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llnitm ~tat£s ~cnarc 

WASHINGTON, DC 20510 1204 

November 26, 1997 

Mr. Robert E. Rubin 
Secretary of the Treasury 
1500 Pennsylvania Avenue, ~,W, 
Washington, 0 C. 20220 

Dear Mr, Secretary 

This is the situation,. United States companies and their employees pay taxes to support 
foreign competitors on the brink of economic collapse, especially when these competitors have 
engaged in unfair business practices that are responsible for the economic crisis and have made it 
difficult fClr American companies to sell their goods at borne and abroad. . 

This would be the result iftbe International Monetary J"und (IMF) approves loans for 
South Korea to survive its economic crisis without requiring the country to stop subsidizing 
expansion of its semiconductor industry that is unnecessary and, in fact, counterproductive to the 
effort to stabilize the South Korean economy. . 

The facts arc straightforward. There is a huge glut of cumputer memory chips in world 
markets. One principal cause of this oversupply is that South Korea. by subsidizing its 
semiconductor industry, has allowed South Korean companies h:i dump computer chips In world 
markets at below market costs. This undercuts American companies' ability to compete. The 
U. S Commerce Department already has issued a finding that c<.mfinns South Korea has been 
unfairly dumping computer chips in world markets. Despite this finding, and the oversupply of 
computer memory chips in world markets, South Korean semiconductor companies are still 
building new plants to expand production further, South Korean semiconductor companie~ are 
already h(~avily III debt and. in light offalling' computer chip prices. their ability to repay huge 
bank loans is in doubt. This is a major factor in South Korea's economic crisis. 

A:, you know, the Umted States is the largest contributOi to the lMF, and you will have 
great influence In shaping the financial assistance South Korea receives. Clearly, it is in the 
interest of the United States for South Korea to avert economic I:-ullapse. If the South Korean 
currency ,;:cmtinues to decline in value, it. win be hard for American exporters to compete in the 
wl)rld and American markets But it seems reasonable 10 me for the United States to request the 
IMF to structurt! the South Korean aid package in ways that address the fundamental imbalance 
of the South,Korean semiconductor industry. 

TI1is issue is vital to Idaho. Micron Technology, Amenca':> largest producer uf dynamic 
random access memory (DRAM) computer chips, is headquartered in Idaho, and employ~more 
than J0,000 people From their perspective, an IMF Joan to South Korea, which would include 
biJlions ofdollars of C. S. financial assistance that does not address the concerns I have raised, 
would mean that tht::y would pay taxes to bailout foreign competitors who have engaged in 



business practices designed to undermine the U. S. semiconductor Industry 

Finally, there is a natIOnal security issue. As you know, IhellS. military has worldwide 
technical superiority in weapons systems, and these systems depend heavily on computer' 
memory chips. From a national security perspective, it is not in America's interest to support 
policies that threaten the continued existence of its domestic semiconductor industry. 

) would welcome lhe opportunity to discuss this issue with you further. (look forward to 
hearing from you, and to a successful conclusion to the financial assistance negotiations with 
South Korea. 

Sincerely. 

/ 

~~ == 
DIRK KEMPTHORNE 

United States Senator 
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DEPARTMENT OF THE TREASURY 
WASHINGTON. D.C.' 

SSISTANT SECRETARY 

December 4, 1997 

MEMORANDUM FOR SECRETARY RUBIN 

FROM: 	 Timothy F. Geithner1'~ 

Assistant Secretary (International Affairs) 


SUBJECT:. 	 IMP Quota \ 

ACTION Ii'ORCING EVENT: 

On Friday, December 5, the Executive Board will discuss outstanding issues for resolution 

relating to the Eleventh General Review ofQuotas. The principal issue of concern to the United 

States is the length of time that will be pennitted for a member to consent to the proposed 

increase arid the level ofparticipation required before the overall quota increase becomes ',' ' 

effective. We need to prevent a substantial erosion oru.s. voting power shOuld we rail to o~ain) r I . 

