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DEPARTMENT OF THE TREASURY 

WASHINGTON, D.C. 

SECRETARVOFTHETREASURY February 25, 1997 

MEMORANDUM FOR THE PRESIDENT 

FROM: ROBERT E. RUBIN '{( [(L 

SUBJECT: CHILE 

In anticipation of President Frei I s visit te) Washington this. 
week, I wanted to share some thouqhts on Chile's enviable 
economic record and pension system. 

Eoonom:i.o Performanoe•. Chile is often described as an East Asian 

country in .Latin America. While -the comparison can be overdrawn, 

Chile is by far the leading econolllic performer .in the region. 

Its eccmomic success -- and the p,::>licies driving it -- can 

providE~ important lessons for the rest of the region. 


Chile'~;; economic reform program began after the military seized 
power in 1973. The reforms focussed on unleashing market forces, 
including deregulation of financial markets, liberalization of 
trade and some financial transactions, elimination of subsidies 
and price controls, and a far-reaching privatization program. 

·Perhaps most remarkably, the government has run a surplus every 
year since 1989. 

The results have been impressive: since 1986, real GDP has grown 
an average of about 7% per annum, while inflation has fallen from 
over 27% in 1990 to less than 7% last year. Even in 1995, while 
the rest of the region was struggling in the aftermath of the 
Mexican crisis, Chile's economy grew by B.St. Chile's high 
saving's rates -- along with strong capital inflows -- have helped 
permit. a high level of domestic investment, as well as 
significant Chilean investment abroad. 

> 

Pensicm system. One of the most interesting reforms was the 1981 
restructuring of Chile's pension system, which is often cited as 
a posf;ible model for reforming sc·cial Security. Under the 
reform, a government-run system \i'as replaced by one in which 
contributions are defined, but all participants have individual 
retirement accounts managed by private companies. The government 
guarantees a minimum pension for poorer participants and a 
minim~.lm return on accumulated funds, and also provides some 
guarantees against bankruptcy of a fund. 

Assets of the pension funds now t:otal over 40%· of GOP and have 
been a major force in modernizin9 Chile's capital market and in 
providing long-term financing for investmemt. This growth owes 

http:minim~.lm


much to the funds' high rates of retum, which exc(~eded .15 percent pet anum in the first 15 years 
of operation (although they suffered a 5 percent loss last year). . 

The refonn has increased. private savings and may have helped raise total national savings (which 
rose from less than 10 percent ofGDP in 1986 to almost 29 percent in 1996), although other 
factors may also ha,(e played a role. The funds' administrative costs _. about 8 times those ofour 
Social Security system -- have also been criticized, although they have declined and could decline 
furt~~ . 

/ 
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DEPARTMENT OF THE TREASURY 


WASHINGTON. D.C 


UN[ LR SI:'CRCI ARY 

ACTIO. 

MEMORANDUM FOR SECRETARY RUBIN 

THROUGH: Deputy Secretary Larry summer~ 
FROM: Under Secretary David Lipton ~fw-
SUBJECT: Memo to the President on Argentina, Brazil, and Venezuela 

JSSUE: 


President Clinton will depart Sunday October 12 for a week.long trip to Argentina, Brazil, and 

Venezuela. We believe it would be useful for you to send the Pr~sident a memo giVing an 
overview of the economic situation in the threecouniries. . 

RECOMMENDATION: 

That you send the attached memorandum to the President. 

/ 
~_ 

. 

Agree Disagree 

IV (( <.11"'\5 '.N~ 

to u-./H 

Let's di scuss 

cc: T.Geithner 

EXECUTIVE SFCRf:iARlAT 
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DEPARTMENT OF THE TREASURY 

WASHINGTON, D.C, 


October 9, 1997 
SECRETARY OF THE TREASURY 

MEMORANDUM FOR THE PRESIDENT 

FROM: Robert E. Rubin ~L~. 

SUBJECT: Economic developments in Argentina, Brazil, and Venezuela' 

The economies of Argentina, Brazil, and Venezuela are aJl enjoying at least moderate groWth, 
have scored significant gains against inflation, and have been so far untouched by the financial 
turbulence in Asia. Their challenge looking forward will be to maintain stable financial policies 
and embark on deeper refornls needed to raise the living standards of all their people. Five 
themes have shaped the recent history and future prospects of the three countries. 

• 	 First, decades of protectionism, statist controls, and financial instability culminated in the 
eurly 1980's debt crisis, followed by the "!ost decade" of (~conomic stagnation. The 
1990's have seen a remarkable change in economic thiilking as leaders in Argentina, 
Brazil, and to a lesser extent Venezuela, embraced market.-oriented policies. 

) 

• 	 Second, reforms of the 1990's and an1ple global liquidity have fueled large-scale flows of 
foreign capital to the countries over the past two years, with Argentina and Brazil 
together likely to receive as much as $50 billion this year. Those inflows.can catalyze 
investment and growth, but they can also tum quickly into destabilizing outflows if 
policies slip and confidence wanes. Latin countries must stay vigilant about contagion 
from Asia -- especially Brazil, with its wide budget and current account deficits. 

• 	 Third, all three have undergone costly banking restructurings t~at have left their banking 
sectors in better health than Mexico in 1994 or Thailand today, Foreign bankshave 
pJayed important ro les in recapitalizing and modernizing their banking systems. 

• 	 Fourth, the reforms ac~ieved so far will not produce the sustained growth rates of five 
percentor higher needed to ensure that increased prosperity reaches all segments of 
society. The three countries, and others in Latin Americ:a, must tackle more difficult 
reforms to improve education, build modem institutions, and fight corruption. 

• 	 Fifth, Argentina and Brazil have deepened their economic integration through the 
Mercoslir Customs Union. Those markets are a tremendous opportunity for American 
exporters, given that they have only recently opened I.hdr economies'and their trade is 
expanding rapidly. But ifMercosur deepens without our involvement. trade.will be 
diverted away from our exporters. Argentina appears l110re receptive to folding Mercosur 
relatively quickly into the FTAA, while Brazil is inclined to deJay the FT AA while 
Mercosur deepens. 



BRAZIL . 
In 1994, .when President Cardoso was Finance Minister, Brazil introduced the B.~al ehm, its most 
serious effort yet at breaking the mold of hyperinflation and economic stagnation. The plan has 
succeeded brilliantly; cutting inflation from over 1000% in 1994 to 6% this year and boosting the 
popularity of President Cardoso. Brazil also liberalized trade and embarked on a vast 

. privatization program expected to yield revenues of up to $80 billion over the next three years. 

Fiscal deficits in excess of 4% of GOP, together with tight monetary policy needed to curb 
inflation, have kept economic growth rates down to only about 3%, and contributed toa strong 
currency and a current account deficit in excess of4% of GOP. Those figures make Brazil the 
most vulne:rable of the three countries to financial instability. The Real Plan is not now under 
threat and will likely be sustainable through the November 1998 Presidential elections, especially 
iftoday's g\oba\\ow interest rates persist. But to safeguard financial stability and raise growth, 
the government will need meaningful fiscal reform after the elections. 

ARGENTINA 
Argentina initiated serious economic reform in 1991 with its celebrated Convertibility Plan, which 
disciplined monetary policy by committing it to convert pesos into dollars at a one-to-one rate. 
Argentina also opened its borders to world trade and privatized much of its economy. 

Today Argentina's economy looks healthy; with growth near 7%, inflation lower than in the U.S. 
(after more than 2000% in ) 990), and manageable fiscal and current account deficits. 
Unemployment is an important problem, however, due in large part to rigid labor laws: The 16% 
jobless rate is cutting into support for President Menem and his reform policies.· A poor showing 
in next mont h's Congressional elections could strengthen the hand of populist elements and lead to 
a softening of reforms. Another risk for Argentina is its exposure to potential currency instability 
in Brazil ..- which accounts for close to one-third of Argentina's foreign trade.. 

Venezuela has not suffered the same degree of financial instahility as Argentina or Brazil, and nor 
has it embraced refoml as strongly, as it has used its oil revenues to subsidize inefficient policies. 
The end result has been average annual growth below one percent from 1980 to 1996, one of the 
lowest in the hemisphere. 

Last year's "Agenda Venezuela" economic reform program was a step forward and scored 
modest gains. Those reforms and high recent oil prices helped cut inflation to about 35% this 
year, raise growth to about 4%, and bring the current account and budget into surplus. But 
implementation of Agenda Venezuela reforms has been incomplete, as key privatizations, pension 
and social security reform, and cuts in the public payroll are all behind schedule. One obstacle to 
reform has been Venezuela's poor record in attacking poverty directly and instead relying on 
inefficient subsidies and price controls to help the poor. 

. 
One notable recent reform is the opening of Venezuela's oil sector to foreign investors. The 
Venezuelan government expects oil production to. double over the next ten years due to higher 
domestic and foreign investment. 
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.: 1998-,SE-004634 

,I • DEPARTMENT OF THE TREASURY 

WASHINGTON, D.C. 

UNDER SECRETARY APR 14 1998 
ACTION 

MEMOR:\NDUM FOR SECRETARY RUBIN 

FROM:. David Lipton {ll-

SUBJECT: Recommended Letter to the President on SOA Finance Agenda 

ISSUE: 

The President will be traveling to Santiago the evening of April 15 for a two-day State visit 
follo~ed by the two day Summit of the Americas. We believe it would be useful to tell the 
President about the strong agenda that the SOA Finance Ministers have developed. The attached 
memo does that. 

RECOMMENDATION: 


That you gign the attached memo to the President. 


__ Agree __ Disagree __ Let's Discuss 


) 
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DEPARTMENT OF THE TREASURY 

WASHINGTON, D,C, 


April 14, 1998
SE:CRETARY OF THE TREASURY 

MEMORANDUM FOR THE PRESIDENT 

FROM: Robert E. Rubin 1< ., f\--

SUB.TEeT: Finance Ministers Agenda to Support the Summit of the Americas 

As you travel to Santiago to meet with other leaders'ofthe Hemisphere, I wanted to tell you briefly 
what Finance Ministers are doing to advance our Summit of the Americas (SOA) goals of economic and 
sociai integration -- in particular through strengthening financial systems and, supporting education. 

s.tnmgthenin~ Financial Systems 

Finance Ministers have worked steadily since the Miami Summit to build the kind offinancial 
infrastructure that we need to support increased trade and investment in the region. T~roughout our 
discussions, I have been impressed by the growing spirit ofc:ollegiality and cooperation and the 
deepeming ties between our Finance Ministries, which is itself an achievement. The Asian financial crisis 
gave new urgency to our joint efforts, as Ministers realized that relatively healthy financial systems in; 
Latin countries were a key factor in distinguishing the region from Asia and shielding it from contagion, 
The Ministers also realized that they needed to do more to create truly sound and transparent financial 
systems.' 

Against the background of global financial tunnoil, the Ministers agreed last December in Santiago to 
an ambitious program to strengthen and modernize financial systems in the hemisphere. At the core of 
that program was an agreement that the Western Hemisphere would be the first region in the world to 
implement the Basle Committee's Core Principles/or Effective Banking Supervision -- which are a 
model of modern and high quality standards for banking supervision. We are now working hard to 
make implementation of the Basle Core Priilciples a reality, with Chile and Mexico joining us in leading 
that effort. 

At one level, sound banking supervision is a technical matter, relating to capital adequacy, risk 
management, and auditing practices. At another, it can make the difference between economic growth 
and financial crisis. Ultimately, it is about rule of law, transparency, accountability, and good 
governance. In that sense, it is a prime example of the second generation ofrefonns that Latin 
American nations must tackle to achieve higher growth and better living standards for their people. 

Finance Ministers have also thrown their weight behind the SOA education goals.' They have called on 
the Inter-American Development Bank to double its spending on primary and secondary education over 
the next three years toone billion dollars a year. In addition. they are working to create a regional 
education fund to finance cross-bor<ler projects. Finally, Finance Ministers will be working closely with 
th.eir Education Ministry colleagues to ensure that there is adequate financing in national budgets for the 
education goals of the SOA 
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DEPARtMENT OF THE TREASURY 

WASHINGTON, D.C. 

