosures -



DEPARTMENT OF THE TREASURY
WASHINGTON, D.C.

i

SECRETARY OF THE TREASURY

The Honcrable Bob Livingston - |
Chairman i
Committee on Appropriations -
U.S. House of Representatives
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 (IMF) have pubhcly agreed to, and will act to implement in the IMF,
~ the policies set forth therein.

For your information, we are enclosing a copy of the Declaration of G7 Finance Ministers and Central
Bank Governors, as well as a copy of a memorandum from the representatives of these shareholders
to the Managing Director and members of the Executive Board of the IMF concerning this matter,
both of which were issued on October 30 :

Sincerely,

i
|
i
!

L

Robert E. Rubin _ Alan Greenspan
Secretary of the Treasury . Chairman of the Board of Governors
: of the Federal Reserve System

Enclosures



|-
DEPARTMENT OF THE TREASURY
WASHINGTON,’D.C,

SECRETARY OF THE TREASURY

The Honorable James A Leach |
Chairman A

Committee on Bankmg and Financial Semces
U.S. House of Representatives

Washington, D.C. 20515-6050

Dear Mr. Chairman: E
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. _

, _

" Foryour mformat:on, we are enclosing a copy of the Declaration of G7 Finance Ministers and Central

Bank Governors, as well as a copy of a memorandum from the representatives of these shareholders

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

Sirttcerely, ‘
Robert E. Rubin " Alan Greenspan

Secretary of the Treasury - Chairman of the Board of Governors
‘ ‘ ~of the Federal Reserve System

Enclosures



DEPARTMENT OF THE TREASURY
WASHINGTON, D.C.

SECRETARY OF THE TREASURY

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 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 pubhcly agreed to, and wﬂl act to implement i in the IMF,
the policies set forth therein, ,

For your information, we are enclosing a copyl; of the Declaration of G7 Finance Ministers and Central
Bank Governors, as well as a copy of a memorandum from the representatives of these shareholders

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

Sinicérely,
|
Robert E. Rubin : Alan Greenspan

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

Enclosures



DEPARTMENT OF THE TREASURY
WASHINGTON, D.C.

SECRETARY OF THE TREASURY

The Honorable Joseph R. Blden, Jr.

Ranking Member

Committes; on Foreign Relations

United States Senate

Washingten, D.C. 20510-6225 ;
: |

Dear Senator Biden: 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 pubhcly agreed to, and will act to implement in the IMF,
the policies set forth therein.

For your information, we are enclosing a copy of the Declaration of G7 Finance Ministers and Central
Bank Governors, as well as a copy of a memorandum from the representatives of these shareholders

to the Managing Director and members of the Executive Board of the IMF concenung this matter,
both of which were issued on October 30.

7

Siﬁcerely,

Robert E. Rubin y . Alan Greenspan
Secretary of the Treasury - Chairman of the Board of Govemnors
‘ : of the Federal Reserve System

Enclosures



DEPARTMENT OF THE TREASURY
WASHINGTON, D.C.

SECRETARY OF THE TREASURY

i
[
|
i
i

The Honorable Paul S. Sarbanes g g
Ranking Member

Committee on Banking, Housing, and Urban Affairs

United States Senate
Washington, D.C. 20510-6075

Dear Senator Sarbanes:

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 pubhc]y agreed to, and will act to implement in the IMF,
the policies set forth therein.

.
For your information, we are enclosing a copy of the Declaration of G7 Finance Ministers and Central
Bank Governors, as well as a copy of a memorandum from the representatives of these shareholders
'to the Managing Director and members of the Executive Board of the IMF concerning this matter,
both of which were issued on October 30.’ ;

Sincerely,
i
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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DEF’ARTMENT OF THE TREASURY
WASHINGTON, D.C. ,

SECRETARY OF THE TREASURY

i
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The Honorable David R. Obey -
- Ranking Member '
Committee on Appropriations P
U.S. House of Representatives '
Washington, D.C. 20515-6015

Dear Mr. Obey: , L

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

Internaticnal Monetary Fund (IMF) have pubhcly agreed to, and will act to implement in the IMF,
* the policies set forth therein. ‘
For Sfour information, we are enclosing a copy of the Declaration of G7 Finance Ministers and Central
Bank Governors, as well as a copy of a memorandum from the representatives of these shareholders
to the Managing Director and members of the Executive Board of the IMF concerning this matter,
both of which were issued on October 30 |

‘ Smcerely,

.~ RobertE.Rubin - i Alan Greenspan
~ Secretary of the Treasury Chairman of the Board of Governors
of the Federal Reserve System

Enclosures



DEPARTMENT OF THE TREASURY
WASHINGTON, D.C.

SECRETARY OF THE TREASURY :

The Honorable John J. LaFalce '
Ranking Member |
Committe: on Banking and Financial Servtces
U.S. House of Representatives
Washington, D.C. 20515-6050

Dear Mr LaFalce:

Pursuant to Section 601 of Title VI of the Ommbus Consolidated and Emergency Supplcmental
Appropriations Act, 1999, P.L. 105-277, we hereby notify you that the major shareholders of the }

Internationial Monetary Fund (IMF) have publlcly agreed to, and will act to implement in the IMF,
the policies set forth therein. :

For your information, we are enclosing a copﬁr ofthe Declaration of G7 Finance Ministers and Central
Bank Governors, as well as a copy of a memorandum from the representatives of these shareholders

to the Managing Director and members of the Executwe Board of the IMF concerning this matter,
both of which were issued on October 30.

: Sirqcerely,

!

1

i

Robert E. Rubin I  Alan Greenspan
- Secretary of the Treasury | Chairman of the Board of Governors
- of the Federal Reserve System

Enclosures
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DECLARATION OF G7 FlNANCE MlﬂlSTERS AND CENTRAL BANK
GOVERNORS

C

The fi nancial problems which began in Asia last year have exposed
weaknesses in emergmg market countries and in the intemational financial
system; 1

o
|
t

2. At our meeting in Washington on 3 October, we, the Finance Ministers
and Central Bank Governors of the G7 countries, agreed on the importance of
intensified co-pperation among us in meeting the challenges of the current
situation and on the need to work together quickly on a wide range of reforms
to strengthen the intematicnal financial system. Today our Leaders announced

-agreement on @ nymber of fo!low up steps to this end whach we will be
implementing as rapid| y as pcssub

MEETING THE CHALLENGES ‘OF THE CURRENT snumon

3 We welcome the positive- developments since our meeting on 3 October ,
As we said following that meeting, we reaffirm our commitment to create or
sustain the conditions for strong, domestic demand-led growth and.financial
stability in each of our economies. The authorities will continue to be vigilant in
ihe light of the shift in the balance of risks on a giobal basis. Thare has also
been imponant progress in a number ot other argas:

(i  we welcome the pssxtnve steps that have been taken towards the
implementation of the IMF Quota Increase and the New
Arrangements to Borrow. We call for these to be implemented as
soon as possible. Together they will provide additional resources
of $90 billion for the IMF which should be used to ensure the
stability of the international financial system;

(i) in consultation with our partners, we further commit ourselves to
-supplement the Fund's resources where necessary through the
“activation of the New Arrangements to Borrow and the General