Congressional authorization and appropriation for the U.S. quota share increase in FY 99. We ' f ~ 
r:-, 
have yetoauthority over the resolution itself, as any change in quotas requires approval by an 85 , . 
percent w~majority of the Board of Governors. ' " 

RECOM'MENDATlON: That we seek agreement on a draft resolution on the quota increase 
providing for participation by an 85 percent weighted majority of the Board of Govemors before 
the increase takes effect, and a 12-month period of consent from the date of adoption ofthe 
resolution. We also would state to the Board our intent to request the increase as a high-priority 
item in the FY 99 Budget and push hard for passage. /

V· 
Agree _______ Disagree _____ Let's Discuss _____ 

BACKGROUND: 

lMF staff recommend a 70 perc~nt weighted majority vote with a one-year period of consent. 
This would make it possible for a quota increase to proceed without u.s. panicipation (before we 
had completed our legislative approval process), as our current voting share is 17.78 percent, and 
would result in a decline in our voting power below the 15 percent veto point for key issues. 

• 	 The Fund wants to see prompt action in light of its declining liquidity and continued 
uncertainties in Asian markets and Russia. 

• 	 We believe thiS. strategy is app~~Pria:e because th,ereis a stron~ case for us trying :-1 ... 
persuade Congress to move qUIckly m order to protect our votmg power. , ~ 

-
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Ms. Lissakers believes it would be counterproductive to push in the Fund for a 2-year consent 
period (which exceeds the maximum length of initial periods for consent for preVious quota 
increases). 

• 	 The pl!riod could be extended if the United States failed to win timely Congressional 
approval for the U.S. share of the quota increase thus preventing the 85 percent majority 
needed to give effect to the increase. 

The previous quota increase, in 1992 under the 9th General Review, was implemented by a 70 
percent majority after 18 months. However, implementation was tied to approval ofthe Third, 
Amendment ofthe Articles ofAgreement, pn~viding for the strategy for dealing with members' 
arrears with the Fund, which required an 85 percent majority . 

. } 
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The Secrctaryof the Treasury 

December.8, 1997 

NOTE FOR TIM GEITHNER 

FRO~: BOB RUBIN 

Let's discuss • . ' . 

Background -- Second Bullet 

I do'n I t agree. 

Attachment 

, ~'.. 
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DEPARTMENT OF THE TREASURY 

WASHINGTON, D.C. 

ASSISTAN'r SECRETARY 

December 4, 1997 ' 

MEMORANDUM FOR SECRETARY RUBIN 

'FROM: 	 Timothy F. GeithnP.~;' Jo 
Assistant Secretary (International Affairs) , 

SUBJEct: 	 IMF Quota 

ACTION FORCING EVENT: 

On Friday, December 5, the Executive Board will discuss outstanding issues for resolution 
relating to the Eleventh General Review of Quotas. The principal issue ofconcern to the United 
States is the length of time that will be permitted for a member to consent to the proposed 
increase and the level of participation required before the overall quota increase becomes 
effective~ We need to prevent a substantial erosion ofU.S. voting power should we fail to obtain 
Congressional authorization and appropriation for the U.S. quota share increase in FY 99. We 
have veto authority over the resolution -itself, as any change in quotas requires approval by an 85 
percent wdghted majority of the Board of Governors. . 

RECOMl\'IENDATION: That we seek agreement on a draft resolution on the quota increase 
providing for participation by an 85 percent weighted majority of the Board ofGovernors before 
the increase takes effect, and a 12-monthperiod of consent from the date ofadoption of the , 
resolution. We also would state to the Board our interit to request the increase as a high-priority 
item in the 7Udget and pus~ hard fo~ passage. 