JiJne 2, 2000 . ASSISTANT SECRETARY 

MEMORANDUM FOR SECRETARY SUMMERS 

FROM: Ted Truman tIftf·· . 
SUnJECT: Memorandum to the President on Argentina 

Issue: The President will meet with Argentina President De La Rua on June 13. In 
advance of that meeting, the White House has asked us for a memo to the President on 
Argentina's economic situation. , 
RECOMMENDATION: 

Tha.t you signy attached memo to the President 

Agree _/_D Let's discussDiissagree 
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SUBIJECT: Memorandum to the President entina 
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advwtlce of that meeting; the White Hous asked us for a memo to the'President on 

. Argentina's economic situation. 
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Proposed statement of President Clinton 

Following Lunch with 


President-Elect Zedillo of Mexico 


I am pleased to have had the opportunity to meet Mexico's 

President.-elect Ernesto Zedillo. I look forward to working with 

him to se:cure for our peoples the benefits of our close economic 

relationship. The NAFTA is already contributing to the economic 

dynamism of both of our economies. 

In our discussions, President-elect Zedillo made clear to me. 
his cO:rrlrnitment to maintain the economic stability that President 

Salinas has brought to Mexico and continue the process of 

creating a vibrant economy there. The starting point for the new 

administration is a good one, with jobs being created, inflation 

under control and the budget balanced. I am confident that 

Ernesto Zedillo's plan for growth based on price stability and 

sound government finance will bring greater prosperity to Mexico. 

It will be bolstered by the support of business and labor as 

affirmed in thePACTO. 

with Mexico as our second largest market for exports, we 

have a strong stake in Mexican growth. 

If regue:;ted by President Zedillo 

The NAFTA partners indeed have intertwined economic 

prospects. I have asked secretary Bentsen to convene the North 

American Financial Group, once the new President's team has taken 

office, ·to reinforce close cooperation among the three NAFTA 

countries. 



QUESTION AND ANSWER ON MEXICAN PESO 
MEETING WITH PRESIDENT-ELECT ZEDILLO 

November 23, 1994 

Questior\: 


Do you think the exchange rate for the Mexican peso can be 

maintained? 


Answer: 


Mexico's economic fundamentals are strong growth is 

recovering, ion is down and the budget is balanced. 


I have' confidence that President-elect Zedillo will manage 

Mexico's economy successfully . .' 


/ 

( 



DEPARTMENT OF THE TREASURY 
WASHINGTON 

November 23, 1994 
UNDER SECRETARY 

r 

MEMORANDUM FOR SECRETARY BENTSEN 


FROM: Under Secretary summers,,"~
<; \<" 
SUBJECT: 	 President Clinton's Meeting with Mexico's 

President elect Zedillo 

ACTION FORCING 	 EVENT: 

The White House has requested guidance on the Mexican exchange 
rate and we have agreed with the White House to provide a 
statement in support of the Mexican economy. The Mexicans have 
asked for such a statement. 

RECOMMENDATION: 

That you send the attached memo from you to President inton 

with att~. 
Agre~ " Disagree 

ATTACHMENTS: /' 

Tab A Memo to the President 
Tab B Statement on Mexico's Economy 
Tab C - Q & A on Peso the President 
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DEPARTMENT OF THE TREASURY.. ',. ' 
WASHINGTON 

UNDER SECRETARY 

January 15, 1995 

MEMORANDlrn FOR 	 SECRETARY RUBIN 

I"FORILAnOI 
FROM: , Lawrence summersdd-

SUBJECT: 	 Mobilizing Multilateral Support for Mexico to Complement the U.S. 
Effort 

I think we ,aU recognize the desirability of moving q'uickly to try to mobilize additional 
multilateral assistance, on a parallel track to the effort on the hill. A credible burden'~ 
sharing effort could help our efforts on the hill. The challenge is to avoid raising 
expectations about what we cannot deliver, to prevent efforts to condition our assistance on 
prior commitment by other Governments, and avoid any risk of other ,countries saying no 
while the legislation is under consideration. ' 	 , ,.--------

One substantial contribution (at least $5 billion and as much as $10 billion) can come in the 

next several days from the IMF. Perhaps the World Bank and the Inter-American 

Development Bank will be able to announce intentions as well, but they will not be as large-;'-----' -i 

We cannot realistically count on significant additional commitments from the G-lO in the \ 

time frame l'equired for Congressional action, even if we were to devote substantial political----- --' 

capital to the effort. 


I propose we undertake the following steps: 

Encourage, other central banks to 

o 	 Increase their existing $6.0 billion commitment ($5 billion organized 
by the BIS and $1 billion from the Bank of Canada); 

o 	 Extend the maturing of that commitment to 18 months (matching the 
length of the guarantee program and the IMF stand-by). 

o 	 Make their money available now, without additional drawings on the 
U.S. and Canadian swaps. 

o To bridge up 	to a year to the full IMF disbursement. 
\ 

The Fed will take the lead on this; we should not underestimate the 
difficulties. 



,. 


Explore the possibility of 0-7 countries providing either loan-guarantees or 
medium terms loans on their own terms and conditions. What scope do they 
have to extend such commitments without legislative action? WhatEKI1v,t, 
resources could be mobilized? Jeff Shafer will make initial contact in this 
effort; you and I will need to follow up at our 0-7 meetings in a few weeks. 
Resistance will be strong, especially from the Northern Europeans who are 
fearful of setting a precedent that will force them to support profligate their 
Southern European partners. 

Ensure that the IMF delivers a substantial package of $7.5 billion, with 
additional efforts by the World Bank and the IDB. The Managing Director is 
prepared to make this proposal. We need'to ensure the 0-7 vote to support 
invoking the IMF exceptions clause to approve a 300 percent of quota program 
for Mexico. 

Encourage other countries (Korea, Taiwan, Singapore, Hong Kong, Argentina, 
Brazil, and Chile) to provide assistance, as part of the BIS facility or 
separately. 

After an initial round of consultations this weekend, we will have a better sense of whether it 
\ 	 would make sense to involve you, Secretary Christopher, Tony Lake, or the President with 

select countries where we think we have good shot at a meaningful additional commitment. 

What we can tell the Hill is the following: 

We are working with the IFls to put in place a substantial lending program. 
More details early next week, but we will not be able to give you a tangible 
indication of the likely magnitude of that package before a -vote on the 
guarantee legislation. 

r-- This would be a substantial amount of additional global support. 

We are in the process of encouraging other countries to increase their present 
~,commitments. ,

"C--' 	 We do not expect to have anything concluded with other countries Within the 
~t/two weeks. ' , 

/ 	 ' 
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. DEPARTMENT OF THE TREASURY 
WASHINGTON 

February 7, 1995. ASSISTANT SECRETARY 

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

· HEHORANDllHFOR SECRETARY RUBIN , . 

. THROUGH: . ." . Larry summers;1pf . 

· FROM: . J~JeffreYShafer 

.'. SUBJECT:' '. Mexico Plan' of Aptian 

, ' ..,'. " . " 

Issue: We want to begin negotiations this weekJwit.h·theMexf.cans 
on agreements .thatwill establish the. terms and conditions of the 
united St:atessuppor1:.package. The. initial negotiating session 
will' invcllve presentations. of our expectations in the form of a' 
draft framework agreement,· an. agreement on medium-t'erm swaps and 
a . new agreement on .the'oil mechanism. We will review.Mexican 

·responses to our .request for a . financial plan and concrete steps'. 
'. 	 '. to improve Bank' of Mexico transparency .' Before completing draft 
. "documents; ,. we need your guidance oIl: seve~al issues: . . 

the':specific ·.·conditions· that. we···.want 'the .Mexicans to agree 
. '. upon pefore proce~ding with thell!edium-term support;.· 

".0. the te~msuf1.der wh~ch this support will be provided; and' 

o possibie modifications of the existing ,oil mechanism •. These .' 
. include.determiningwhich creditors will share' access to the 
facility,. and in what order of priority.. 

While.we'ca~'begin.negotiatingwith.the Mexicansleaving.some· 
'other' qUf~stions unresolved, we need to move. in parallel on> the 
'relationi;hips .between· the medium-:-term.support provided by' theESF . 
and stipp()rt from .ot:her· official sources ~These sources include: . 

a the existing short-te~EsF swap; 

a 'the. Federal Reserve ·SWc3.p -- whicn· is "beingexpanded ·from.'··· 
$4~5 billion,td $6 billion; 

" - .. . .' . 

'. the IMF~ro~ram . 'botht.he $7·.8 billion which has'been" 
.• disbursed,·.and ·the,$lObillionwhichmay be provided partly' 

by some centtaLbanks ,aswell ,as by theIMF' itself ; .. and 

a .the$10billioninshort-term'~upportto be provided through, 
.the Bank for, Internatio'nal Settlements.(BlS). . , 

http:botht.he


Background -- Conditionality: 

.The letter that you 'sentto senator Dole (Tab. A) presented. our. 
initial views on conditions for u.s. support. In the letter, you 
state that: Treasury will.use the. economic conditions insisted 
upon by the IMF as the basis for our support, but that .we will 
insist upon additional conditions, such as transparency; and will' 
also determine how the proceeds of U.s . support may be used. 

· RecommendaLtions : 

·First, thitt we . take the IMF economic. conditions as our conditions 
at the prE!Sent time, but that we reserve the rigbtto eormour 

.own view em modifications to the economic conditions when theIMF 
reviews Me!xico' s program. in the future .. 

Agree 	 Disagree Let's Discuss'-....,...-----	 ---- 

.' Second ~. tllat we require access to information directly from the 

. Mexican government in order to satisfyourselv~s that conditions 

are being met . 


.Agree 	 Disagree Let's Discuss------	 -'------

Third,' that we set requirements. for central bank transparency 
that will bring Mexico .upto the standards followed by major. ' 
industriaJLcountries. This is an issue of 'particular interest on .'.' 

'. 	 the Hill.' 

_____ . Agree ______. Disagree '. 	 .Let'sDiscuss----'--------:... 

. . 

Fourth, that Mexico provides us 'with fUlldisclopure' on the use 
.of·funds obtained through ESt assistance . .Specifically, we will 
require that the financial plan provided ,by Mexico, .and the means' 
we insist upon to monitor its implementation, provide assurances 
that .funds obtained' through ESFassistance.are used to extend the 
maturity of Mexico's indebtedness, and not to run budget deficits 
or current acCount deficits. that are larger than those envisaged
by the IMF program." . . . 

Agree. ______Disagree 	 '. Let's· Discus.s-------'-

Discussion: 

. TheiMF' conditions,;summarfzed in the Dole ..letterand spelled out 
in .; the IMF letter of intent· and att.acrunents (Tab B), represent a 

':carefullycorisidered program for Mexico's stabilizatiori; and we 
·	should take them as our own .--weare not in a position at. the . 
present time to recommend abetter program and it would undercut 
the IMF.if we were to do so.' But if we'aregoing to maintain the 



. 	 . 

leverage t:o influence the future conditions setby the IMF, we 
have 	to rE!servethe right to take our own. view~ . 

We will also need to receiv~ information fr~m the Mexicans and 
.pErrform our .own analysis in order to' satisfy the' Congress that' we 
are doing our job in seeing to it that Mexico stays on a :recovery
path. " . 	 . 

Central bank transparency" is also ,a particul(irconcerri in 

'. Congress.. We should set realistic but tough conditions' in this. 

regard. 


o 	 The Bank of Mexico is preparing a paper for us on this in 
.theknowledge that we are looking for disclosure policies· 
·that .match those of G-10 central banks. . 

" 	 , • <.' " ,"." 

o· 	 The Federal Reserve is preparing a review for us of what G
10 practice~ are so that we can hold Mexico to the 
apprclpriate standard. 