Arrangemen‘cs to Borrow :

(i) in Europe, it will be | \necessary ta push forward with structural
reforms and, in continental Europe, prepare for the euro, and
reduce unemployment to sustain conditions conducive to- robust
domestic demand;



(iv)

(v}
(vi)

(vii)

{wmi)

in Japan, !égislationt has now been passad on the banking sector,
a major step forwarp in the process of strengthening the financial
system. The Japansese authorities have made clear their intention
that the essential swxft and effective action to complete the process,
including the recapstahsatxon of banks, with appropriate conditions,
will be taken as a matter of urgency. This action, together with a
sustained boost to domestic dernand, is a kay precondmon for the
restoration of markct confidence and growth not justin Japan but

in the whole Asxan regxcn

in the US it Wl“ be :mportam to continua to maintain sound policles
which promote solid growth and low inflation;

the pulicy cummdme%uts by the Government of Braail, which we wili
work with the intema’t!onal community to support;

the progress made m many countries in Asia toward estabhshmg
the foundation for recavery

in . responsg to the current except ional cnrcumstances in the
internatione! capital | markets, we are agreed that strengthened
arrangements for dealing with contagion are needed:
| - S o
«  the central element would be the establishment of an
- enhanced IMF; Facility which would provide a contingent
short-term line|of credit for countries pursuing strong IMF
approved policies. This facility cauld be drawn upon in times
of need and would entail appropriate interast rates along with
shorter maturiti es

. the facuhty wau‘ld be accompanied by appropnate pnvate'
sector mvolvement

l

. in  appropriate carcumatances the facilily could be

complemented,!in individual ¢ases, by bilateral contingent
financing activated alongside tha IMF facility. it would remain
up to individual G7 governments and other governments
cancerned to decxde in each case whether to provide such
bdateral ﬁnancmg,

v02.

I
]
|
|
|
|
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(ix) we also welcome the new World Bank emergency facility, ta provide

’ additional funding on 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 pnvate sector Involvement In emerging market
‘ financing. |

i
'

REFORMS TO THE INTERNAT‘IONAL FINANCIAL SYSTEM

4, Followmg data led d:scussnons mcludmg \mth colleagues from other
industrial and emerging marketi economies, we, the Finance Ministers and
Central Bank Governars of the G7 countries, are now agreed on the following
specific reforms to strengthen the international financial system. ‘We have
agreed to carry these forward through our own actions and in the appropriate
international financisl institutions end forums. These reforms are designed to:
increase the transparency and openness of the international financial system;
identify and gisseminate international principles, standards and codes of best

.practice; strengthan incantives to mest thess international standards; and

strengthen official assistance to help developing countries reinforce their
ecorniomic and financial infrastructures.  They also include policies and
processes to ensure the stability and improve the surveillance of the
international financial system. Fmany they aim at reforming the International
Financial Institutions, such.as the IMF, while deepening cooperatlon among
industrialised and develcpmg countr 1eS.

i

Transparency and goncg-maklﬁg procedures |

§.  We agree on the nsed for greater transparency and openness in the
financial operations of indivi dual countries, of financial and corporate
institutions, and of the International Financial Institutions. The cornerstone for
this is stronger.and more comprehenswe internationally agreed principles,
standards and Codes of best praclice, as well as the extensicn of amemaﬂonal
surveillance of their mp!ementat!on :

6.  We agree in the public sector to dehver greater transparency in economlc
policy-making and in disclosure of economic statistics and key mdlcatcrs We

therefare commit ourselves to: !
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~ Transparency;

(i)

(i)

_ position.

1
|
i
i
i
!
i

comply with the iMF's Code of Gaod Practices on Fiscal

i

comply with an :ntematlonally agreed Code of Conduct on Monetary

and Financial Pohcy' We urge the IMF quickly to complete its work
on this Cade by the ;1999 Sprlng meetings,;

dxssemmate reguiar and timely information about the aggregate
foreign exchange liquidity position of aur public sectors and to work
ccoperatively to improve the compiiation and dissemination of
similar information in relation to financial and corporate sectors.

support efforts undefway in the IMF to reach decisions by the end

of 1998 on steps to strengthen the SDDS, including the pravision of
more comprehensive information on reserves and impraving
statistics on external debt and a country’'s intemational mvastment

k
1

7. Similar standards of transparency are required In the private sector. We

call upon:

N0

(it)

(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 govemance and structure by the May 1888
Ministerial, !

the !ASC to finalise by early 1999 a proposal for & full tange of
internationally agreed accounting standards, 10SCO, IAIS, and the

Basle Committee should complete 3 timely review of these
standards;

the appropriate commmees headquartered In the BIS, in
conjunction with emargmg market countries, national autharities,
and other relevant private and public sector badies, to examine the

- question of appropriate transparency and disclosure standards for

private sector financial institutions Involved in Intermational capltal
flows,"such as investment banks, hedge funds and other
institutional mvestors -
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8. We commit ourselves to endeavour to ensure that private sector

institutions in our countries comp y with these prl nmp les, standards and codes
of best. practlce

S. We call upon:

(i

|

1
'

i

all countries which péftimpate in global capital'marketé similarly to

commit to. comply with these internationally agreed codes and
standards;

i

the IMF to monitor, in close co-cperation with the standard-setting

bodies, the nmplementatlcn of theee codes and standards as part of
its regular surveullance under Art:cle IV,

the IMF ta publish m, a timely and systematic way the resuits of its
surveillance of the degree to which each of its member countries

meets internationally recognised codes and standards of
. transparency and disclosure in the form of 2 Transparency Report,

the Fund, World Bank, QECD and the international regulatory and
supervisory orgamsatxons to work closely together to provide
advice and, where necessary, assistance to countries to help them
meet these nnternatlonally agreed codes and standards.

Stability of the International F‘manc:al System

- 10, We agree that better processes are needed for monitoring and promoting
stability in the international fi nancna! system and for the International Financial
institutions, working closaly wuth the international supervisory and reguiatory
bodies, to conduct surveillance of national financial sectors and their regulatory
and supervisory regimes with an relevant information accessible to them.

1. We agree therefore that we witl;

(i)

sector surveillance using national and internaticnal regulatory and
supervisory expertise, including through a process of peer review,

and the MR’ regul ar survenlance of its member countnes under
Article IV;

I

to this end bring tcgéther the key international institutions and key

- support the estabhshmem of a process for strengthened financial

national authorities involved in financial sector stability better to co--

o
.8,

1
i
!
1
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i
operate ang to co-ordinate their activities in the management and
development of policies to foster stability and reduce systemic risk
in the international financial system and to exchange information

more systematically on risks in'the international financial system.

At our meeting on 3 October we asked Dr Tietmeyer to consult the refevant
international bodics on these referms and we look forward to his conclusions.
12.  We call upon other countries which participate in the global capital market
to give their support to the establishment and operation of the process.