Agree ~____ Disagree Let's Discuss _____I 

BACKGF~OUND: 

IMF staff recommend a 70 percent weighted majority vote with a one-year period ofconsent. 
. This would make it possible for a quota increase to proceed without U.S. participation (before we 
had compl1etedour legislative approval process), as our current voting share is 17.78 percent, and 
would result in a &c1ine in our voting power below the 15 percent veto point for key issues. ' , 

• 	 The Fund wants to see prompt action in light of its declining liquidity and continued 
um:ertainties in Asian markets and Russia. " 

• 	 Wf: believe this strategy is appropriate because there is a strong case forus trying to 
persuade Congress to move quickly: iIi order to protect our voting power. 
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Ms. Lissakers believes it would be counterproductive to push in the Fund for .a 2-year consent 
period (whkh exceeds the maximum length of initial periods for consent for previous quota 
increases). . . 

•. 	 The period could be extended if the United' States failed to win timely Congressional 
approval for the U.S. share ofthe quota increase thus preventing the 85 percent majority 
needed to give.effect to the increase. i . 

The previous. quota increase, in 1992 under the 9th General Review, was implemented by a 70 
percent majority after 18 months. However, 'implementation was tied to approval ofthe Third 
Amendment of the Articles of Agreement, providing for the strategy for dealing with members' 
arrears with the Fund, which required an 85 ~ercent majority. . . 
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DEPARTM,ENT OF THE TREASURY 
WASH.N~TON, D.C. 

MEMORANDUM FOR SECRETARY RUBIN 

DEPUTY SECRETARY, 


I·'ROM:: 	 Timothy F. Geit~er «fi11foz 

Assistant Secretary (InternatIOnal Affairs), 


SUBJECT: IMF Liquidity • 

Attached is a note on the IMF's current liquidity, The Fund has about $44 billion in quota 

resources available for new lending following the conunitment of$21 billion to Korea. 


The ratio of the quota resources available for lending to liquid liabilities (consisting essentially of 

the meolbers" reserves deposited with the Fund) is 51.1 percent. This liquidity ratio is low, and 

projecte:d to decline further to about 37 percent in rnid-l 999 in the absence of a quota increase, 

and with no further new large lending programs. This is just above the nadir of 33 percent in 

) 983. which was remedied with a quota increase. The reserve deposits. which reflect the claims 

principally of large industrial countries, are however unlikely to be drawn. 


At presl~nt, IMF loans outstanding from quota-based resources amount to about $57 billion. 
•following the first disbursement under Korea's loan. 	 An additional $34 billion has been 

committed under existing quota-based programs but has not yet been disbursed. These 

commitments w(,":re already accounted for when calculating the Fund's remaining available usable 

resources noted in the first paragraph abpve. ' 


. Attachments 	 Table: Liquidity Ratios 
Table: Credits Outstanding 
Table: Current Conunitments \ 

cc: DLipton, CAtkinson. JLister. DZelikow 

I 
,I 



12110/97. 
lMF Liquidity and Financing Needs. 

Available resources 

, • 
. 

The IMF currently has about 
. 

$44 billion in normal quota resources available for future 
lending commitments. 

• 	 In addition, the lMF could tap the GAB for a further $25 billion provided the conditions 

have been met.' ' 


• 	 Implementation of the NAB and the recently agreed quota increase would provide up to 

$25 billion and $65 billion respectively in available funds once in place. 


Potential,.w.e 
, 	 . . 

• 	 N, recent events demonstrate, it is difficult to project the possible need to provide IMF 

financing, especially in the current unsettled financial environment. However, the 

commitment offurther large scale einergency financing for even a few countries would 

viltually exhaust the remaining quota resources. 


However. a large portion ofthe IMF'sfuture emergency financing (including 
subsequent'disbursements under the Korean program) are expected to be provided 
from the new short-term contingency mechanism. The impact on the Fund's 
liquidity should therefore be'less than that of traditional IMF lending as reflows 
would occur sooner, ;l.~d actual disbursements might be smaller than programmed, 
particularly if confidence returns quickly (e.g., Turkey, Brazil, Russia). 

Liabilitie~ 

• 	 The IMF has liquid liabilities amounting to $58 billion which are similar to demand 

d(~posits in a bank. The bulk ofthese claims are held by major industrial countries, 

however, and are unlikely to be drawn down significantly on the near term. 