The key tCI our' leverage over Mexican finances· will be our 
insistencE! on a financial plan and on reporting that allows. us to 

.monitor .it.s implementation. All uses of resources that we . 

provide should be,jtlstified to us in terms of that plan, or 

modifications of it that we accept. For example, the plan

should: 	 . 

o 	 call. for·the elimination.or near eliminatioriofTesebonos. 
over the coming. year i. 

o· 	 indicate'. to what extent the Mexican authorities. will. rely on. 
ESFresources., other official resources, and possibly 
inediurm";'term market borrowing (without guarantees) for this 
PU:rpclse iand ' '.. . 

·0 	 . be e~:plicit. about' other pieces of the government's .external .. 
.posit,ion. arid that pfthe,privatesector, . including the 

'. banks.' 

. The Mexicans have begun to prepare such a . plan at our reqUest,' 

and J.P." Morgan is. working' with them on this, having. been. 

retainedclver the weekend as their financial advisor ~ ,By 


• insisting that the Mexicans take responsibility for preparing a 
p.lan, it becomes their own. This is the approach .followedbythe 

, IMF 	 and WClrld Bank; it in no wayconipromises our rights to.be 

satisfied with how resources that we provide'will be used. We 

should await a first cut at this plan before crystallizing our 

views on what we insist that it contain. ' 


.Background --Terms: 

The broad outiines of the terms were given. in .the fact. shee.ts 

·distributediast Tuesday. We need to become more specific about 

. the. terms before sitting down with the Mexicans. 


http:elimination.or
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. , 

. Recommendations: 

First, thclt medium-term support be. for $20 billion less, any 
amounts outstanding under short-term Treasury and Federal Reserve 

,swap agreE!ments.. . 

Agree 	 Disagree Let's. Discuss
,...,-_""-"-:-_-

Second, tbatswaps be for three to five year maturities, and 
guarantees' for up to ten years, as envisaged in the fact sheets,·· 
and that \1l'e retain flexibility as to the mix between swaps and 
guarantees, . 

. Agree·, ___~--Disagree . 	 Let's Discuss-----	 ---:--- 

Third, that medium-term sWaps be priced at a yield of,at least , 
200 basis' points above the one year Treasurybill·rate, . and that .. 
'fees on loan gUarantees reflect an equivalent risk premium. . . 
However, our agreement with the Mexicans should ,allow us to,.· .. 
charge an amount at .·least as high at the time a swap or guarantee' 
is issued as that called for under the interagency ICRAS system 

... used for budget scoring . Our, initial position' should be fora. 
premium of 250basispoirits '.andthis shoul,d be relatively firm. 

, . , . 	 " . 

Agree: -'--___-'--_.Disagree,.' . 

Discussion: . 

... 	 ,The $20 billion' pa~kage'asannoU:nced .inciudes short-term support 
'from.theU.S. '. Since we have agreed .to offer a take-out to ,the , 
Fed, the t,otal.U.S. commitment cannot exceed the aIllount that we. . 

"feel comfortable providing 'from ,the ESF.. Therefore, any amounts. 
outstandinq underthe.short~term'swaps will needt6 be deducted' 

. from the $:ZObillion in deciding what we can provide on a medium
',term basis. However, . we should stand ready to provide 'the full 

',$20 billion·on a medium~term basis,if there are.no·short-term 
swaps outs'tandipgfrom, the, U. S. '. . 

o 	 There'seems to be no reason to·reconsider·our·announced 
intention to do swaps with a maturity of three .tofive 
years; and 'guarantees 

. 
, for 

-
maturities ·of up to ten years.. "; ,., 

, 

'0. . The optimal" mix between· swaps and guarantees will depend on 
'. how events unfold. It is goimfto be' possible to get swaps 

going . sooner, and the' possibility of calli'ng, them .if Mexico 
is.out of compliance with conditions provides us .\.iithuseful . 
leverage.· 	 ,. .. . ' ,.. ,. . 

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

o· Howev.~r ,publi~perception strongly favors guarantees, and 
, we will want· to get ,the guarantee ., program ,up and .i::'unningto ' 
provide· a substantial part.. of tIre support. ' 



The fee .s1:ructure should compensate us for risks as the proposed 

legislathmwould have done. . Two hundred basis points on the 

annual yiE~ldwould be above the scored risk of Mexican exposure 

even if ME!xico were downgraded one risk category~ 


Background --the Oil Mechanism: 

One of thE! legal documents thatwill'bave to be completed and 

signed be:fore' medium-term financing Can commence is an oil 

mechanism agreement to replace the one in effect now to protect 

our outstanding short-term swaps •.... The lawyers are reviewing the 

oil mechanism and considering ways of tightening it up. The oil 

mechanism agreement will also have to· reflect the outcome of 

negotiaticmswith the.BIS and other potential lenders that will 

determine who will be able to share in the proceeds, and on what: 

basis. . 

.' '.' 

Recommendation: 

·Thatwesha.re the.oil proceeds with othercount.,:ies.that are 

willing to make medium-term loails~ . For now, we'reserve our 


. position Cinaccess to' the oil facility for short-:term .loans •. 

" 

_______ . Agree .. . Disagree' Let's 
.' 

Discuss 
---.,..--:--- -....,....--: '.. , 

.DiscuSS1b~:.· 

... Weare not. going to find any other governments or 'central banks 
willing to, make medium...;,term loans without:the, same protection we 
have. . For short-term lenders, there are possibilities for . 
bridges to,secure lending. We could weaken our security if we 
place ourselves after short-term lenders ... We should do so only 
if. our position is strengthened overall because short....term . 
credits. tangibly improve Mexico's medium-term prospects .. . \. 

5 
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DEPARTMENT OFTHE TREASURY· 

WASHINGTON 

. ~MFORMATION 
Febr~aty 8, 1995 

UNDER SECRETARY 

MEMORANDUM FOR SECRETARY RUBIN 

THROUGH:. Larry s";"'er02f/!I
. FROM:' .OpJef'f Shafer: . 

SUBJECT: t Interagency Meeting on Mexico 

• .' • '. • I 

.This morninlg I hosted· a meeting on Mexico with key players from ". 
Treasury and other relevant .agencies: ' Ed Knight, .David Lipton 
and Dan' Zelikow from' Treasury, Ted Truman and Kathleen O'Day from 
the D.C. Fed, Ernie Patrikas and Terry Checki from the FRBNY, and 
Ken. Brody a.nd Ira Fishman from Eximbank. The purpose of the . 
meeting was to talk through where weare, take stock of what 
needs. to, be done in the near term and establish reponsibility for 
various tasks. In general,' the group felt that we. need to sit 
down with the Mexicans as soon as possible to focus on the 
financial inan that they are .expected to provide us. . The plan 
has been promised for today. 

. \ 

. We.. also agreed to work. on several papers over the. next few days: 

Principals Guiding the .Design of .the stabil1zationprogram .. 
(Treasury) . 

Macroeconomic Analysis'of Mexico (TreasurY/Fed) 

.. Mexican Banking .system Analys.is (Fed) 
. ,.,' : ' . '.'..' . 

Analysis ot' FundCondi tionali ty. (Treasury) 

'Short..;runExchange Rate Management Tools (FRBNY) 
.. .' . . 

Evaluation of Exchange Rate Regimes' (Fed) 

Menu of.Instruments (Eximbank) 

. EXECUTIVE SECRETARIAT 




, . 
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DEPARTMENT OF THE TREASURY 

WASHINGTON 

February 9, 1995 
ASSISTANT SECRETARY 

ACTION 

MEMORANDUM FOR SECRETARY RUBIN 

FROM: J~5Jeffrey Shafer 

SUBJECT: Guidelines for Mexico Package . 

I prepared the attached paper to try to establish common ground 
on what we will be trying to achieve in our agreements with 
Mexico. If you agree, I would like to discuss it during the, 
Mexico update this evening. 

cc: 

FNewman 

LSummers 


,DLipton 
TGeithner 
DZelikow 
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Principles Guiding Design of Program 

to Restore Financial Stability to Mexico 


1. 	 Funds are to be used to facilitate the restructuring of 
Mexico's short-term debt into longer maturities to help 

liquidity problems and ,stabilize the exchange 
market. 

Implications: 

o 	 Mexico must produce a financial plan that shows how the 
United States proceeds and other resources will be used 
to achieve their goals. 

o 	 Timely and acchrate information must be provided to the 
'United 	States to monitor implementat of the plan 
that is, the financial plan must be testable. 

o 	 Availqbility of resources must be conditional on 
effective implementation t with agreement on any 
modifications. 

o 	 The U.S. should have the option of ing 
repayment of swapSt and accelerating and terminating 
securities guarantees, if the plan is not followed to 
the detriment of o~r interests; 

2. 	 The program should encourage sound ~conomic policy in 
Mexico. 

o 	 The Agreement should use the IMF program and conditions 
as a base. r 

o 	 framework agreement should specify additional 
economic conditions that the U.S. considers important 

success. These include assurances of Bank of 
Mexico independence and transparency in reporting 
banking and monitoring data. 

o 	 U.S. must obtain cooperation in the provision of 
data and information and agreement to consult so t 
it can independently monitor implementation. 

,0 U.S. must reserve the ,prerogative to exercise its 
judgement in the future as to what changes in 
condit are appropriate. This would be d6ne in 
consultations with the IMF and the Mexican authorities. 

o 	 The U.S. should have the option of accelerating 
of swaps, and accelerating and terminat 

ties guarantees, if conditionality is not 
satisf ' 



" 

3. Mexico should get back to using the market as quickly as 
possible. 

o 	 This objective must be central in the financ plan. 

o 	 The interest rates on swaps and fees on guarantees 
should be structured to provide financial incentive for 
Mexico to terminate U.S~ support as so~n as market 
access makes this possible. 

o 	 'u.s. monitoring should provide an incent Mexico 
to end the program. 

o 	 Guaranteed securities should have a call 

o 	 u.s. should be able, under specified condit I' to 
require early repayment of swaps and calling of 
guaranteed securities. 

4. 	 U.S. resources must be protected. 

o 	 The financial plan and economic conditions must be 
sound and must be enforced. 

o 	 Mexico's program should be robust that is, it must 
allow for adverse developments. 

o 	 Mexico should face a rising schedule of fees and 
interest charges as it uses more of the available 
resources. 

b ,The U.S. must have assured means of repayment for all 
amounts. 

5. 	 U.S. support should be accompanied by substant 
international support. 

o 	 U.S. must follow up in the IMF to ensure that 
additional $10 billion of IMF money becomes available 

o 	 U.S. must continue to press 'the World and the 
Int'er-American Development Bank to make major 
contributions towards Mexico's structural adjustment 

o 	 U.S. should continue 'to seek additional commitments of 
medium term resources from other sources 



'.' ~ 

7. 	 The program should riot undermine financial discipline in. the 
future, either for Mexico or for other countries; 

Implications 

o 	 Conditionality should be tough. 

o 	 Interest iates and fees should be steep as seen by a 
country that still has access to private markets. 



. I ~J, /~? 
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DEPARTMENT OF THE TREASURY 

WASHINGTON 

UNOER SECRETARY' 

February 16, 1995 

MEMORAlWUM TO SECRETARY RUBIN 

FROM: Lawrence SummerS~ -' 
(7~5\- . 

SUBJECT: Taikmg Points for Meeting .with Minister Ortiz et al This·· 
Afternoon 

o 	 I think we should be aiming to conclude these negotiations this weekend, so that 
we can announce a deal on Sunday. , . 

To do this, we'll have to work around the clock. 

But we still have some important issues remaining, and maybe it won't be 
possible. We'll have to wait and see. 

o 	 Central to these discussions will be your 'economic program. 
, 	 ' 

Frankly, your program as it now stands is not fully credible to the markets. 

I'd be interested to hear your interpretation of today's events. Why do you 
think the markets didn't seem to respond to your use of the swap facility?, 

I'm convinced that you need t6 take further policy measures to restore your 
credibility in the market's eyes. 

Larry Summers will be discussing this afternoon the steps we think are 
essential to accomplish that. ' 

o 	 I waint· to bring to your attention an issue of special concern to us -- the 
credi.bility of your central bank as an institution. 

I've ,been disturbed by rumors of the Bank'~ patchy reporting, inconsistency in 
the information it does report, rumors of manipulation of reserves, and the 
Bank's failure to acknowledge the mistakes of the past year. 