13.  We commit ourselves to strengthen, in our own countries, the regulatory
focus on risk management systems and prudential standards in fi financial sector
institutions; in particular, examining the implications arising from the operation

- of leveraged international financial organizations including hedge funds and
-offshaore institutions. Appropriate means should be sought to encourage off-

shore centres to comply with mternatlonally agreed standard. We cali upon
other countrias whrch panirupate in the glabal capital markets to take similar

14, In addition. as part of the process of developnng better ways to respcnd
to crises, we call upon :

() the private sector to facilitate “Collective action clauses” for more
orderly workout arrangements, and we will consider the use of such

" clauses in our.own sovereign and quasi-sovereign bond issues;

l . . .
(1)  the World Bank in cooperation with the IMF and other multilateral

R development banks to work with their members to put in place |

effective insalvency a'nd debtor-creditor regimes;

(iii) the IMF to move ahead under carsfully deS|gned conditions and on

'~ acase by case basrs with its recently reaffirmed policy of lending

into arrears. We willjinstruct our Executive Directors to monitor
application of this policy carefully in the current gnvironment;

(iv) the private sector to bunld upon its expenence with some emergmg
market countries in developmg market-based contingent financing
mechanisms, the conditions of which might provide eithér greater
payments flexibility of the assurance of new financing in the event
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of adverse market developments. The private sector also needs ta
be involved appropria‘tely in crisis management and resolution,

i

i
|

15, We recognise that the osenmg of capztal markets in emerging economies
must be carried out in a careful and well sequenced manner if countries are (o
benefit from closer integration into the global economy. In particular, financial
sactors and regulatory and supervisory regimes must be robust and adequate
to deal with risk. The international financial institutions should play a
constmctwe rale in the Process of orgerly opemng of the capital account

16 We agree that more attentron must be gwen in times of crisis to the effect
of economic adjustment on the most vulnerable groups in society. We therefore
call upon the World Bank to develop as a matter of urgency general principles
. of good practice in soclal policy, In consultation with other relevant institutions
These should be drawn upon 'in developmg adjustment programmes in

response to crises. A !
l

IMF REFORMS

17.  As our Executive Dire’ctors;at the IMF have outlined, we have agreed to
support a broader range of refot:'ms to imprave the effectiveness of the IMF
including transparency and accountability of the IMF, changes in landmg' ~
policies, terms of lending and xmproved conditionality.

18. In particular, we call upon; ;
| .
(iy  alliFisto adopt a. presumptfon in favour of release of Information,
except where this m:ght comprom:se confi denbahty

(i) the IMF to develop a formal mechanism fr.:r systematic evaluation.
invalving external input, of the effectiveness of its operations,
programmes, policies and proceduras. :

t
i

- NEXT STEPS 1
18.  We agree to take :mmcdtately the actions to wh:ch we have comm itted
ourselves. These measures will strengthen . the fundamentals of the

intemational financial system and. assist cnsns-affected countries to find & route |
out of their current difficulties. E

i
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20, Moreover, we need to widén our effarts to strengthen the international
financial system. Qur aim [s to create an international financial system for the
twenty first century that capturss the full bensfits of global markets and capital
flows, minimizes the risk of disruption, and better protects the most vulnerable
while promoting the international monetary stability which is an element of a
stable international financial system. We will initiate further work on a number
of othier important araas to identify addittonal concrete steps to-suengthen the
international financial architecture. These include: '

(i)

(ii)

(i)

()

- and practices; |

scope-for strengthened prudential regulation in industrial countries

wil -

examining, in addition to the measures already described, the

to encourage sound analysis and careful weighing of risks and

rewards, including consideration of appropriate transparency and
disclosure standards for all financial market participants;

|
further strengthening prudential regulation and financial systems in

‘emerging markets by exammmg the scope for measures to increase

the resilience of rnanc:al systems and to promote the adoption of
international ‘standards and best practice, for example by
maximising markat disciplines and other legal and regulatory means
to motivate countries to adopt and enforce international standards
, |

consideration of the elements necessary for the maintenance of
sustainable exchange rate regimes in emerging markets, including
consistent macroeconomm policies that promote stability in
individual countries and in the system as a whole;

developing new ways to respond to crises, by exploring the

possibilities of new structures for official finance the conditions of -

which would reflect better the evolution of modern markets, and by

- examining new procedures for coordination of the relevant

international bodiesiand national authorities ‘and for greater
participation by the pnvate sector in crisis containment and crisis

resolution, nncludungi through the use of. mnovatwe financing
techniques:

assessmg proposals fcr strengthemng the IMF, o as to improve its
programmes and procedures in crigis prevention and resolution;
and assessing proposals for strengthening the Interim and
Ceveloprnent Committees of the IMF and Wourld Bank;

)
i
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(vi) minimising the human cost of financial crises and encour‘agmg the

adoption of pohmes that better protect the most vulnerable in
society.

21. The reform of the ntemataonaf financial system is in the interest of all
countries and al! need ta ba involved In the process. We therefore commit
oursalves to consult widely throughout the international community, 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; v
(i)’ ask the relgvant international institutions and organisations to carry
forward the proposals above and repart back to us by the time of

the Sprmg Meetings: | i
() discuss thess issugs in other appropriate international fora,

_ including the Interim Commlttee

22, We will meset as necassary to monitor progress as envisaged at our

meeting in Washington. We wﬂ report to G7 Heads before their mesting in
Cologne on: *

() the effect of the xmmed|ate action taken In restoring stabllity to the
international fi nancual system;

(i) progress in lmplementmg the reforms to the system to improve
~ (ransparency and prevent crises on which we are agreed and which
are set out above ’

(i) our propcsals for actlon in the areas for further work set out above

|
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SEc. 601. None of the Sunds appro;pmated in this title
may be obligated or macge available to the International
Mometury Fund until 25'? days after the Secretary of the
- Treasury cmd the Chmmcm of the Board of Gmemors of
the Federal Reserve Systelm Jorintly promde umtten cnotzﬁ
cation to the appropriate com'mzttees that the major share-
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to zmplement in the Funcl'the follomng polwzes

(1) Poézmes prowdmg that conditions wn standby

or other arrang Jmengs regardmg the use of Fuﬁd re-
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. . . - '
ties, or institutions; and

I
:


http:provisi.on

'
§
i

529

(C) pra@?jde a Zegal basis for nomdiscrim-

!
1
|
natory treatme;m an wnsolvency proceedings be-
tween domestz’ci and foreign creditors, and for
debtors and etheir concerned DETSONS.
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“adversely aﬁ’ect the *natwnal semmt Y of a coun-
try, and which is of the type that would be clas-
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" .(3) Polictes pmm‘:diﬂg‘ that within 3 months after
any meeting of the E":cecutive Board of the Fund at
which a Letter of Inzémt, a Memorandum of Under-
standing, or a PolicyéFmrﬁework Paper is discussed,
a'co;m) of the Letter (;;f Intent, Memorandum of Un-

derstanding, or Policy Framework Puper should be
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made available for public inspection with the follow-
' 1
ing mformation redacted:
(4) Information which, if released, would

adversely affect \the national security of o’ coun-

try, and which s of the type that would be clus-
sified by the Unfiited States Government.
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DEPARTMENT OF THE TREASURY
WASHtNGTQN D.Cc. :

|

I .
JECRETARY OF THE TREASURY : November 2, 1998

|
i

The Honorable Ted Stevens
Chairman
~ Committee on Appropriations
United States Senate '
" Washington, 1D.C. 20510-6025
Tl

Dear Mr_Clairman:

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 publlcly agreed to, and will act to implement in the IMF,
the policies sct forth therein. ?