Nevertheless, the ability of the IMF to meet these claims (the liquidity ratio) is 
important to central banks which consider these deposits an important part of their 
international reserve assets. 

Views differ, however, on ~he minimum acceptable for the liquidity ratio. ,The 
. current liquidity ratio is 51.1 compared with the long-term average of70 percent 
and an historic low of abou,t 33 percent (in 1983). The IMF projects that this ratio 
will decline to 37 percent by mid-1999. in the absence ofa quota increase, and, 
with no further large new programs. . 

, 	 ' , 

U.S. claims on the I'MF cu~ently amount to $16.5 billion and the ability t6 encash 

, , 
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them on short notice'is an int~gral element of the current budget treatment for U.S.. 
transactions with the IMF. : 

Outstanding WallS and Commitments 

• 	 Separately, tables on loans and currept commitments are attached. Total Fund loans' 

outstanding from quota resources are roughly $57 billion following the first disbursement 

to Korea and reflect finahcing provided under current IMP programs and disbursements 

under past programs. A balance of$34 billion remains to be disbursed under current' 

programs, including about $15..5 billi,on under the Korea program. . . 


. Conclusion 

• 	 FUlrther large l;MF financing would almost certainly reduce the remaining quota resources 

aV~Li1able for lending to very low levels and raise the issue of activating the GAB. 


• 	 The situation also heightens the importance of early implementation of the NAB and 

quota incr~ase. which together wo~ld provide up to $90 billion in additional loanable 

resources. 

,
' 


• 	 However, any U.S. resources for the' IMF that are included in the FY 1999 Budget could 

not be provided until October, when.the fiscal year begins, even if the ncessary 

legislation were enacted earlier in cy 1998. 
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511mmaryof lndicators bfFund Liquidity, 'I 994-present 

(In billions of SDRS unless othE:rwise indicated) 

Preliminary 
Ql Q2 Q3 

1994 11995 1996 1997 1997 1997 5-Dee-97 

Unadjustc;d uSable resources 
of which: WlCQm.mined 

UllCQnunitt.ed and adjusted 

LiQwd Liabilities 
of wruch: ouestanding borrowing 

reserve IJ'aDclle positions 

Liquictity ratio (in perce.nl)I: 

, 
68A: 58.0 
65.9 ; 50.8 
.53.4 i 39.3 

31.7 i 36.7 
2.9 .: 1.1 

288 35,5, 

1 

16&.5 1107.1 
I 
1 

61.1 
51.4 
39.5 

38.0 

38.0 

103.9 

62.6 
56.0 
43.. 8 

362 

362 

1210 

64.5 
58.1 
45.5 

)5',8 . 

35.8 

127.1 

62.4 
55.4 
43.0 

36.7 

36.7 

117.2 

.55.0 
32.7 
21.9 


. 42.8 


42.8 

51.1 

. J I The r:ltiO of WlCOmnUUed and adjusted usable: reso~ LO liquid liabilities. 

I. 

i 

. i 

.1 
I 

http:UllCQnunitt.ed


Credit Outstanding 
from Quota Resources 

Total Africa Asia Europe 1/ Middle East Western 

Credit Outstanding Hemisphere ."'. 


$57 billion $4.6 billion $12.8 billion $20.7 billion $0.5 billion $18.5 billion 

'. of which: of which: of which: ·ofwhich: ofwhich: 
Algeria $2 billion 	 Thailand $1.6 billion Russia $13 A billion Jordan $0.5 billion Argentina $5.9 billion 

Indonesia $3 billion 
Korea $5.5 billion 

"" _. - -¥ 

1/ Essentially transition economies, plus Cyprus and Turkey 



~. : 

Current Stand-by and Extended Arrangements 
(SDR biUions) 

IStand-bys &. EFFs Amt. Committed Amt. Purchased Undrawn Balances 

Latin America 1..1 .8 .3 
ofwhich: Argentina .7 .6 .1 

Asia 27.0($36) , 8.0 ($11) 18.8($25.4) 
ofwhich: . " 