I want to hear your ideas about how to address. these concerns . 
. " 
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o 	 On other issues of substance: 

The lawyers are still hammering out the details of the agreements. I 
understand that there are still a few substantial disagreements. We might need 
to jump in tomorrow or the next day. 	 ' 

We are concerned about the condition of your banking system, and I'd like to 
know what you're planning to do about it. 

o 	 Let me emphasize that these negotiations are critical for both of us. Let's both 
see them brought toa successful conclusion. 



....'..... ?' . 

.DEPARTMENT OF THETREASURY 
WASHINGTON 

ASSISTANT SECRETARY 

. ' .. 

MEMORANDUM FOR SECRETARY RUBIN 

THROUGH: Larry sununer~ ACTION 
FROM: 6¥5Jeff shafer·· 


SUBJECT:. Republican Resolution on Mexico 


ACTION FORCING EVENT: 
. . 


. .' . 


The·House Republican Policy Committee has.decided tore<;:ommend to 
the House Leadership and the House Republican Conference that 
floor action be scheduled to vote on a resolution d.isapproving 
the Clinton AdminIstratiqn's handling of the Mexican'peso crisis •. 

RECOMMENDA.TION: 

. That you~igithe. attached letter to Newt Gingrich . 

Agree ___/_._._.. ·Dl.sagree ______ . Other:. ____ 

ATTACHMEN'I:: . 

Letter ·foI;Signature. 

EXECUTIVE SECRETARIAT· 




95-143301 
DEPARTMENT OF THE TREASURY 

WASHINGTON-, 

March 2, 1995GENERAL COUNSEL 

ACTION 

MEMORANDUX FOR SECRETARY RUBIN 

FROM: EDWARD S. KNIGHT f?~~ 
SUBJECT: Mexico Notification to Congress Under ESF statute 

ACTION :FORCING EVENT: 

The President is required under 31 U.S.C. sec. 5302(b) to notify 
Congress df his decision to provide loans and guarantees having 
maturities of over six months to Mexico from the Exchange 
stabilization Fund. Attached are letters for the President to 
sign and send to Congress. 

RECOMMENDATION: 

That you sign the attached memdrandum to Anthony Lake and Laura 
D'Andre:a Tyso recommending that the President sign and transmit 

letters. 

Disagree____________ Let's DiscussAgree 

BACKGROUND: 

Although the ESF statute does not specify any particular time. 
frame for providing notification, we would like to get it to 
Congress as soon as possible. The only other time such a . 
notification was provided to Congress was in 1982, with respect 
to loans to Mexico. In that case, President Reagan notified 
congress on September 8 of his decision of August 24 to use the 
ESF. 

The at-tached letters were cleared through the OMB clearance 
process and incorporate changes suggested by state and Justice. 
In addition, the letter received the appropriate clearances from 
OASIA (Shafer, Geithner and Zelikow) before it was sent to OMB. 
Legislative Affairs (Rojas) also cleared the version that went to 
OMB. 

Attachments: 	 Tab A: Memorandum for Your Signature 
Tab B: Letters for the President's signature 



THE SECRETARY OF THE TREASURY 

WASHINGTON 


MEMORANtlUM FOR ANTHONY LAKE 
ASSISTANT TO 
FOR NATIONAL 

THE PRESIDENT 
SECURITY AFFAIRS 

LAURA D'ANDREA TYSON 
. ASSISTANT TO THE PRESIDENT 

FOR ECONOMIC POLICY 

FROM: ROBERT E. RUBIN ~. 
SUBJECT: Mexico.Notification to Congress Under ESF statute 

Attached are letters for the President's signature formally 
notifying Congress of the President's decision to provide loans 
and guarantees having maturities of over six months to Mexico 
from the Exchange Stabilization Fund. The notification is 
required under 31 U.S.C. 5302(b). Although the statute does not 
specify any particular time frame forcproviding notification, it 
is advisable to provide it to Congress as soon as possible. The 
only other time such a notification was provided to Congress was 
in 1982, with respect to loans to Mexico. In that case, 
President Reagan notified Congress on September 8 of his decision 
on August 24 to use the ESF. 

RECOMME:NDATION! That the President sign the letters and transmit 
them to Congress. 

Agree Disagree Let's'Discuss-----..,.--
AttachDlent: Tab B: Letters for President's Signature 



, 
I 

Honorable Newt Gingrich I 

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

Dear Mr. Speaker: 
I 
i 

On January 31, 1995~ I determined pursuant to 31 U.S.C. sec. 
5302(b) that the economic crisis in Mexico posed "unique and 
emergency circumstances'~ that justified the use of the Exchange 
Stabili:zation Fund ("ESFI") to provide 10ans and credits with 
maturities of greater tHan six months to the Government of Mexico 
and the Bank of Mexico. I Consistent with the requirements of 31 
U.S.C. sec. 5302(b), I am hereby notifying Congress of that . 
determination. You. and Ithe other members of the Congressional 
leadership isstied.a joi~t statement with..me on January 31, 1995, 
in which we all agreed that such use of the ESF was a necessary 
and appropriate resp~ns~ to ~he Me~ican financial crisis, and in 
the united States' v1tal nat10nal 1nterest. 

I 

I
On February 21, 1995, the Secretary of the Treasury and the 

Mexican Secretary of Fi~ance and Public Credit signed four 
agreements that provide/the framework and specific legal 
arrange!ments under which up to $20 billion in support will be 
made available from thelESF to the Government of Mexico and the 
Bank of Mexico. Under these agreements, the united states will 
providE! three forms of i;upport to Mexico: short-term swaps . 
through which Mexico bot-rows dollars for 90 days and which can be 
rolled over for up to one year; medium-term swaps through which 
Mexico can borrow dollaFs for up to five years; and securities 
guarantees having matur~ities of up to 10 years. 

I 
RI.~payment of thesei loans and guarantees is backed by . 

revenues from the exporlt of crude oil and petroleum products, in 
an agr1eement signed by jthe United States, the Government of 
Mexico, and the Mexica~ government's oil company. In addition, 
as added protection in ~he unlikely event of default, the United 
States is requiring Mexico to maintain the value of the pesos it 
deposits with the Unit~d States in.connection with the medium
term swaps. Therefore,; should the rate of exchange of the peso 
against the U.S. dolla~ drop during the time the united states 
holds pesos, Mexico would be ~equiredto provide the United 
states with enough additional pesos to reflect the rate of 
exchange prevailing atlthe conciusion of the swap.

I . 
I am enclosing a fact Sheet prepared by the Treasury 

Department that provid$s greater details concerning the terms of . \ 

the fClur agreements. I am .also enclosing a summary of the 
econOIilic policy action~ that the·Government of Mexico and the 
Central Bank have agre¢d to take as a condition of receiving 

I 

i 

I 

I 
I 
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assistance. ' 

The agreements we have signed with Mexico are part of a 
multilateral effort involving contributions from other countries 
and multilateral institutions. The Board of the International 
Monetary Fund has approved up to $17.8 billion in medium-term 
assistance for Mexico, subject to Mexico's meeting appropriate 
economic conditions. Of this amount, $7.8 billion has already 
been disbursed, and additiona~ conditional assistance will become 
available beginning in July of this year. In addition, the Bank 
for International SettlemE;!nts is expected to provide $10 billion 
in short-term assistance. 

The current Mexican financial crisis is a liquidity cr1S1S 
that has had a significant destabilizing effect on the exchange 
rate of the peso, with cOhsequences for the overall exchange rate 
system. The spill-over effects of inaction in response, to this 
crisis would be significant for other emerging market economies, 
parti6ularly those in Lat~n America, as well as for the United 
states. Using the ESF to! respond ,to this crisis is therefore 
plainly consistent with the purpose of 31 U.S.C. 5302(b): to 
give the United states the ability to take action consistent with 
its obliqations in the International Monetary Fund to assure 
orderly exchange arrangements and a stable system of exchange, 
rates. 

The Mexican peso crisis has erupted with such suddenness and 
in such magnitude as to render the usual short-term approaches to 
a liquidity crisis inadequate to address the problem. To resolve 
problems arising from Mexico's short-term debt burden" longer 
term solutions are neces~ary in order to avoid further pressure 
on the exchange rate of the peso. These facts present unique arid 
emergency circumstances, and it is therefore both appropriate and 
necessary to make the,ESF available to extend credits and loans 
to Mexico in excess of six months. 

William J. Clinton 

Enclosures 



.., 

February 21, 1995 

Fact Sheet on United States Support for Mexico 

I. . Overview 

o Support: The United States and Mexico have signed agreements implementing the 
$20 billion SUPI)()rt package put forward by President Clinton to protect United States 
jobs, exports, immigration interests, and security concerns threatened by Mexico's 
liquidity crisis. . 

o Conditions: Mexico has announced an aggressive economic program which it intends 
to follow in order to restore financial stability. United States support is being 
extended to bolster that effon. by enabling Mexico to meet short-term obligations and 
restructure its debt. 

o Safeguards: l11ese agreements set up transparency requirements. notification 
methods, evalu.ation procedures, and other mechanisms to safeguard United States 
interests. Under these accords, proceeds from crude oil and oil product exports will 
serve as assured sources of repayment of Mexico's obligations to the United States. 

n. Fonns and n;e or United States Support 

o . Three Fonns or Support: 
Mexico: 

These agreements cover three forms of support for 

short-term swaps through which Mexico 130rrows dollars for 90 days; 

medium-term swaps that will extend dollars to Mexico for up to five years; 
, 

guaraIltees through which the United States will back Mexico's obligations on 
govenlment securities for up to 10 years. The United States backing will 
convillce investors to lend money to Mexico for longer terms at lower interest 
rates. 

o Use or Support: Mexico will use the dollars the U.S. provides or the funds raised 
with U.S. guarantees to retire, refinance, or restructure short-term obligations. This 
will allow Mexico to shift its borrowing to more-stable, long-term sources of finance. 

1 



The Utilization of U.S. Funding under the 
U.S. Mexico Framework Agreement 

Under the' U.S.-Mexico Framework Agreement, the United States will make 

available up. to $20 billion from the U.S. Treasury's Exchange Stabilization Fund. 

These fund:; will help the Mexican Government move aggressively to resolve its 

current financial crisis. 
, 	 , 

. Significant Levels of Support 

• 	 The United States Government has committed $20 billion dollars to the 

Mexican support program~ 


. • 	 $10 billion will be mcJde available in stages between now and the end of 
June! 1995 as Mexico meets agreed upon targets. $3 billion will be made 
available immediately on the effective date of the agreement. 

• 	 Another $10 billion will be made available as needed and in stages beginning 
in July, based on the sam'e terms and conditions. 

Program Addresses Mexico's Key Financial Problems 

• 	 U.S" funding 'will enable Mexico to meet its tesobono obligations and 

successfully refinance and restructure its short-term debt. 


• 	 U.S. funding will support Mexican efforts to strengthen its banking system, 

including reducing pressure derived from maturing dollar-denominated CDs 

and other short-term obligations. 


U.S. Funding will Reposition the Mexican Economy 

• 	 By eliminating Mexico's short-term' debt problem and strengthening the 

Mexican banking system, the U.S. financial package enables Mexico to 

support stable exchange rates. 


• 	 This plan lets Mexico gain new access to private capital which will allow 

Mexico to continue to refinance less expensively. 


Funding r.v1echanisms Encourage Longer Term Investment 

• 	 U.S. support will be available as both short- and medium-term swaps and 

th,'ough a program of loan guarantees .. 


• 	 TOI date, only short-term swaps have been available to Mexico. As part of 

the Agreement, the U.S. will now begin to provide medium-term swaps as 


, \
well.-. 	 . . 

(. 	 . 

• 	 The Mexican Government will also be able to use U.S. funds to guarantee 
longer-term bonds. A first issue of U.S. guaranteed bonds is anticipated 
~,.rinn thp ~Ar.nnn nuarter of 1995. 