For your information, we are enclosing a copy <|>£ the Declaration of G7 Finance Ministers and Central
- Bank Governors, as well as a copy of a memorandum from the representatives of these shareholders
to the Managing Director and members of the Executive Board of the IMF concerning this matter,

« both of which were issued on October 30. !

Sincérely,
‘ |
Robert E. Rubin Alan Greenspan
Secretary of the Treasury Chairman of the Board of Governors

of the Federal Reserve System

Enclosures




DEPARTMENT OF THE TREASURY
WASHINGTON, D.C." :

Névember 2, 1998

SECRETARY OF THE TREASUHRY

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

Dear Mr. Chkairmah; :

Pursuant to Section 601 of Title VI of the Omnibus Consolidated and En{ergcncy 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
H

For your information, we are enclosing & copy ?of the Declaration of G7 Finance Ministers and Central
Bank Governors, as well as a copy of a memorandum from the representatives of these shareholders
to the Managing Director and members of the Executive Board of the IMF concerning this matter,
both of which were issued on October 30. ‘

Sincerely,

| A

Robert E. Rubin Alan Greehspan
Secretary of the Treasury Chairman of the Board of Governors
~ of the Federal Reserve System

Enclosures




DEPARTMENT OF THE TREASURY
WASHINGTON D.C.
i
SECRETARY OF THE TREASURY November 2 ’ 1998

The Honorable Alphonse M. D'Amato
Chairman

Committee on Banking, Housmg, and Urban Aﬁ‘mrs
United States Senate
Washington, D.C. 20510-6075

Dear Mr. Chairman:

Pursuant to Section 601 of Title VI of the Ommbus Consohdated and Emergcncy Supplemental
Appropriations Act, 1999, P.L. 105-277, we hereby notify you that the major shareholders of the

International Monetary Fund (IMF) have pubhcly agreed to, and will act to implement in the IMF,
the policies set forth therein.

For your information, we are enclosing a copy of the Declaration of G7 Finance Ministers and Central
Bank Governors, as well as a copy of a memorandum from the representatives of these shareholders

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

Sincerely,
. i .
’ . 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.

SECHETANY OF THE THEASUNY ' November 2, 1998 -
i

The Honorable Bob Livingston
Chairman

Committee on Appropriations
U.S. House of Representatives
Washington, D.C. 20515-6015

Dearl\/ré&ﬂ"nn‘;n:

Pursuant to Section 601 of Title VI of the Ofmnibus 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 pubhcly agreed to, and will act to xmplement in the IMF,
the policies set forth therein.

For your information, we are enclosing a copy ¢ ofthe Declaration of G7 Finance Ministers and Central
Bank Governors, as well as a copy of a memorandum from the representatives of these shareholders
to the Managing Director and members of the Execunve Board of the IMF concerning this matter,

- both of which were issued on October 30, f

1
i
i

Sini:}tarcly,
Gy L" ) A .
~ Robert E. Rubin : - Alan Greenspan
Secretary of the Treasury = Chairman of the Board of Governors

| "~ of the Federal Reserve System

Enclosures




SECHRETAHY OF THE TREASURY

' DEPARTMENT OF THE TREASURY
WASHINGTON D.C.

The Honorable James A. Leach .
Chairman

Committee on Banking and Financial Servxces
U.S. House of Representatives
Washington, D.C. 20515-6050

J lﬂ\
Dear M/Qﬁnrman

November 2, 1998

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 pohcnes set forth therein.

For your information, we are enclosing a copy of the Declaration of G7 Finance Ministers and Central
Bank Governors, as well as a copy of a memorandum from the representatives of these shareholders
to the Managing Director and members of the Execunve Board of the IMF concerning this matter,

* both of whlch were issued on October 30,

Sincerely,

* Robert E. Rubin
Secretary of the Treasury

Enclosures

Y

~ Alan Greenspan
Chmrman of the Board of Governors
of the Federal Reserve System



DEPARTMENT OF-“ THE TREASURY
WASHINGTON’ p.c.

SECRETARY OF THE TREASURY ‘ November 2, 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 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 puhhcly agreed to, and will act to implement in the IMF,
the policies set forth therein.

For your information, we are enclosing a copy ?f the Declaration of G7 Finance Ministers and Central
Bank Governors, as well as a copy of a memorandum from the representatives of these shareholders

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

Sincerely,
< L @\\3 |
Robert E. Rubin : Alan Greenspan
Secretary of the Treasury Chairman of the Board of Governors

of the Federal Reserve System

Enclosures




DEPARTMENT OF‘ THE TREASU RY
WASHINGTON p.C.

| | 2 8
SECHETARY OF THE THEASURY ) November ;] 199

The Honorable John J. LaFalce
Ranking Meinber

Committee on Banking and Financial Semceg
‘U.S. House of Representatives
Washington, D.C. 20515-6050

A~

Dear /&Fal’cé

- Pursuant to Section 601 of Title VI of the Ommbus Consohdated 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 pubhcly agreed to, and will act to implement in the IMF,
the pohcues set forth therein.

- For your information, we are enclosing a copy of the Declaration of G7 Finance Ministers and Central
Bank Governors, as well as a copy of a memorandum from the representatives of these shareholders

* 10 the Managing Director and members of thc Executive Board of the IMF concemning 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




DEPARTMENT iOF THE TREASURY
WASHINGTON, D.C.

SECRETARY OF THE TREASURY November 2, 1998 o

The Honorable David R. Obey
Ranking Member :
Committee on Appropriations
U.S. House of Representatives
Washington, D.C. 20515-6015

- L
Dea%prﬁé)h/
Pﬁréuant to Section 601 of Title VI of the Omnibus Consolidated and Emergency Supplemental

Appropriations Act, 1999, PL. 105-277, wé| 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 copy of the Declaration of G7 Finance Ministers and Central
Bank Governors, as well as a copy of & memomndum from the representatives of these shareholders

to the Managing Director and members of the Executive Board of the IMF concerning thxs matter,
- both of which were issued on October 30. -

| - Singerely,
Robert E. Rubin Alan Greehspan
Secretary of the Treasury i Chairman of the Board of Governors

of the Federal Reserve System

Enclosures




SECRETARY OF THE TREASURY

DEPARTMENY{
WASH!

The Honorable Paul S. Sarbanes
Ranking Member

Committee on Banking, Housing, and Urban Affairs
United States Senate

Washington,

Dear 4{6
P

D.C. 20510-6075

rf&ﬁﬁfa;es:

OF THE TREASURY
NGTON, D.C.

November 2, 1998

Pursuant to Section 601 of Title VI of the Omnibus Consohdated 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 pubhcly agreed to and will act to 1mplement in the IMF
the policies set forth therein. !

|

H
i

‘For your information, we are enclosing a copy,ofthe Declaration of G7 Finance Ministers and Central
Bank Governors, as well as a copy of a memo[randum from the representatives of these shareholders
to the Managing Director and members of the Executive Board of the IMF concerning this matter,

< both of which were issued on October 30. }

Enclosures

i

Sinc'}erely,

~ Robert E. Rubin
Secretary of the Treasury

V

i

Alan Greenspan
Chairman of the Board of Governors -
of the Federal Reserve System




SECHETARY OF THE TREASURY

- both of which were issued on October 30.