Indon(~sia 7.3 2.2 5.1 ' 
Korea 15.5 4.1 11.4 
Thailand 2.9 1.2 ' 1.7 

, Pakist:an .5 .04 .4 
Philippines .8 .5 .2 

Transition Economies 9.2 ($12.4) 3:8($19.5) 5.3 ($7.2) 
ofwhich: 

Russia. 6.9 3.3 3.6 

Africa 1.7 ($2.~) 1.0 ($1.35) .7($.9) 
ofwhich: 

A1geria 1.2· .9 .3 

Other .4 ($.6) .2 ($.3) .2 ($.3) 

TOTAL (rounded) 39.3 ($53) 13.9 ($18.8) 25.4 ($34.3) 

ESAF (noll quota resources) 4.2 2.0 2.2 
, I 

These are the full commitments made by the Fund under current programs, ofwhich about $19 
billion as has been disbursed. The disbursed amount is included in a separate figure for the total 

, outstanding Fund credit, which includes am~:>untsnot yet fully repaid from past programs. 
" 

, 

\ 
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DEPARTMENT OF THE TREASURY 
WASHINGTON 

ASS1STANT SECRETARY 	 February 6, 1998 

MEMORANPUM FOR SECRETARY RUBIN· 
DEPUTYSECRETARYSU~ERS 

FROM: 	 Timothy Geit1mer1~ . 

Assistant Secretary (International Affairs) 


SUBJECT: 	 Update on Conditions and IMF Legislation 

Hei:e is a brief update on the state of our preparations for how to respond tethe various proposals 
out there for conditions on the IrvrF legislation. 

, 	 , . , 

DanTarullo has organized a small working group With officials from Treasury, the USED 
. offices at the IMF and World Bank, ti:le NEC, and State and Labor to develop a list of 
initiatives on the labor front we could promote in the IMP, the MDBs, and in other fora. 
Attac:hed is the first draft of the IFI-related proposals. Helen Walsh is coordinating this 
for us with the active involvement of Karin Lissakers. 

We are in the process of producing an analysis of the proposals on the Barney Frank and 
Phil Gramm lists. This paper, which 'we'll give you sometime on Monday, will explain 
what we believe we can and cannot db in response to each proposal on each list.. 

We are also producing a short note on the alternative ways we could try to accommodate 
the congressional' push for conditions on the·IMF legislation, from the "use our voice and 
vote to promote" type approach to other possible approaches. This note will also explain 

. the types of conditions we feel we could not accept, such as certain types of mandated 
voting requirements. . . 

This material should provide the basis for a more informed disc~ssion on Tuesday to assess how 
we should proceed. ' .. 

Attachment 
• 1 

, 
cc: Lipton, Robertson, Knight, Froman 



Unc:onditional Release of Indo;nensian labor leader Muchtar Pakpahan:, 
I 

Pakpahan is the founder ofIndondia's only independent union federation (300,000' 
I 

members). He has been afrequent, target of the Suharto government and has been 
imprisoned since 1994. In additio~ to his release from prison, Pakpahan must be 
allowed to remain in Indonesia and continue his work; 

• 	 • I 

• 	 Broaden IMF conditionality t~ include specific labor rights and 

enyironmental protections: 


I 

TIle IMF currently imposes higbly:,intrusive conditions on recipient. countries -
including conditions related to labor markets. However, rather than strengthen 
internationally recognized worker #ghts, IMF interventions have often weakened those 
rights, parlicularly the right free association and collective bargaining, the foundation of 
other worker rights. New conditiohs must be established to ensure that labor rights and 
the environment are iricluded in r.MF conditionality. In addition to general conditions 
Wlth regard to allIMF lending, so~e tangible improvement in the-labor rights situation. 
in Indonesia must be demonstrated; . • 

I 

I 

. • Increase transparency ofIMF! activities: 

The IMF should establish a presurrl.ption that its activities and documents should be 
disclosed to the public. A similar ~pproach at the World Bank has increased public 

. accountability and support for the Bank's activities. Ofcourse, some IMF activities 
must remain secret, but the presurn:ption of openness should be the rule - with 
exceptions made with proper justification. 