Honorable Robert Dole 
Majority 'Leader 
U. S. Senclte 
washington, D.C. 20510 

Dear Senator Dole: 

. On Sanuary 31, 1995, I determined pursuant to 31 U.S.C. sec. 
5302 (b) t:hat the economic crisis in Mexico posed "unique and 
emergency qircumstances" that justified the use of the Exchange 
Stabilizi3.tion Fund (ltESFn) to provide loans and credits with 
maturities of. greater than six months to the Government of Mexico 
and the Bank of. Mexico. 'Consistent with the requirements of 31 
U.S.C. sec. 5302(b), I am hereby notifying Congress of that 
determination. You and the other members of the Congressional 
leadership issued a joint statement with me on January 31, 1995, 
in which we all agreed ~hat such use of , the ESF was a necessary 
and appropriate response to the Mexican financial crisis, and in 
the United States' vital national interest. 

On February 21, 1995, the Secretary of the Treasury and the 
Mexican Secretary of Finance and Public Credit signed four 
agreements that provide the framework and specif.ic legal 
arrange~ents under ~hich up to $20 billion in support will be 
made aVctilable from the ESF.to the Government of Mexico and the 
Bank of Mexico. Under these agreements, the United States will 
provide three forms of support to Mexico: short-term swaps 
through which Mexico borrows dollars for 90 days and which can be 
rolled over for up to one yeal::'i medium-term swaps through which 
Mexico can borrow dollars for up to five years; and securities 
guarantees having maturities of up to 10 years. 

Repayment of these loans and guarantees is backed by 
revenues from the export of crude oil and petroleum products, in 
an agreement signed by the United States, the Government of 
Mexico, and the Mexican government's oil company. In addition, 
a~ added protection in the unlikely event of default, the United 
states is requiring Mexico to maintain the value of the pesos it 
deposits with the united states in connection with the medium
term sw·aps. Therefore, . should the rate of exchange of the peso 
against the U.S. 'dollar drop during the time the United states 
holds pesos, Mexico would be ~equired to provide the United 
states with enough additional pesos to reflect the rate of 
exchange prevailing at the conclusion of the swap. 

I am enclosing a Fact Sheet prepared by the Treasury 
Department that provide's greater details concerning the terms of 

http:specif.ic
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the four agreements. lam also enclosing a summary of the 
economic policy actions that the Government of Mexico and the 
Central Bank have agreed to take as a condition of receiving
assistance. . 

The agreements we have signed with Mexico are part of a 
multilatElral effort involving contributions from other countries 
and multilateral institutions. The Board of the International 
Monetary Fund has approved up to $17.8 billion in medium-term 
assistance for Mexico, subject to Mexico's meeting appropriate 
economic conditions. Of this amount, $7.8 billion has already 
been disbursed, and additional conditional assistance will become 
available beginning in July of this year. In addition, the Bank 
for International Settlements is expected to provide $10 billion 
in short-term assistance. 

The current Mexican :financial cr1S1S is a liquidity cr1S1S 
that has had a significant destabilizing effect on the exchange 
rate of· ·the peso, with consequences for the overall exchange rate 
system. The spill-over effects of inaction in response to this 
crisis would be significant for other emerging market economies, 
particularly those in Latin America, as well as for the united 
states. Using the ESF to respond to this crisis is therefore 
plainly consistent with the purpose of 31 U.S.C.S302(b): to 
give the United states ·the ability to take action consistent with 
its obligations in the International Monetary Fund to assure 
orderly exchange arrangements .and a stable. system of exchange 
rates. 

ThE! Mexican peso crisis has erupted with such suddenness and. 
in such magnitude as to render the usual short-term approaches to 
a liquidity crisis inadequate to address the problem. To resolve 
problems arising from Mexico's short-term debt burden, longer 
term solutions are neces·sary in order to avoid further pressure 
on the I=xchange .rate of the peso. These facts present unique and 
emergenr::y circumstances, and it is therefore both appropriate and 
necessary to make the ESF available to extend credits and loans 
to Mexico in excess of six months. L 

Sincerely, 

William J. Clinton 

Enclos\:lres 



February 21, 1995 

Fact Sheet on United States Support for Mexico 

I. Ovenriew 

o Support: The United States and Mexico have signed agreements implementing the 
$20 billion support package put forward by President Clinton to protect United States 
jobs, exports, immigration interests, and security concerns threatened by Mexico's 
liquidity crisis. . 

o CoocUtions: Mexico has announced an aggressive economic program which it intends 
to foHow in order to restore financial stability. United States support is being 
extended to bolster that effort, by enabling Mexico to meet short-term obligations and 
restnJcture its debt. 

o . Safeguards:· These agreements set up transparency requirements, notification 
methods, evaluation procedures. and other mechanisms to safeguard United States 
interests. Under these accords, proceeds from crude oil and oil product exports will 
sefVle as assured sources of repayment of Mexico's obligations to the, United States. 

II. Forms and Use of United States Support 

o Tbl'ee Fonns of Support: 
Mex:ico: 

These agreements cover three forms of support for 

short-term swaps through which Mexico Borrows dollars ior 90 days; 

medium-term swaps that will extend dollars to Mexico for up to five years; 

guarantees through ,which the United States will back Mexico's obligations on 
government securities for up to 10 years .. The United States backing will 
convince investors to lend money to Mexico for longer t~rms at lower interest 
rates. 

o Use of Support: Mexico will use the dollars the U.S. provides or the funds raised . 
with U.S. guarantees to retire, refinance, or restructure short-term obligations. This 
will allow Mexico to shift its borrowing to more-stable, long-term sources of finance. 
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o 	 Staged Support: The United I States will make the support available in stages, as 

needed, subject to our determination that Mexico is adhering to its announced 

policie.s. 


IV. 	 SafegJlJards 

·0 	 Notincation Requirements: The Mexicans will be required to provide the U.S. 
Treasury with details about how they plan to use U.S. support any time they seek to 
draw on U.S. resources. For example, Mexico would have to specify what forms of 
securitties would be offered with a new tranche of U.S. guanintees. as well as how the 
money raised with U.S. guarantees would be used to retire existing Mexican 
obligations. . 

o 	 Veto Power: . The U.S. Treasury may deny any request for a disbursement if 

Tr~mry determines that the use is inappropriate, or if it considers that Mexico has 

not met the conditions set forth in the agreements. 


o 	 Acceleration: The United States has the right to accelerate Mexico's outstanding 
obligations to the U.S. if Mexico has failed to comply with certain key provisions of 
th~! agreements. 

V. 	 Oil Backing 

o 	 Proceeds from Oil Exports: In the unlikely event of default, all of Mexico's 
obligations to the United Slates under the new arrangements will be backed by the 
proceeds from Mexico's crude oil and oil products exports. 

o 	 Federal Reserve of New York: Upon il1lplementation of these agreements, payments 
for these exports will pass through an account of Bank of Mexico at the Federal 
Reserve Bank of New York. 

o 	 Sell orr to Meet Mexican Obligations: If Mexico fails to repay Treasury under 
the:se agreements, Mexico's obligations will be set off against funds passing through 
the! account. 

3 
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Summary of Mexican Economic Policy Actions 

The Government and the Bank of Mexico have reaffirmed and strengthened 
Mexico's ec:onomic program to contain the following actions: 

To fulfill all commitments undertaken with the IMF in connection with the 
stancl-by arrangement. 

To respond to the financial crisis with additional policy steps. 

To direct monetary policy to the objectives of reducing inflation, 
strengthening the peso, and encouraging the restoration of 
spontaneous capital inflows. To that end, the Bank of Mexico 

Points out that under the law it ,is fully an independent 
institution; , 

Reiterates that it will maintain an upper limit for net domestic 
credit expansion of 10 billion Mexican pesos for all of 1995; 

Aims to restrain base money growth backed by credit 
operations t9 below the rate of inflation; 

Points out that short-term interest rates were raised by 10 
percentage points on February 20; 

Pledges to maintain tight monetary conditions to guarantee the 
substantially positive real interest rates that are essential to a 
successful stabilization effort; and 

Seeks the stabilizC!tion of financial conditions and return of 
confidence :that will permit interest rates to decline over the 
course of 1995. 

To manage the floating exchange rate system, the Mexican financial 
authorities 

Declare that the peso has been undervalued in recent trading 
sessions. 

Pledge to maintain a credit and interest rate policy that will 
assure that the peso appreciates from those recent levels; 

1 of 2 
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The Utilization of U.S. Funding under the 
. U.S. Mexico Framework Agreement 

Under the U.S.-Mexico Framework Agreement, the United States will make 
available up to $20 billion from the U.S. Treasury's Exchange Stabilization Fund. 
These funds will help the Mexican Government move aggressively to resolve its 
current financial crisis. 

Significant Levels of Support 

• 	 The United States Government has committed $20 billion dollars to the 
Mexican support program. 

• 	 $10 billion will be made available in stages between now and the end of 
June 1995 as Mexico meets agreed upon targets. $3 billion will be made 
available immediately on the effective date of ,the agreement. 

• 	 Another $10 billion will be made available as needed and in stages beginning 
in July, based on the same terms and conditions. 

Program Addresses Mexico's Key Financial Problems 

• 	 U.S. funding will enable Mexico to meet its tesobono obligations and 
succHssfully refinance and restructure its short-term debt. 

• 	 U.S. funding will.support Mexican efforts to strengthen its banking system, 
including reducing pressure derived from maturing dollar-denominated CDs 
and other short-term obligations. 

U.S. Funding will Reposition the Mexican Economy 

• 	 By eliminating Mexico's short-term debt problem and strengthening the 
Mexican banking system, the U.S. financial package enables Mexico to 
support stable exchange rates. 

• 	 This plan lets Mexico gain new access to private capital which will allow 
Mexico to continue to refinance less expensively. 

Funding Mechanisms Encourage Longer Term Investment 

• U.S .. support will be available as both short- and medium-term swaps and 
through a program of loan guarantees. 

• 

. , . 	 . 


To date, only short-term 'swaps have been available to Mexico. As part of 
the Agreement, the U.S. will now begin to provide medium-term swaps as 
well. ., ( 

The! Mexican Government will also be able to use U.S. funds to guarantee• 	
, 

longer-term bonds. A first issue of U.S. guaranteed bonds is anticipated 
during the second quarter of 1995~ 
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DEPARTME~T OF THE TREASURY 

WASHINGTON, D.C. 20220 


March 8, 1995 

MEMORANDUM TO THE IFIL.ES 

FROM: ROBERT E. RUBIN, SECRETARY 

, 
Over the past three weeks, I have spoken on several 

occasions to Guillermo ort;iz, the Finance Minister of Mexico, and 
separately on at leas~ a couple of occasions to Luis Telles, 
Chief of staff to President Zedillo, after preparatory 

. conversations with Larry Summers, Jeff Shafer and others. 

We discussed issues such as the monetary base, interest 

rates, mOiletary policy, fiscal policy and the central bank, and 

the Mexicctn banking system. Our conversations were direct and 

businesslike. I expressed our views, and in general, both 

Guillermo and Luis were responsive in 'substance and attitude. 


The conversations I have had were similar to conversations 
that Larry SUInmEars and others have had with their counterparts .in 
Mexico. 

./ 
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Tab A 

March 13, 1995 

DRAFT 


Statements on. Tranching of U.S. Funds 


In our finandal plan of February 21, we have projected that $10 billion of the $20 billion that 
the U.S. has made available to 'us would be drawn in the first half of the year. The remaining 
$10 billion would be kept for contingencies. 

We think that investors will recognize our determination to stabilize our economy, and that 
Mexico will 'again be seen as the attractive market for investment that it is. But if market 
confidence d:oes not improve as quickly as we expect, it might be appropriate -- and I think 
possible -- to combine additional policy measures with an accelerated schedule of disbursement 
of funds that have been made av3ilable to us. 

Rubin: 

U.S. support of up to $20 billion is scheduled to be disbursed in stages. The schedule of 
disburseme01t was developed on February 21, in view of projections of what would be required 
to support Mexico's stabilization. 

If the situatilon evolves differently from what was then projected, we can always just the 
schedule of disbursements to fulfill the objectives of U.S. assistance, provided Mexico is taking 
the right policy actions and meeting all the terms of our agreements. 