DEPARTMENT OF THE TREASURY

WASHI

The Honorable Joseph R. Biden, Jr.
Ranking Member

Committee on Foreign Relattons
United States Senate

Washington, D.C. 20510-6225

Jvl‘—

DeMSe}!LBiﬂén:

NGTON, D.C.

" INovember 2, 1998

“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 pu}bhcly agreed to, and will act to implement in the IMF,

the policies set forth therem

For your information, we are enclosing a copy of the Declaration of G7 Finance Ministers and Central
Bank Governors, as weli as a copy of a mem?randum from the representatives of these shareholders
to the Managing Director,and members of the Executive Board of the IMF concerning this matter,

Robert E. Rubin
Secretary of the Treasury

Enclosures

Sin{cérely,

Alan Greenspan
Chairman of the Board of Governors
of the Federal Reserve System
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11998-SE- 013015

DEPARTMENT Oﬁ-’ THE TREASURY
WASHINGTON, D.C.

ASSISTANT SECRETARY

- ACTION

MEMORANDUM FOR SECRETARY RUBIN

FROM: Timothy F. Geithner <24
' Assistant Secretary (International Affairs) : mﬁ%

SUBJECT: : "~ Consent to IMF IIQuota Increase

ACTION-FORCING EVENT: j

i

The recem IMF leglslatlon provided that ﬁ'mdmg 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 shareholders have agreed to and will act to implement
certain policies set out in the legislation. The fifteen-day waiting period will expire on Tuesday,
November 17, after which time it wouid be appropnate to inform the IMF of our consent to the

quota increase.

REC OMNIENDATION:

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

quota. o ‘ ‘ ,
Agree ‘/Disagree l - Let's discuss

BACKGROUND:

U.S. consent will be a major step forward [towards the general quota increase’s becoming
effective, which cannot occur until members 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 the Fund the increase in our quota within 30 days of
‘either (a) the date on which we notify our|consent; or (b) the date on which the 85 percent
threshold is reached, whichever occurs later, Currently, 39 members representing about 34.5
percent of quotas have consented We cxpect that the 85 percent threshold will be reached in
early De: ember

Under separate cover we are providing you a draft Ietter to the IMF giving adherence to the
NAB. 5 ] ‘

.cc: DS Summers
Acting Principal DAS Truman

EYECUTWE EC ZTARAA




DEPARTMENT OF THE TREASURY
WASHINGTON, D.C.

SECRETARY OF THE TREASURY : ,

November 17, 1998

‘The Honorable Michel Camdessus
Managing Director

International Monetary Fund

700 19* Street, N.-W.

Washington, D.C. 20431

Dear Mr. Camdessus:

In my capacity as United States Governor of the Intematiohal‘Monetary Fund, I have the honor

to notify you that the United States hereby| consents to the increase in its quota to SDR 37,149.3
million in accordance with Board of Governors’ Rcso]utlon No. 53-2 on “Increase in Quotas of

F und Meinbers - Eleventh General szxe|w

. f Sincerely, o

i Robert E. Rubin -
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|1998-SE-013109

DEPARTMENTOﬁTHETREASURY
WASH!NGTON D.C..

-N_ovember 20, 1998
ASSISTANT SECRETARY « »

MEMORANDUM FOR SECRETARY RU BIN //%/ |
FROM. -~ Timothy Geithner [, |

- Assistant Secretary élte ational Affairs)
SUBJECT: - ' Payment of U.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 exgected in early December, of the
entry into effect of the increase in quotas. ‘ ‘ '

e The increased subscnptxon is to be paid by Wntmg up the U.S. letter of credit to the IMF
(75 percent of the total, or about §1 1i 1 billion equivalent) and transferring reserve assets
‘to the IMF (25 percent of the total, or about 337 bllhon equivalent).

We propose to make the reserve asset transfer in the form of German marks. The $3.7 billion”

equivalent of marks would initially come from the holdings of the ESF. But the Federal Reserve

had indicated that it would sell some of its rlnark holdings to Treasury to replenish the ESF marks -
. used for the reserve asset payment and, separately, to re-balance the Federal Reserve’s and ESF’s

shares of U.S. forexgn exchange reserves.

. The Treasuxy General Account (TGA) would transfer about $3.7 bllhon to the ESF in
return for the German marks rcqulreld to make the reserve asset payment. The ESF would
subsequently use these dollars (and about $1.4 billion equivalent of ESF yen) in the
purchase of about $5 bﬂhon eqmvalent of Federal Reserve marks. (Flgures do notadd
‘due to roundmg ) : :

o Total ESF assets would end up essentially unchanged, but there would be a slight
~ reduction, at current exchange rates, in total ESF foreign exchange assets and a shift in -
“cornposition to higher-yielding marks from lower-yielding yen. ESF dollar assets would
increase temporarily during the interval between the TGA’s transfer of dollars to the ESF
- and the subsequent re-balancing traﬁsactions. |

RECOMMENDATION

That you authorize me to undertake the arrangements 11(5(:*3532&5r to pay the increased U.S. quota
- subscription and conduct the subsequent re;balancing transactions with the Federal Reserve.

o Agree Disagree _| -~ Let’s Discuss _

- 1f you agrée, please sign the authorization at Tab A -




ANALYSIS/BACKGROUND

A. ‘Quota Payment

The IMF estimates that it w111 receive consent from enough countries to achlevc an 85%
weighted majority in early December, cnabhng it to notify its members that the increase in
quotas pursuant to the latest quota review hgis 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 rlelatlve voting share in the IMF (and ceuld result in

temporary loss of the U.S. veto in the IMF). i

The Congre ss authorized and appropnated funds for an increase in the U.S. quota in the IMF
amounting to SDR 10,622.5 million (about, $14 8 billion at the current dollar/SDR exchange -
rate). Under IMF rules and the provisions of the applicable Resolution of the Board of
. Govemors, 75 percent of this amount is to be paid by writing up the letter of credit which the
U.S. has issued to the IMF and the remmmng 25 percent by transferring reserve assets (in the
form of either SDRs or foreign currencies or some combination of the two) to the IMF.

e The increase in the U.S. subscription to the IMF does not result in a net budget outlay
. because the U.S. receives a liquid, interest bearing claim on the IMF for any dollars or
reserve assets transferred to the IMF! This claim is an asset of the TGA.