• 	 Establish a new Deputy Assistant Secretary at Treasury whose sole 

responsibility would be to mo~itor Il\1F reforms and to report on the 

social consequences oflending by multilateral organizations; 


• 	 Pro'l'i'de for the release ofIl\tlFi funds in several tranches - with the 
rele:ase of each tranch preceded by a report on the effectiveness of the 

-IMF in meeting concerns about labor rightsaiId the environment; 
. 	 " , 


- ., 

• 	 A clear and forceful statemen~ from the Administration concerning East 

. Timor, emphasizing that the I~donensian Government should begin 
discussions with East Timor through Bishop Belo (1996 Nobel Peace 
Priz.e recipient) and Xanana Gusmao (imprisoned Timorese leader); 

i 

Ensure that a "safety net" is p~rovided to address the socialconsequences 
of austerity measures imposed; by . the nvIF 

. 
on South Korea. 

. 	 . 
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CONDmONING lHE EXPANSlON OF [MF FUNDING 

Phil Griunm 


l 
I 

I 

In my opinion. you will have no luck in expimclif:lg TMF ftmding in this Congress, unless such 
. . , ... ,.. I 


. . I , 


funding can be c.onditioned on changes in INfF policy. I suggest that the bill which provides new. . 	 - ,,: ,.<:.....:. . '. ' i . , . . . .. 

.; . "-'fMF!Widillg be amended to condition that funding on the adoption by the IMP ofpolicies which' .,-;. 
. ." ... ',', ~. , " ., . 

; 	 I 

require that beneficiary countries institute fo:ur policychanges: 

1. 	 MAKE MONETARY AND FINAN9IAL POLICY TRANSPARENT;' 

II. 	 OeEN MARKETS TO ALLOW FOif-EIGN COMPETITION WITH DONlESTIC 
: 

PRODUCERS ON A MORE EQUAL FOOTING; 

III. 	 END CRONY CAPITALISM AND DOrvtESTIC SUBSIDIES; AND 

IV. 	 REfORM BANKRUPTCY LAWS TO ENSURE THAT FOREIGNERS ARE 


GIVEN NATIONAL TREATIviENT:WITH DOMESTIC CREDITORS IN ANY . 


BANKRUPTCY PROCEEDING~ 


i 
i 

.1 
I 

I ' 



Proposed Ch3I):ges To· Leach Bill 

TITLE I - INTERNATIONAL'MO,NETARY FUND 

"sec 61. Quota Increase 

(a) IN" GENERAL --- The United States Governor of the Fund may is authorized to consent 
to an increase in the quota.... . .; 

, 

TITLE m -- POLICY PROVISIONS 

sec. 1623 Advocacy of Certain Provisions 

"The Secretary of the Treasury shall instruct the United States Executive Director ofthe 
International Monetary Fund to use the voice and vote ofthe Exe,cutive Director to do the following: 

. (1) Ma.l(e the International Monetary Fund a more effective mechanism for promoting 
market~oriented reform, trade liberalization, and economic growth though 

(A) appropriate liberalizingation ofth.e pricing, trade, investments, and exchange rate 
regime.s of countries to open countr ies them to the competitive forces of the global economy. 

I .' . I 

I 

Comment: Given that the discussion ojthe eCrpital account amendment is ongoing, we may 
want the USE7) to have the discretion in the future ./0 support l1dF programs with either 
"Chilean-type" capital controls or some kind ojdebt standstill. 

(B) advocating policies which increase competition in the provision. ofgoods and 
services} including public services} an:d limit the scope ofservices provided by 
governments to those which they ca~ :nwst efficiently provide. Such policies should 
include, inter alia, privatizingation of industry to eliminate government monopolies, 
c!osciJtg loss-making enterprises, putting in place adequate regulatory frameworks, and 
reducdng government contioi ownership over the factors ofproduction; and . 