Tab B 

March 14, 1995 ' 

summary of Mexico's Revised Economic Program 

The GOM'f; revised economic package calls for further tightening 
of fiscal and monetary policies and steps to bolster the banking 
system to remain in compliance with the IMF agreement. The 
revised Inacroeconomic assumptions reflect a worse, but more 
realisti(~, economic outlook than the GOM's January forecast~ 
Major el.:aments of the program include: 

A sUbstantial tightening of fiscal policy 

o 	 The primary fiscal surplus in 1995 will increase by 2.1% of 
GOP to 4.4% as compared to the 1994 budget. The overall 
government surplus will be maintained at the January goal of 
0.5% of GOP, versus ~0.3% in 1~94. 

The VAT tax will be increased from 10 to 15%, yielding 
an additional 1% of GOP in revenue. 

Expenditures will be cut by 0.7% of GOP as compared to 
the 1994 budget. 

o 	 Increases in fuel and electricity prices of 32-49% in 1995. 

o 	 Reduction of the immediate depreciation allowance to 3% to 
encourage investment. 

Monetary policy as nominal anchor for the econo~m~______ 

o 	 The goal of limiting the expansion estic cre ',.1: to 
NP 10 bi'llion, now e uivalent to a decline, will 
rem.ain unchanged ~tary poll.cy ill be further 
tightened, if necessary, er depreciation of the 
peso. 

o 	 The average exchange rate for 1995 is projected to be NP ({':~' '.,) 
as compared to NP 4.5 in the January plan. ' __./ 

Additional support for the banking system 

o 	 The! existing FOBOPROA window to support banks will be 
stX'engthened through a $2.25 billion World Bank/lOB loan and 
$7:iO million in privatization proceeds. . 

o 	 An inflation indexation system (UOI) that is intended to 
give greater certainty to savers and lenders and help reduce 

.' upward pressure on interest rates. 
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A credit restructuring program covering up to 12% of 
the portfolio of viable small and medium-sized 
companies will be extended up to 12 years and 
denominated in UDI's. 

o 	 A n43W program (PROCAPTE) will be established to provide 
temporary capitalization to commercial banks. 

Wages and incomes Policy. 

o 	 The minimum wage will be increased an additional 10% (on top 
of -the 7% awarded in January) and an income tax credit of 3% 
will be granted to low and middle income workers. 

o 	 Extension of medical benefits under the Social Security 
) 

system from 2 to 6 months for unemployed workers. 



Mexico's Economic Assumptions 

1994 1995 
(actual) 

Macroeconomic Targets 
(January)\ 

GDP (% c:hange) 3.5 1.5 

- Domestic Demand 
 4.5 -3.6 

- Gross Fixed Investment 
 -0.59.9 

19.0Inflation (% change y/y) 7.1 
) 

Merchandise Trade Balance 

- (US $ Billions) 
 -18.5 -5.0 

- (% of GDP) 
 -1.5-4.8 

Current Account 

- (US Billions) 
 -29.4 -14.0 

. 

( 

- (% of GDP) 
 -4.4-7.8 

Public Sector (% of GDP) 

- Primary Balance1 
 2.3 3.4 

- . Economic2 


-0.3 
 0.5 
-	 PSBR3 


-4.4 
 -1.8 

Monetary 

- Average Exchange Rate 
 3.38 4.5 


($ per peso) 


14.2 24.0r-Average-fntere,st Rate 
(28dayC~' 

~---~_// 

lExcludes interest payments. 

2Inc1udes interest payments. 

1995 
(March) 

I~ 
-10.1 
-9.4 
~ 

( 2.0 
",:, 

!'- ----
.6.1 
2.2 

r v----...
-'. 

-2.4 
-0.4 

4.4 

0.5 

-1.6 

r!V. 
fj( 

Net Change 
(March vs. 
January) 

-3.5 
-6.5 
-9.1 

~3.0 

, 
11.1 . 
3.7 

11.6 
3.0 

1.0 

------

0.2 

1.5 

23.7 

3public sector borrowing requirement is the broadest measure of fiscal policy. This 
measure includes credit extended to government financial intermediaries. 



Tab C 

March 14, 1995 

sta.tus of Funding' from Hultinational Development Banks 

On March 9, the World Bank announced a program of targeted 
support for Mexico in 1995-96. The IBRD indicated that it would 
propose loans to its Board totaling $1.5 billion for two 
operatio:ns designed to strengthen'the banking sector and a loan 
for $500 million to strengthen social sector safety nets. The 

,lOB has ,expressed interest in co-financing the operation in an 
amount of $750 million for the banking sector, and a matching 
$500 million for the social sector programs. Bank staff expect 
loans to go to the Board sometime in June, although they caution 
this target could slip. Likewise, lOB staff anticipate at least 
six to eight weeks minimum before its co-financing loans could be 
submitted for Board approval. Projected disbursements for 
calendar 1995 are roughly $300 million for the banking sector and 
$250-300 million for the social sector from the World Bank, 'and 
the Bank expects similar disbursement levels from the lOB in 
1995. Both institutions have indicated that these loans will be 
on the fast-track for approval and disbursement. 



Tab D 
,;,",- .. 

March 14, 199.5; 

Recent Market Developments 

Although the February 21. signing cif the U.S.-Mexico financial 
agreemen1: eased growing market concern regarding the timing and 
conditiollS' of U. S. assistance, continued uncertainty regarding 
the Mexican economic plan and reservations about the political 
situatioll in Mexico led to sharp and accelerating declines in' 
Mexican financial markets through March 9, the day the revised 
economic plari was announced. Over this period, the peso fell by 

.25% -- 54% below its pre-crisis level -- while stocks fell by 8% 
and Brady bonds by nearly 10%. 

Markets responded positively to the anno~ncements of March 9, 
with the peso appreciating nearly 20% on March 10 to bring it 
back to :its level one week earlier. Stocks also rose by 3% and 
Brady bOi:'ldsby 2% on March 10. 

However, in this week's trading the peso has declined by 5% and 
remains 48% .below its pre-crisis level. Stocks are unchanged 
since Friday with declines of 29% since the onset of the crisis, 
while Brady bonds strengthened ' further to a level 26% below 

crisis levels. 

Market partici suggest that demand for peso assets will~ain limited until re is clear evidence of the economic
'.program '.:9 succe s. t the same time, the pressure of a large 

overhang of dol em d by foreign investors wishing to 
liquidats\peso positions are expected to cap the currency's near
term gai:~ Likewise, market participants remain concerned that 
a flare":::;up in social or political tensions could undermine the 
successful implementation of·the economic stabilization plan. 



Tab E 

March 14, 1995 

Recent Banking sector Developments 

Backgroulld 

The financial condition of the banking system was 'already weak at 
the time the crisis hit. The level of loan delinquencies was 
increasing, the level of loan loss reserves had been declining as 
a percen1:age of delinquencies and, some banks were operating 
below reeJulatory capital requirements. other factors compounding 
the banking problem were: ( i) a drastically improved but ,still 
~eak banJo( regulat0!i (ii) inadeiquate transparency in balance 

sneets mie to accounting standards which differ from 
international standardsi (iii) capitalization of unpaid interest 
which overstates income; and, (iv) lack of verification by the 
bank regulator of the reported amount of banks loans in each risk 
classification. . 

Impact of crisis 

The initial devaluation resulted in gains for most banks (except 
Banamex) since they were ,long,on dollars ($900 million). 
However, the,long positions were based on dollar transactions 
with Mexican customers. Now the problem facing the banks is the 
inability of those customers to repay their dollar lo.ans, and the 
inability of customers in general to pay the higher interest 
rates. The lack of loan repayments and the declining loan 
quality has resulted in liquidity pressures for the banks and 
capital erosion. 

crisis response 

In response to the crisis the authorities have taken a number of 
steps: 

(1) 	 The bank resolution fund (FOBAPROA) and the Bank of 
Mexico are providing liquidity. 

(2) 	 Three insolvent banks have been intervened and placed 
under the management of FOBAPROA. 

(3} A temporary capitalization program was established 
(PROCAPTE). Banks can join this program by selling 
mandatory convertible subordinated to PROCAPTE (funding 
comes from the Bank of Mexico) to raise their capital 
base. Serfin,·the third largest bank, is now in the 
program. 
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(3) 	 Banks are required to raise loan loss reserves to 60 
percent of past dues or 4 percent of total loans, 
whichever is greater; 

(4) 	 To facilitate foreign investment in Mexican banks, the 
Banking ·Law has been amended to reduce the percentage 
of shares required for a foreign institution to acquire
control of a bank. . 

(5) 	 Onsite inspections of all banks will b~ conducted. 

Evaluatio,n 

The autho,rities have taken prompt corrective action to address 
the crl.sJ...s •. However, it is important that, the authorities take 
the steps necessary to:' . 

(1) 	 Ensure that moral hazard is controlled; 

, (2) 	 That government support is not wasted on non-viable 
banks; and 

(3) 	 That transparency and regulatory discipline are not 
sacrificed when banking losses greatly exceed o~iginal 
expectations. 

At presenlt" the framework estab . l.es is 
adequate to address e crisis. However, continual re-assessment 
of the situation is required, since the full extent of bank' 
losses may not be known until onsite inspections of all banks are 
conductedl. 
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Tab F 

March 14, 1995 

'Recent Political Developments 

Former President Salinas flew to the united states on March 10. 
The GOM has not yet fo~mally requested the extradition of former 
prosecutclr Mario Massieu, who remains in u. S. custody. Raul 
Salinas has been ordered to stand trial on charges of 
masterminding the assassination of PRI's Jose Massieu. As a 

, result of these scandals, President Zedillo's popularity is 

rising. 




DEPARTMENT OF THE TREASURY 
95-143743

WASHINGTON 

March 14, 1995 

Iilfonnation 

MEMORAJSfDUM FOR SECRETARY RUBIN 

THROUGH: ~FREY R. SHAFER 

From: Daniel M. Zeliko~ 	 INFORMATION 
Subject: Ortiz' Presentation to Wall St. Today. 

This morning, Guillermo Ortiz presented Mexico's revised economic plan to a large group 
from the Wall St. . investment community. I was able to monitor most of it by conference 
call. My.overall impression was that Ortiz was forthright in his presentation of impending 
recession, ~LUtiouS in his outlook on the restoration of private flows, and was received as 
credible by his interlocutors. After the presentation, the Mexicans told me they were pleased 
with their reception. 

The key elernents of the economic plan will be summarized for you in a brief for YOUF" 

Wednesday afternoon meeting with Ortiz (proposed). The main emphases were that: 

o 	 significant fiscal adjustment would occur despite the recession and higher debt 
service costs; 

o 	 exchange rate appreciation would be supported through policy adjustment, 
particularly the restriction on monetary growth (projected 20% real reduction 
of base money), not market intervention; . 

o 	 appropriate measures were being taken to shore up the banking system; 

o 	 structural reforms will be accelerated and deepened; 

o 	 the plan works even under pessimistic assumptions about the recovery of 
market confidence·and private capital flows; 

o 	 the worst of the adjustment would occur this spring, and that the outlook for 
recovery in 1996 was "highly positive". 

. . 

Questions focused on the viability of government expenditure reductions, accounting issues 
related to expansion of net domestic assets, and the efficacy of measures to bolster the 
banking system. Only on the last was Ortiz' response not fully adequate, mainly because the 
new "UDI scheme" (inflation indexation of deposits and credits) would likely involve some 
cap on bank lending rates and was still to be worked out; Ortiz' response reflected these 
ambiguities. 

EXECUTIVE SECRETARIAT 
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DEPARTMENT OF THE TREASURY 
WASHINGTON, D.C. 20220 

CLOSE HOLD 

March 21, 1995 

MEMORA.N][)UM FOR SECRETARY RUBIN 

FROM:. 	 Linda L. Robertson .)::s:v/ 
Deputy Assistant SeUefury 
Legislative Affairs 

Victor A. Rojas 'At 

Deputy to the Assistant SecretarY 

Legislative Affairs 


SUBJECT: 	 Telephone Call to House Speaker Newt Gingrich regarding Action Likely 
to be taken by House Republican Conference on either Thursday, March 
23 or Friday, March 24 regarding Mexico 

ACTION FORCING EVENT: 

The House Republican Conference is scheduled to meet again later this week. It is likely 
that the conference will once again debate a resolution that would seek to limit the ability of 
the Departmt~nt of the Treasury to use the ExcHange Stabilization Fund in Mexico or for any 
purposes similar to those for which it has been employed in Mexico. 