In considering the form in which we would make the reserve asset payment, our guiding
principle has been to preserve ESF ﬂexxbahty We viewed favorably the Fed’s willingness to sell
marks to Treasury to make this payment because we wanted to avoid using ESF foreign currency
holdings as the source of payment, so as to maintain the ESF’s capacity to intervene in support of
the dollar. We have the German monetary authorlties assent in our plan to use marks in the
transfer of reserve assets. We preferred not to use SDRs to make the payment, so as to maintain
the highest possible ESF capacity for future SDR monetization, whxch is the most flexible source
of expansion of ESF dollar resources. |

e For the U.S. monetary authorities (»Fe!d and Treasury fogether), 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) wxll have $3.7 billion
equwalem fewer marks. 4
{

e The TGA will experience a cash declme of approxzmately $3.7 billion when the ESF, in
the above-mentioned re-balancing transactxons credits the Federal Reserve with dollars
in return for marks. This decline was| accounted for in the planning the Treasury
refunding for the current quarter. l

B. Re-BaIancing o i

“Our quarterly reviews with FRBNY (in its ceixpacity as our fiscal agent and portfolio manager) of
the ESF portfolio have highlighted a growing management issue: The distribution of mark and
yen-holdings between the ESF and the SOMA has grown increasingly disproportional for some
time now and needs to be re-balanced. Not cZ)nIy is this disproportion increasingly complicating




the managemenl of certain investments common to the ESF and SOMA portfolios, it also has the
potentlal to raise hquldlty issues that could constram future ESF operatlons ‘

» Curently, the ESF holds about 45%I ' of combined Treasury-Fed forelgn exchange
reserves; the SOMA holds about 55% The ESF has more yen than marks; the division is.
about 60/40. The SOMA has more marks than yen; the division is about 65/35. These
proportions are the result of lustoncal developments, rather than specific portfolio
objactives. R -

e The ESF’s division implies a view on our part that intervention is more likely in.yen than -
in marks. Historically, however, we have tended to intervene more in marks, and the ESF
is not now neutrally positioned, should we need to do so again. Also, there are the
pragmatic issues of whether the Fedlwould be wxlhng 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. : l‘

e A 50150 split of both marks and yen between the ESF and the SOMA would be in
“keeping with the practice of splitting the financing of i intervention 50/50. Also, to the
extent that ESF’s and the Fed’s foreign currency portfolios and returns are identical, it
would limit the divergence in shares of reserves over time resultmg from unequal
balances.

The Federal Reserve is willing to sell marksI to Treasury to replemsh the ESF’s mark holdmgs in
the wake of the reserve asset payment and, going further, to bring into better balance the foreign
exchange holdings of the ESF and the SOMA. However, Chairman Greenspan wants to guard
against creating an impression that the Fed i 1s somehow monetarily financing the reserve asset
payment and, therefore, he has asked that the reserve asset payment be completed before the re-
balancing transactlons take place.

§

s When the reserve asset payment takclas 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 be made until late December, we rmght have to defer.
the re-balancmg transactions into early January.

o The most liquid parts of the 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. :

To address Chairman Greenspan’s concerns, we plan for the reserve asset paynient and the re-
balancing iransactions to occur in two separate 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 negative impact on ESF dollars as a result. However, the transactions are structured
in such a way that any impact should be marginal, (See Tab B for schemanc presentat;ons on the
» transactlons and the re-balancmg effects. )




Step One - Reserve Asset Payment

¢ The ESF makes the reserve asset paymcnt (about $3 7 billion equivalent) to the IMF
* in the form of marks.

. The TGA transfers the dollar counterpart to the ESF.’
, |

Step Two - Re-Balancing ESF and SOMA Portfolios

¢ The Fed sells an amount of marks (about $5 billion equivalent) to the ESF that will
balance total mark holdings across the SOMA and ESF.

. Stmultaneously, the ESF pays the Fed an amount of yen (about $1 4 billion
equivalent) that will balance total yen holdings across the SOMA arid ESF and the
remaining amount needed in dollars (about $3.7 billion). This dollar amount would
be essentially identical to the dollar amount that the TGA transferred to the ESF in -

~Step One. The ESF’s sale of yen would realize a gain, relative to historical average
cost of acquisition, that would have a positive effect on the U.S. budget.

We would make a pubhc announcement at tghe time of the quota payment (Step One above)
-making plain that this is a Treasury operanon That should relieve Chairman Greenspan’s
concerns about any appearance of monetary| financing of the quota payment. Separately, we
would later announce the re-balancing trans‘actions (Step Two above) when they occur. These -
announcements should preclude erroneous speculatxon among pnvate market analysts as to the
purposes of the transactions. T
- o The ESF payment of dollars to the F}ed in the Step Two would be reflected in the Daily
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 as reflecting some other ESF operation, which analysts
might incorrectly conclude was an ESF credit under the multilateral financial support '
mechanism for Brazﬂ :

. The outflow of $1.4 billion equivalent of ESF yen would not raise the same visibility
- issue. The yen outflow would not show in the DTS, although it would show in the next
quarterly report on Treasury and Federal Reserve foreign exchange operations and ‘
subsequently in the Treasury Bullerzln The decline in U.S. reserves resulting from the
reserve asset payment would show in the first reserve assets press release following the
payment . :

i
i

‘Attachments: Tab A: Authonzanon to Ass‘lstant Secretary for International Affairs ,

"~ Tab B: Schematics on the Transactxons and Re-Balancing Effects
A o




' THE SECRETARY OF THE TREASURY
WASHINGTON

SUBJECT: AUTHORIZATION TO THE ASSISTANT SECRETARY FOR
INTERNATIONAL AFFAIRS TO INCREASE THE U.S. QUOTA
SUBSCRIPTION IN THE INTERNATIONAL MONETARY FUND AND TO .
PURCHASE GERMAN MATRKS FROM THE FEDERAL RESERVE SYSTEM

By virtue of the authority vested in me as Se‘cretaxy of the Treasury, mcludmg 31 U.S.C. 301 (b),
31U.8.C. 321, and 31 U.S.C. 5302, 1 hereby authorize the Assistant Secretary for International
Affairs to undertake the arrangements, as set forth in his memorandum to me of November .,
1998, to increase the U.S. quota subscnpuon in the International Monetary Fund and also to re-
balance the foreign exchange portfolio of the Exchange Stabilization Fund (ESF) through the
purchase of German marks from the Federal Reserve System against the sale of ESF dollarsand
Japanese yen.

This authorization expires January 31, 1999:

Robert E. Rubin




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

USD Equivalent Values as of October 30, 1988

——— — i o ol oo b v v e - -~

= (5 e Mark Yen ) Dollar Treasury r 1
(USD millions) Holdings . Holdings - Holdings General L IMF
SOMA ESF' . SOMA ESF " ESF Account |
12,833 6,496 - 6,645 9511 -~ 16,046] (changes) I
|TRANSACTIONS » !
1. ESF transfers German -3,650: - —» 3,650
|marks to IMF 2,846 !
2. TGA transfers the USD 3,650 -3,650] |
equiv. of the payment to ESF T 19,696 }
: . - . o . |
: o SOMA ESF . SOMA ESF : ESF TGA : :
“|Step 1 Results: — """ "12,833 2,846 i —6,645- 9,511 — 19,696 —|—— —-3,650/-— | —
: R i
: 5 Mark Yen . .~ Dollar Treasury .
(USD mitiions) Holdings ¢ - Holdings - Holdings - | General
S SOMA ESF -. SOMA - ESF "/ ESF . Account
- 12,833 2846:- 6645 9511 19698] (changes)
TRANSACTIONS - L ‘
1. Fed sells DM to ESF 4,994 4,994] -
: 7,840  7,840]-
2. ESF pays for DM with 1,433 -1,433- -3,561
combination of yen and USD 8,078 8,078 16,136
- SOMA ESF “~:-SOMA ESF =~  ESF TGA (change)
Step 2 Results: 7,840 7,840 © 8,078 - 8078 - 16,436 0