Comment: 1) erpandjocusfrom just privatization, to increasing competition in the provision 
ojgoods, including public services. 2) streSfes importance ofhaving a strong regulatory 
framework in place so public monopolies don '( tum into private unregulated monopolies ... 
Finally to clarify that legitimate government regulation offinns and workersfor health, safety 
and other reasons is apprOl!!iate. ' 

C) economic deregulation by eliminating red tape inefficient and overly burdensome 
. regulations and establishing a foundation to strengthening the legal framework supporting 
private contract rights. ' . 

(2) Make the International Monetary'Fund a more effective mechanism, in concert with 



appropriate international authorities and other international financial institutions the Illtclllatiollal 
Ba.tk fOI RceomllUctioIl al,J Dcydoplllcnt, to strengthen financial systems in developing
.' :.

countries ..... . 

I[ Comment: to encourage collaboration with regional MDBs as well 

(3) Err.;;u;re Vigorously promote that th~ International Monetary Fund does not become a 
lender of last resort for private investors, including commercial banks, and accordingly shotttd 
advocate polic.ies which include ... 

Comment: difficult for USED to ensure outcpmes (for example that some investors won 'i get 
paidoff). Language in previous legislation h'ps generally been "vigorously advocate" or· 
"vigorously promote. " 

C). consideration of provisions i.p debt contracts tha~ would foster dialogue and 
consultation bernreen a sovereign debt9r and i~s private creditors, and among those creditors; 

CD) consideration by the Execu,tige Dorud of the Intcmational Monetary Fund of 
extending the scope ofin the Internatii:>nal Monetary Fund's policy on lending to' members in 
arrears and ofother policies so as to cncoulag<.. aud cX!Jcditc sad. afoster the dialogue and 
consultation referred to in the previoUs section. 

(5) En.stxre that Promote thedesign of International Monetary Fund programs and assistance 
al e str LlctUl cd so that governments which tha~ draw on the International Monetary Fund channel 
public funds away from unproductive purposes..... . 

. I 

fi=11s=e=e=;=r=e=vl='o=u=s=i!'=o=m=m=e==n=t=o=n="e=nsu==re='='9 

. (6) ErrsttrC Vigorously and continualiy promote that International Monetary Fund policies' 
and procedures endeavor to support internationally recognized worker rights such as freedom to join 
an independent trade union and bargain coUectively. induding by:, 

(A) considering labor market policy in the context ~f achieving macroeconomic 
stability and providing the foundation for sustainable growth; and 

(B) further enhancing collaboration between the International Monetary Fund and the . 
Intemational Labor Organization;amt 

C) . encourage Jecipic,lt gO'lcdllllcnts not to disc! iminate agaiIlst gucst wor kels. 

Comment: we should not press, and there w,ill be significant opposition to, the IlvfF's .' 
expanding its conditionality to cover immigration polides that are not covered by section6(AJ 
& (B) above. . 



(7) Emore Vigorously. advocate that Iniernational Monetary Fund p'rograms and assistance. 
are structured to the maximum extentfeasible so as not to exacerbate or precipitate ethnic strife 
within a recipi~:nt country. 

Comment: Neither the ED, nor the IMF, can:ensure that there will notbe ethnic strife. To the 
extent there is strife, often it is in response to the balance ofpayments crises the lJvfFprogram . 
is intended to address. In addition, the ED should have the discretion ofsupporting programs 
which call for cuts in unproductive expenditures (such as spending on bloated military and 
internal security forces) even ifrecipient governments argue such cuts will precipitate ethnic 

I . 

strift· 

(8) mi't.trC Urge that the International Monetary Fund recognizes that macroeconomic 
deve16pments and policies can affect and be ~ected by environmental conditions and policies .... 