RECOMMENDATION: 

The resolution ultimately taken up by the Republican conference later this week could take 
any number of different forms, from a condemnation of our policy in Mexico and our 
handling of the peso crisis to a resolution stating that the Exchange Stabilization Fund may 
not be used for any purposes similar to those for which it has been employed in Mexico . 
without prior Congressional authorization. 

Any action by the conference on resolutions that would constrain our ability to use the ESF 
or that would in any way serve to cast doubts over the legitimacy of our current package of 
Mexican financial assistance would clearly have serious market consequences. Equally 
important, any resolution of this nature adopted by the conference would serve to lay a 
dangerous predicate for Banking Committee or full House action undercutting our policy in 
Mexico. 
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We recommetld that call House Speaker Newt Gingrich today to: (1) express your sincere 
appreciation for the support that he had given us to date; and (2) express serious concerns 
regarding any action taken by the Republican Conference later this week on resolutions that 
would serve to put our support package and our national interests at risk. 

Agree:.'-_______ Disagree: Let's Discuss ---------- '----------

BACKGROUND AND ANALYSIS: 

Our most current intelligence' suggests that the resolution that will be the likely subject for 
debate and a possible vote would be fashioned on legislation introduced by Rep. Steve 
Stockman (R-Texas). The Stockman legislation states that "no funds ... may be used in any 
way... for the purpose of any swap, loan, loan guarantee, or grant to Mexico unless and until 
Congress has affirmatively approved such swap, loan, loan guarantee or grant to Mexico." 

Both Speaker, Gingrich and Chairman Leach continue to be under significant pressure from 
the right within their own conference to push the Administration more aggressively on 
Mexico. Gingrich, in an attempt to mollify the more extreme opponents of our Mexico 
policy within his own conference, has gone so far as to support more aggressive oversight 
and hearings by Republican Committee and Subcommittee Chairmen. Leach must also allow. 

, latitude to Members like Spencer Bachus within his own Committee to go forward with their 
own aggressive oversight of the ESF broadly and our policy more specifically. 

Tab A: Talking Points for Telephone Call to House Speaker Newt Gingrich 
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TAB A: 	 TALKING POINTS FOR TELEPHONE CALL TO HOUSE SPEAKER 
NEWT GINGRICH EXPRESSING SERIOUS CONCERN REGARDING 
POSSmLE REPUBLICAN CONFERENCE CONSIDERATioN OF AND 
ACTION UPON RESOLUTIONS REGARDING 'MEXICO , 

• 	 It is my understanding that the House Republican Conference is scheduled to meet 
later this week to discuss and vote on our MexiCQ package. 

• 	 It is my further understanding that the Conference will likely vote on a resolution' 
that would bar the Treasury Department from using the Exchange Stabilization Fund 

. in Mexico without prior Congressional approval.' 

• 	 Before I address the specifics of this Conference action, let me agaln reiterate my 
appreciation for the important leadership role that you have taken on Mexico. I know 
that this has not been easy and is tiot, very popular within your conference. 

• 	 r have very serious concerns regarding any'efforts by the Conference to act upon 
resolutions that would have the practiCal effect of undermining market confidence in 
our ,Mexican support package. . 

• 	 Any attempt to impair or constrain the ability of the Administration to use the 
Exchange Stabilization Fund poses a serious threat to the United States economy, 
putting our support package for Mexico and hence our national interests at risk. 

• 	 This view transcends this Department of the Treasury, this President and this 
Administration. This view also transcends party lines. 

• 	 Institutionally, the Department of the Treasury has an obligation to protect the 
ability of this and future Treasuries to use the ESF as an aggressive tool of 
currency intervention with both confidence and discretion. 

• 	 As 1 have noted to you previously, by publicly calling into question our use of the' 
ESF in Mexico as provided under: law, this resolution could threaten the credibility of 
the stabilization package and undermine the confidence Mexico· is trying to restore 
among investors. 

• 	 In addition, it could destroy the confidence that other nations have in the 
ability of the Executive Branch to negotiate agreements with them. These 
consequences could, ,in tum, have a negative impact on jobs, wages and 
prospects of American workers here at home. 

• 	 Failure to abide by our commitment with Mexico and not be allowed to move forward 
with patience and confidence would encourage further turmoil in the short-term debt 
markets and further undermine investor confidence in Mexico, signaling the markets 
that the United States is backing away from Mexico. 



• 	 I don't think that either of us would want the markets to respond adversely as 
a result of our failure to honor our commitment as a result of an ill-advised 
course of action charted by the Republican Conference. 

• 	 I appreciate having had this opportunity to speak and I look forward to keeping you 
and your colleagues further apprised of our actions as we move forward. Thank you. 



DEPARTMENT OF THE TREASURY 
WASHINGTON, D.C. 20220 

CWSEHOLD 

March 29, 1995 

MEMORANDUM FOR SECRETARY RUBIN 

THROUGH: Linda L. Robertson 
Deputy Assistant Secretary . 
Legislative Affairs 

FROM: Victor A. Rojas 'A~. 
Deputy to the Assistant Secretary 
Legislative Affairs 

SUBJECT: Telephone Calls to House Speaker Newt Gingrich and House Banking 
Committee Chairman Jim Leach regarding Anticipated House Republican 
Conference Consideration of Stockman Mexico Resolution 

ACTION FORCING EVENT: 

As you know, the House Republican Conference is scheduled to meet tomorrow morning, 
Thursday, March 30. On the agenda for the conference meeting will be a resolution in 
support of prompt floor action under an open. rule of H.R. 807, the Taxpayer Protection Act 
of 1995 introduced by Rep. Steve Stockman. The Stockman resolution, summarily, states 
that "no funds ... may be used in any way...for the purpose of any swap, loan, loan guarantee, 
OF grant to Mexico unless and until Congress has affirmatively approVe9 such swap, loan, 
loan guarantee, or grant to Mexico." 

RECOMMENDATION: 

It remains unclear the extent to which Gingrich or Leach will, yet again, seek to waylay 
Conference, action on the resolution. Our intelligence suggests that neither Gingrich nor 
Leach intend to aggressively oppose Conference adoption of the resolution as described 
above. Their strategy in allowing supporters of such a resolution to go forward in the 
Republican Conference is to placate the more extreme and vocal opponents of our package of 
financial assistance to Mexico. If this assessment of their strategy is correct, it completely 
neglects the very real market ramifications of such a action. 

CWSEHOLD 



As you know only too well, we have been down this road before with Gingrich, Leach and 
the Republican Conference. We have every reason to believe that action by the Conference 
tomorrow on the Stockman resolution is imminent and the threat of adoption is very reaL To 
this end, we strongly recommend that you call Speaker Gingrich and Chairman Leach this 
evening to express our very serious concerns regarding any such action being taken by the 
Republican Conference and to reiterate the very serious market c~>nsequences which would 
result if the Conference to adopt such a resolution. 

Agree:__.____ Disagree:______ Let's Discuss_______ 

BACKGROlUND AND ANALYSIS: 

See attached talking points for calls to Speaker Gingrich and Chairman Leach. 
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TALKING POINTS FOR TELEPHONE CALLS TO 
SPEAKER NEWT GINGRICH AND BANKING COMMITTEE CHAIRMAN JIM 
LEACH REGARDING ANTICIPATED HOUSE REPUBLICAN CONFERENCE 
CONSIDERATION OF STOCKMAN MEXICO RFSOLUTION 

• 	 It is my understanding that the House Republican Conference is scheduled to meet 
tomortow morning. 

• 	 It is my further understanding that the Conference is scheduled to consider a 
resolution that would recommend prompt House cons~deration of legislation requiring 
prior Congressional authorization before the Administration could use the Exchange 

. Stabilization Fund within the framework of our Mexico support package. 

• 	 You and I have had similar· conversations regarding such action by the Conference or 
the Congress on more than one occasion. As you well know, I fully appreciate your 
support for our package of financial assistance to Mexico and all of your efforts to see 
that this program be given a chance. to go forward and succeed. 

• 	 Since we have talked several times on this issue, you are equally fully aware of the 
serious concerns that we have regarding such a course of action and how 
consideration of and passage of such a resolution in the· Republican Conference might 
undermine market confidence in our Mexico support package. 

• 	 Any action by the Conference recommending prompt House action on legislation that 
would undermine our ability to use the :ESF as we have agreed with the Mexicans· 
might be interpreted as a serious threat to the credibility of our stabilization package 
and further undermine the confidence that Mexico is trying to restore with investors. 

• 	 The Mexican government has taken courageous action in directly confronting its 
situation and offering a disciplined economic recovery program. S~nce the first of the 
year:: 
• 	 the outstanding stock of tesobonos had been brought down from $30 billion to 

less ·than $17 billion;· and 
.. 	 Mexico had corrected it's current account imbalance and: lieduced the monetary 

base from 57 million pesos to 49 million pesos; 

• 	 .The success of these effort cannot be judged from day-to-day market movements. 
Nonetheless, . it appears that negative sentiment may be bottoming out, meaning that if 
Mexico hold the course, there is every likelihood of confidence returning. 

• 	 Signs of declining peso volatility have recently emerged coupled with steady 
increases in the Bolsa. 

• 	 Any indication that the commitment of the U.S. to the agreements we negotiated and 
sigrled with the Mexicans is weakening could threaten to jeopardize the best possible 
outcome in Mexico. .. 



.. 

'.l . 

• This program needs time to work. What it does not need to persistent second
guessing that the market will clearly interpret as a lack of resolve and commitment on 
the part of U.S. government leaders. 

• 
\ 

I fully appreCiate the support that you have lent to these efforts to date. At this point 
in time, I fullyhope that you will be able to work with your colleagues and to be able 
to successfully impress upon them that their actions may not be in our best national 
interests. 

• Thank you again for all of your assistance and I look forward to continuing to work 
with you as we press forward. 



95-145061 

DEPARTMENT OF THE TREASURY 
WASHINGTON 

April 14, 1995
UNDER SECRETARY 

ACTION 
MEMORANDUM FOR 	 SECRETARY RUBIN 

FROM: 	 LAWRENCE H. SUMMERS ~pv , 

UNDER SECRETARY (INTEkNATIONAL AFFAIRS) 


EDWARD S. KNIGH~hv 
GENERAL COUNSEL 

SUBJECT:· 	 Letter to the President Concerning Fulfillment of 
certain Legislative Conditions Related to Mexican 
Drawing 

ACTION FORCING 	 EVENT: 

Before'additional funds can be made available to Mexico next week 
under the program announced by the President on January 31" the 
President must certify to Congress that five conditions set forth 
in the newly enacted Department of Defense Emergency Supplemental 
Appropriations act (signed into law by the President on April 10) 
have been met. The White House Counsel's office has requested a 
letter from you to the President stating whether you have found 
that the first four conditions have been met and whether you 
recommend that the President certify that they have been met. 

RECOMMENDATION: 

That you sign the attached letter to the President stating that 
you have found 	that the first four conditions have been met and 
recommendinythat the President cert~fy, that they have been met. 

Agree __V_ 	 Disagree ' Let's Discuss 

BACKGROUND: 

The Mexican Government has submitted a request to ,the Treasury 
Departmemt for 	a second drawing under the Medium-Term Exchange 
Stabilization Agreement which was signed on February 21, 1995. 
If you approve 	the request, it is anticipated that the drawing 
will take place during the week beginning Monday, April 17, 1995. 
Pursuant to section 406 of Title IV of the Department oEDefense 
Emergency Supplemental Appropriations Act, the President must 
submit to a number of Congressional committees a certification as 
to the following matters before such funding may be extended: 

(1) there is no projected cost (as defined in the Credit 
Reform Act of 1990) to the United states from the proposed 
swap; 

(2) all loans, creditsi guarantees, and currency swaps to 
Mexico from the Exchange Stabilization Fund or the Federal 

mCUTJVE SECRETARIAT 
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Reserve System are adequately backed. to ensure that all 
United states funds are repaid; 

(3) the Government of Mexico is making progress in ensuring 
an independent central bank or an independent currency 
control mechanism; 

(4) Mexico has in effect a significant economic reform 
effort; and 

(5) the President has provided the documents described in 
paragraphs (1) through (2S) ~f House Resolution SO, adopted 
March 1, 1995. 