- Portfolio Implications .
USD equivalent Values as of October 30, 1998

Current imbalances in the portfolios... ...are addressed through the proposed
‘ ‘ ' transactions. ’

40 - % 40,

3 ; 35 ~§
. % 5 30 -
. | B2
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10 | . " 10 -

5 5

EDM OYen @DM OYen

‘Current Mark/Yen Breakdown

i ESF  SOMA .
pM|  34% 66%| 100%
Yen| - 59% 41%|  100%

Current Portfolio Composition

ESF . SOMA

DM 41% 66%
Yen 59% 34%
- 100% - 100%

FX Portfolio.Values ($billions)

Proposed Mark/Yen Breakdown

ESF SOMA Total |Change ESF. SOMA
DM 7.8 78| 157] a7 DM 50% 50%| 100%
Yen 8.1 81| 162 oo Yen 50%  50%| 100%
Total 15.9 159 . 31.8 -3.7 oo
Change 0.1 -3.6 ‘-3. 7

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

Proposed Portfolio Composition

ESF  SOMA

DM 49% 49%
Yen 51%  51%
100% 100%

Market Rates: DM 1.6565

Y 11645 -
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MEMOI'\;ANDUWI FOR DEPUTY SECRETARY SUMMERS

FROM: Timothy F. Geithner _ -
Under Secretary (International Affairs)

- SUBJECT: Checklist for Meeting with IMF Managing Director Camdessus

Time and Place Thursday, January 7, 1999 - 5:00pm.
IMF: Roomi 12-300 ‘

Other U.S. Parti cmants Ted Tmman

4 , Caroline Atkmson
‘ Karin Lxssakers
Checklist of Issues = - A
1 Russia
. What is the IMF’s strategy on Russia?
. Any possibility of strengthening bﬁdgeﬂ
. Need to lower expectanons about our IMF accord‘?

(detail at Tab 1)

2. Brale
. What to do about Brale missing program targets on monetary dlmensmn (i.e. domestic
' assets)?
. Wait to see early ] anuary results, but if no improvement need to think hard about revising
program. - :
J Political developments in the past week have been a mixed bag. -
+  Isthe IMF engagmg enough with the Brazilian authontxes on aregular basm and vxce
"'versa? T T
e . Central bank mvolvement in forex] futures rnarket -- will Brazil pubhsh that data as they

said? (Brazil apparently does not want to pubhsh the data, despite Malan's assurances to

Stan Fischer tharthey would do sc.)

Oppose IMF proposals to mcrcase ' financing beyond pre~sanct10n levels and front load.
Use of CCFF inappropriate. g
Pattern of IMF behavior in this regmn of the world (Pak:stan, Iran and Iraq) is very
troubling to us on foreign policy grounds as well as economic grounds.

(detail at Tab 2) - :

3. Pakistan

4. Ir aq

. We're particularly disturbed that the Fund would be so careless as to suggest pubhcly that

thiere would be any normalization'of relations with Iraq.

1.




5. Belarus and Ukraine : i ' ‘

. On Belarus, can’t agree to proposed CCFF given limited conditionality and short track
record. ' '

. On Ukraine, support IMF’'s stance (though not sure how resolute Fund will be); Treasury
part of U.S. delegation visiting next week will emphasize need to get back ontrack with '
IMF. :

- (detail at Tab 1)

6. Architecture i

. : Contmgent Reserve Support Mechamsm (CRSM) on Board agendaonJ anuary 13. We

¢ staff’s middle option (focusing/on program augmentation), but rest of G-7 qulte split.
A Where is rest of Board? Need to limit excessive micro-management.

. In order to get Europeans on board and isolate Japanese, crucial for IMF to resolve any
differences with G-10 central bankers (ECSC) on template. (We still want to get reserves
published weekly with a one week lag Recognize that G-10 Central Bank Governors
supported weaker version.) Can’t Camdessus help with the French?

« ° Where is IMF on standards? A

. Thoughts on Interim Committee reform.

7. Core Labor Standards

. How will IMF be addressing? _ : v

. We have legislative commitment to‘ push to.ensure that “maintenance and improvement of
core labor standards are routmely mcorporateci as an mtegral goal in the policy dialogue
with recipient countries .




" Russia

Tab 1

<

Not optimistic about budget Current draft [ikely only to get worse in subsequent Duma
readings (has passed 1* reading). Fund and Russia appar ently on drvergent paths.

Have you had any response to your letter?

Do you see any realistic scenario m which Primakov revisits this budget and strengthens
1t? (If the Duma weakens it substantrally this could gwe the govt the pretext for revising
it.) '
If budget is not strengthened is there abasis fora program'? May have to deal with debt
problem separately. f

Forbearance on debt may be preferable to new financing in a weak pohcy environment.
Appears Russia now in period of dnft where political stability, rather than reform, is

© paramount concern.

Ukraine

Fund needs to be engagcd but may1 not be able make significant progress on stabilization.
Along with World Bank, should look at ways to push reform forward in some structural
areas which will help lay ground-work for growth when GOR re-embraces reform path. -

Ukrainian ownership of a comprethsive reform program highly unlikely in foreseéable
future. ' ‘

" Ukzain€ has made progress on 1mp1ementmg reform only in the context of an impending crisis

combined with a firm IFI stance on conditionality.
We fully support the F und’s stance on Ukraine (though we are not sure how resolute the IMF

“will be).

In the absence of domestic political w111 to reform, need to make effective use of IFI leverage »

. Heavy external debt repayments (both to the Fund and to private creditors) in 1999
and meager foreign reserve§ nieans that Ukraine needs IFI funds to avoid a BoP crisis
as early as end of first quarter

«  The USG must certify by February 18 1999 that Ukraine has made progress on

~economic reform or Ukraine will not receive 50% ($85M) of US bilateral aid.
A delegation of our officials (Ted’ tTruman Carlos Pascual, Steve Sestanovich) during the

. week of January 11 will deliver the message that Ukraine must take this opportunity to get

Belarus _ ‘ i

-

back on track with the Fund and avoid crisis. {(Have met with Fund and Bank staff.)
Understand that the IMF mission in mid-January will do the same.
. B i .

!

Understand you have decided to ré-engage with Belarus and have negotiated a short staff
monitored program leading to a CCFF in three months.
As you know we can’t agree on decision to provide funding based on limited conditionality

~ and short track record ($100M in funding with no tranching, 3 month required track record,

and weak conditionality such as tolerance of a hopelessly distorted exchange rate regime).




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 contemplation of new financing. Even low access upder CCFF is
stipposed to be in the context of a ‘generally appropnate policy stance. .

Sends the wrong message to countries in the region which Fund nghtly bolds to hagher
standards.