As mentioned above, the White House Counselrs office has 
requested a letter from you as to whether you have found that 
conditions (1)-(4) have been met with respect to the drawing 
proposed for next week and wh~ther you recommend that the 
President certify that they have been met. 

We have concluded that you can make such a finding with respect 
to those four conditions. The basis for this finding is set out 
in the attached letter. 

Attachment: Tab A: Letter to the President 



DEPARTMENT OF THE TREASURY 

WASHINGTON, D.C. 


SECRETARY OF THE TREASUHY 

President William J. Clinton 

The White! House 

Washington, D.C. 20500 


Dear Mr. President: 

Under section 406 of the Mexican Debt Di~closure ict of 1995, 
·which is Title IV of the Emergency Supplemental Appropriations 
and Rescissions for the Department of Defense to Preserve and 
Enhance ~Iilitary Readiness Act of 1995, you are required to 
submit to Congress a certification as to five conditions prior to 

. the time that funds can be made available from the Exchange 
Stabilization Fun~ to Mexico. Mexico has requested that funds be 
made available to it by means of a swap transaction next week. 
The required certification will have to be submitted to Congress 
prior to the time we agree to make the requested funds available. 

The WhitE~ House Counsel's office has requested that: I inform you 
as to whether I have found that the first four conditions h~ve 
beeri met.. After careful consideration, I have found that the 
first four conditions, which are as follows, have been met, and 
recommend that you certify that: I 

(1) there is no projected cost (as defined in the Federal 
Credit Reform Act of 1990) to the United states from the 
proposed swap transaction; . 

(2) all loans, credits, guarantees, and currency swaps to 
Mexico from the Exchange Stabilization Fund or the Federal 
Reslarve System are adequately backed to ensure that all 
united states funds are repaid; 

(3) the Government of Mexico is making progress in ensuring 
an independent central banJq and 

(4) Mexico has in effect a significant economic reform 
effort. 

The bases for my findings are as follows: 

Condition (ll. There is no projected cost (as defined in the 
Federal Credit Reform Act of 1990) to the United states .from the 
proposed currency swap with Mexico. We have provided in the 
Medium-Term Exchange Stabilization Agreement, concluded with 
Mexico on February 21, 1995, for the United states to be paid 
interest on a quarterly basis equal to the rate assessed on a 

I 
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91-day Treasury Bill plus a premium determined by the United 

states. The interest and premium on the proposed swap will be 

more than sufficient, according to the Office of Management and 


'Budget, to offset the cost of the swap as calculated under the 
Federal Credit Reform Act of 1990 for countries having a current 
rating like that of Mexico. 

In addition, ,the united states has secured three' tiers of backing 
for the repayment of currency swaps extended to Mexico: the full 
faith and credit of the Government of Me~ico, an assured source 
of repayment including an oil proceeds mechanism, 'and the 
currency (pesbs) that will be swapped for dollars. 

The proposed medium-term transaction is a swap of dollar assets 

for peso assets, accrues interest, and is subject to a 

maintenance of value provision for full repayment (in terms of 

dollars) at the maturity of the swap. Treasury has conducted 

numerous short-term swap transactions in the past; Mexico has 

always paid all obligations under them. 


Condition---1.ll. Mexico is meeting the requirement that "all 
loans, credits, guarantees, and currency swaps are adequately 
backed to ensure that all United states funds are repaid •..• " 
The "backing" for the U.s. package is primarily in three forms: 
first, the "full faith and credit" of the Mexican Government; 
second, an assured source of repayment 'including an oil' proceeds 
mechanism that would allow the United States to "set off" against 
the proceeds of Mexican crude oil, refined product, and 
petrochemical exports flowing through a bank account in New Yor~ 
in the event that Mexico has any unpaid obligations to the united 
States; and, third, the currency (pesos) swapped for dollars. 

Mexico.remains current on its medium and short-term drawings from 
the United States, recently making its first payment of interest 
on the $3 billion medium-term swap that was extended on March 14, 
1995. The United states has no grounds to question Mexico's 
"full fai.th-and credit" commitment to repay all of its 
obligations in a timely manner. Mexico has always paid Treasury 
for its past swap drawings. 

As for the second form of "backing", the 'oil proceeds mechanism 
is in place. Over; $800 million in oil proceeds has flowed 
through t:he Mexican Government account at the Federal Reserve 
Bank of New York since early March. (Last year, Mexico earned, 
about $6.5 billion from the export of crude oil, and over $700 
million from the export of refined products and petrochemicals.) 
If, for any reason, the proceeds ,of crude oil, refined product, 
and petrpchemical exports fall below a floor established in the 
February 21, 1995 agreements between Mexico and the united states 
in order to ensure adequate backing, a substitute source of 
repayment: satisfactory to the Treasury Department must be found 
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by Mexico to avoid prepayment and possible termination of the 
agreements. 

Mexico's government-owned oil company, Petroleos Mexicanos 
(Pemex), has not informed Treasury of any problem so far in 
instructing its export customers to pay their proceeds into the 
mechanism. Also, Pemex has announced that it plans to increase 
its export sales this year by 100,000 barrels per day. 

Furthermore, Treasury has drawn on ,analys.s from various sources 
(including other U.S. government agencies) regarding future 
Mexican oil export revenues, to compare them against Mexico's 
principal and interest payment obligations arising from 
Treasury's financial assistance. For example, there is an 
analysis by the Department of Energy supporting the conclusion 
that there is adequate backing for a $20 biilion facility. 

Condition (3). The Bank of Mexico (the Bank) is already legally 
independent.· Mexico's constitution asserts that the Bank "shall 
be autonomous in the exercise of its function and its 
administration," and that "~lilts primary objective shall be to 
ensure the stability of the purchasing power of the national 
currency .. " ' 

o The Bank has emphasized its independence by establishing a 
limit on net domesti6 credit for which it, and it alone, will be 
held accc:mntable. This nominal limit is far less than the 
projected rate of .inflation, implying a decline in real money 
over thif:; year. 

o Furthermore, as part of their agreements with the United 
states on February 21, Mexican authorities have committed 
themselves "to assure that the peso appreciates from the levels 
of, its r,ecent trading range, II and, in the event they intervene to, 
stabiliz,e the peso, to allow "a quick adjustment of credit and 
interest rate policies to reverse rapidly the intervention and 
any accompanying credit expansion. 1I This should help them to 
meet their goals of low inflation and a strong peso, while 
maintaining reserves. 

o In order to increase the market's ability to judge the 
Bank's effectiveness, the Bank has begun to issue each week key 
information from its balance sheet regarding international 
reserves, domestic credit and the money supply. 

To date, the Bank has demonstrated 'its independence by keeping 
monetary policy tight. The Bank has allowed interest rates to 
rise significantly since early February. The nominal money 
supply has actually fallen by 14 percent and the real money , 
supply by 25 percent since the beginning of the year (through 
March 31). In recent weeks, the peso has appreciated somewhat 
and its volatility has diminished. 
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The Bank has also made progress through institutional reforms 
that enhance its independence: 

o The Bank has begun enacting a series of measures designed to 
improve its control over domestic credit and the money supply. 
One component of these reforms tightens Bank control over the 
amount of overdraft credits extended to commercial banks. As a 
result, the Bank now has a stronger ability to restrict credit 
and money supply growth to targeted rates, even in the face of 
strong credit demand from the. banking system. 

o Moreover, the Bank is implementing a new system of interbank 
transaction clearing. This new mechanism should limit the 
exposure of the Bank to risk from potential liquidity problems in 
the commercial banks. . 

o Finally, commercial bank supervision and regulatory 
responsibilities have been removed from the Bank and placed in an 
agency under the Ministry of Finance, to concentrate the Bank's 
focus on monetary policy. 

consistent with its independence, the Bank of Mexico is'a 

separate signatory to the Framework Agreement governing u.s. 

support for Mexico, and accompanying conditions. 


Condition-'.ll. Mexico has in effect a significant economic. 

reform effort designed to reduce government spending and 

involveme.nt in the economy, redeem and reschedule short-term 


,government debt, and keep monetary and credit conditions tight so 
as to maintain a strong peso. These steps will help to restore 
economic confidence, increase private savings and investment, 
raise productivity, and spur private.initiative and growth. 

specific measures which the Mexican Government has announced 
since the signing of the agreements. include: 

o Fiscal measures that will improve the federal budget balance 
from a deficit of 0.3 percent of GOP in 1994 to a projected 
surplus of 0,.5 percent of GOP in 1995, even allowing for a rise 
in intergst costs to 3.9 percent of GOP. These steps should help 
lower domestic consumption and increase national savings. . 

The primary surplus, which excludes interest payments 
on debt, will rise from 2.3 percent of GOP to 4.4 
percent of GOP in 1995. 

o A strengthened monetary policy. Limits on the expansion of 
net domestic credit will constitute tight control of th~ money 
supply. The Bank has institu~ed a new clearing system to limit 
Mexican banks' borrowing from the discount facility in order to 
tighten its control over credit expansion. Furthermore, the Bank 
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expects th~t its strict credit polidy will stabilize the foreign 
exchange market and increase the value of the peso. 

o Elimination on March 9 of the PACTa, an agreement· through 
which the government, industry leaders, and labor groups placed' 
limits on wage and price increases. Removal of such artificial 
restrictions will allow markets to function more efficiently, 
free up private initiative, and eliminate barriers to employment 
and innovation. 

o Sharp reductions in the stock of short-term, dollar-linked 
debt. Th.e government has redeemed short-term, dollar-indexed 
tesobonos to bring down the outstanding stock of such obligations 
from $29.2 billion at the beginning of the year to $16.0 billion 
(as of April 7). Moreover, $3.7 billion in mostly dollar
denominated CDs and other bank obligations have been retired over 
the same period. . 

o Steps to implement Mexico's commitment "to undertake 
privatizat~on and concession operations," expressed in the 
economic policy memorandum underlying Mexico's February 21 
agreement. with the United states. Mexico's government is: 

preparing to accept bids for the 
privatization of several ports and shipping 
facilities, and is developing terms for the 
privatization of petrochemical plants; 

beginning work toward privatization of 
electricity qeneration facilitie~and toll 
roads, to be undertaken once suitable 
regulatory frameworks are in place; and 

drafting legislation to allow for 
privatization of satellites, railroads, and 
airports. 

o Steps to establish a pes9futures market in Mexico City and 
Chicago, which the Bank of Mexico expects to begin operating 
within the coming month. 

o Implementation of a mechanism (PROCAPTE) to deal with 
banking problems by helping banks meet minimum capital 
requirem€~nts in a manner that penalizes owners who fail to take 
corrective action. 

o Crea~tion and implementation of a mechanism (UDIs) that 
allows vi.able small and medium-size Mexican businesses to 
restructure their debt owed to banks through gr~ce periods and 
inflation indexing of deposits and loans. . 
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o 'Removal of certain limitations under the NAFTA on foreign 
acquisitions of Mexican banks to facilita'te foreign investment· in 
the banking system. 

o More frequent and timely publication of economic data by the 
Bank of MI'~xico and the Ministry of Finance and Public Credit to 
increase transparency and allow better monitoring of the economy. 

These measures, embodying a tight monetary policy, disciplined 
fiscal policy and important structural reforms, will restore. 
financial stability, allowing Mexico's economy to resume its 
progress 'toward growth. 

Please do not hesitate to let me know if you require further 
informatic:m concerning this matter. 

Sincerely, 

~o~f. «-.~ 
Robert E. Rubin 
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