TAB2

_Pakistan and the IMF | o . ' R

Issue: We are very concerned about the IMF’s detision to augment lending to Pakistan, chiefly -
through the use of CCFF resources on theg order of $500 million, all of which is programmed to be
disbursed this month. The IMF has not yet demonstrated the need for these additional resources,
especially up-front. In addition, we are troubled by the use of fast- dlsbursmg, low conditionality
lending to Pakistan since the new program lacks an ambitious list of prior actions and Pakistan
consistently has been one of the worst perzformers on IMF programs.

We have tried to rally other G-7 to ask tha't the size of the program be scaled back

and further conditionality be negotiated, but have only received limited support (e.g., the Germans).
'As a result, we have signaled to Fund staff that we are prepared to oppose the program. The State
Department is supporting our decision, provided we don’t “kill the deal”.

alicmg Points: ;

]

0 . While we have agreed to resume IFl lending to forestall a crisis in Pakistan, we strongly
o oppose IMF proposals to increase assxsta.nce above pre-sanction levels. Significant increases
in IFI lending undermine efforts to curb nuclear proliferation.

o In addition, we do notbelieve the IFIs have successfully demonstrated that such augmentation
is necessary to ensure that Paklstan will meet its financing gap this fiscal year. Nor has the
- Fund demonstrated why Pakistan should receive the bulk of IFI disbursements up -front.

) Although the CCFF is intended to compensate Pakistan for an export shortfall in cotton,
 overall exports have remained steady and Pakistan’s terms of trade have unproved due to the
dramatic fall in oil prices. j :

o Rather than meeting a legitimate need, it appears that the Fund is using the CCFF solely as.
a mechanism for providing addmonal low conditionality, fast-disbursing assistance to -
Pakistan, a country that has repeatedly failed to meet 1ts IFI cormmtments

Background
{ .
For 1998/99, the IMF staff have included a proposed increase in IFI financing of about $400 million
over previously programmed levels. In addmon the IMF is endorsing up-front lending in January
of $1.2 billion, of which $850 million is new $500 million from the CCFF and $350 million from
a World Bank Structural Adjustment Loan. (Despite this new lending, the net increase in IFI
disbursenients in FY 1998/99 is only. $4OO million because a portion of the ESAF/EFF originally
intended for disbursement this fiscal year xs being pushed into FY 99/00, the World Bank is scaling

back the size of its power sector loan.) '

In our view, the IMF has failed to pr0v1de sufficient justification for this increased financing.
Balance of payments assumpnons do not, for example, include the $325 million already provided as




|

i

compensanon for the F-16s. In addltron Fund staffhave identified a resrdual financing gap of $3.45
billion, but it is our understandmg that hkely sources of financing could be closer to $3.8 billion
(although staff have been hard to pin dowrlr on this pomt) ' .

In addition, the Fund has provrded no mformatxon on financing needs through January which might
justify the front-loading of IFI resources. Other sources have suggested that the Fund is anxious to
get reserves up to pre-testing levels of $1 4(b11110n as fast as possible; we believe that Pakistan’s very
poor record track record on IFI programs suggests that further tranching, linked to additional
conditionality, is a better option. - | ,

In addition, we have new concerns about Pakistan’s performance since learmng that the resumption -

of Pakistan’s ESAF/EFF will require three waivers. The first, for net foreign assets, we expected.

.However, we believe the GOP’s request for two additional waivers - one on arrears of the Water and

Power Authority and the second for faxlure to harmonize agricultural income tax policies -- are
troubling.

We also object to the use of CCFF resoml'ces for Pakrstan whxch are being provided in order to
compensate for a shortfall in cotton exports In addition, there is no evidence of an overall export
shortfall, which shows exports have been relatively steady in the $8.1-$8.4 billion range since
1995/96. Finally, the “export shortfall” has occurred in the context of an overall terms of trade
improvement for Pakistan due to the enormous windfall it has reaped from the drop in oil prices.
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DEPARTMENT OF THE TREASURY
* WASHINGTON, D.C.

SECRETARY OF THE TREASURY : ) September 24, 1999

MEMORANDUM FOR THE PRESIDENT
FROM: ~ Lawrence H. Summers K H/J

SUBJECT: U.S. Proposal for a YZK Fac1hty in the IMF

As part of the International Monetary Fund’s contingency planmng for the Year 2000 problem, -
we have proposed that a new, temporary lfamhty be established to respond to international
liquidity problems that some less dcveloped 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 avaﬂablhty will be reassuring to international investors and to financial markets.

Response to the concept of a new Y2K proposal thus far w1thm the G-7 and IMF Executive
Board has been highly favorable. The main issues to be resolved concern terms and access to
this temporary facility. :

We and other G-7 member countries favor 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 du'ectly related to Y2K; and second, these Y2K problems are
likely to be a one-time phenomenon and of short duration. An alternative proposal by the IMF
Managing Director entails softer terms and accessibility. We intend to push for a decision next
week during the IMF/World Bank Meenngs to adopt our proposal
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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C. )
v 4 - | | - ~ ACTION
ASSISTANT SECRETARY SEP 23 1999
MEMORANDUM FORSECRETARY SUMMERS
FROM: Edwin M. Truman T
Assistant Secretary f W
! ' International Affairs

SUBJE(ZT-: Memorandum to The President Concerning Our Y2K Famhty Proposal

, i
0 , |
ACTION FORCING EVENT: |
In the course of meetmgs taking place over the next several days, we hope to gain endorsement

for our proposed temporary Y2K famhty in the IMF. Press attention on this de(nsmn is likely,
and the President should be informed about our plan.

RECOMMENDATION:

~ That you sign the attached information memorandum to the President informing him of our

‘proposal for a Y2K facility. m OWV\ \/ ( v/

o U 0 ‘z ,
Approve: Disapprove: Let’s Discuss:

BACKGROUND:

Issuance of our proposal on September 10 calling for a temporary Y2K facility in the IMF was
immediately followed by the IMF MD’s proposa} 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 accesmblhty Our proposal calls for tougher terms than
those offered by the MD. Specifically, we propose an interest premium of at 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 approximately one year.

We are pushing for approval of features contamed in our proposal for two reasons: First, the ;
exclusive purpose of this special Y2K famhty is to address liquidity problems that are directly
related to Y2K; and second, these Y2K problerns are hkely to be a one-time phenomenon and of
short duration. N

cc: U/S» Geithne; I
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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C.

" SECRETARY OF THE TREASURY ) » ’ . . INFORMATION .

| MEMORANDUM FOR THE PRESIDENT
FROM: Lawrence H. Summers

SUBJECT: U.S. Proposal for a Y2K Facility in the IMF

As part of the International Monetary Fund’s contingency planning for the Year 2000 Problem,
we have proposed that a new, tem;)orary facility be established to respond to international
liquidity problems that some less developed 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 to international investors and to financial markets.

Response to the concept of a new Y2K proposal thus far within the G-7 and IMF Executive
Board has been highly favorable. The main issues to be resolved concern terms and access to
this temporary facility. |

We and other G-7 member countries favor 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 dlrectly related to Y2K; and second, these Y2K problems are
likely to be a one-time phenomenon and of short duration. An alternative proposal by the IMF
Managing Director entails softer terms and accessibility. We intend to push for a decision next
week during the IMF/World Bank Meetmgs to adopt our proposal.