I 
I 

(10) Facilitate greater International Monetary Fund accountab~ity and enhance International 
Monetary Fund self-evaluation by encouraging review ofthe effectiveness ofthe Office ofInternal 
Audit and Inspection and the Executive Boar,d's external evaluation pilot program and if 
necessary establishing an operations evaluation department modeled on the experierice of the 
International Bank for Reconstruction and Development. ... 

Comment: In 1996, in large part to U.S efforts, the Executive Bqard agreed to establish, on a 
two~year trial basis, an external evaluation program. In addition, the Fund's internal 
evaluation unit was strengthened We should give these initiatives a chance before pressing a 

Inew approach 

(11) Coordinate with the Internationaf Bank for Reconstruction and Development and other 
international financial institutions (as defined i~ section 1701(c)(2)) in promoting structural reforms 
whic h facilitate the provision.of adYancillg cr;edit to small.businesses.... . 

! ' 

Comment: To clarify that the .l1vfF's role is Ip promote policy reforms, not provide credit 
directly to small businesses. .. . 

http:provision.of


DRAFT 

£s.lssible Measures to Advance Core Labor Standards (CLS) in the ffis 

I 
I " 
, 

I NON-IMP IFIs 

(A) Child Labor Emphasis: Fully implement child labor policy in World Bank and seek to 
extend to other 11DBs. 

(B) Labor Clause in l\1lGA Contracts: Continue to press for language in :MIGA contracts that 
would deny payment in the event the insured company denies workers' rights (especially child 
labor or forced labor) or violatesnationall<ibqr laws. 

I 

(C) ,World Bank Strategy: Call on World ~ankand lLO to produce a paper laying out the 
prioritycountrieslindustries where labor-issues are problematic and a strategy for:MDB , 
engagement. .' 

(D) Labor Fund in Latin America: Contin'ue work in FSO negotiations to create special fund 
for enVirorunl~nt, labor and education initiatives. 

(E) Procurement Standards: Continue to seek language in IDB bidding documents that would 
have successful bidders coinmit ,to fair labor p:ractices and respect for laws regarding child labor. 

, , 

(F) ILOIUNICEF Coordination: Press for ILOfUNICEF representatives to join selected 
project appraisal missions in countries where there is a high risk of child/forced labor. 

, 

(G) Union Consultations: Press for lvIDB ~taffto meet with union reps while devising relevant 
programs/projects, 

(H) Analytical Foundations: Call on the World Bank and llv1F to hold a seminar on labor and 
macroeconomic linkages, especially regarding collective bargaining and right offree association. 

II IMF MEASURES 

IMF Board. Seek Board support for IMF;'staffto draft a guidelines paper -' similar to that 
done on corruption - on how staff should: address the issue of core labor standards and labor 
market issues in the context ofFund adj\1stinent programs and country reviews. 

Article IV Consultations. Call on staff to incorporate assessment oflabar market 
condition:; as they relate to the macroeconomic situa.tion in countries where !LO has identified 
poor worker rights record. Urge staff ta meet with unions and NGOs during Article IV ' 
c~nsultations. particularly in these countrie:s. 



DRAFT 

Progra.m Design 

I 

. ,I ,. . 

• Wher~ relevant, seek to incorporate in IMF programs a strong recommendation to'· 
the government using Fund resources that. it '7Ogage in tripartite consultations (government, 
busioess, lahar) as part of implementing the s~ctural components ofitsFund program. 

• Push for Th1F staff reports to have ippropriate focus on Iabor.r.ilarketimplications of 
IMF-supported adjustment programs; when labor market flexibility is examined as.a prio~ty , 
issue, insist th~t CLS are also examined. ' . . . 

• . Ensure that fiscal treatment of soci;il safety net issues take acc~unt of need for labor 
market-related measures. 

IJ.V[FIILO Hcla.tiOn3 

.. Ask staff to report to the Board on the ILOlI1yfF pilot collaboration project. 

• Recommend systematizing such c.oiUaboration in key progr~ countries where 
\YOrker rights are foulld to be poorly protected. 

I 

• Incorporate n.O recommendations on strengthening worker ri~ts in IMF or related 
World Bank programs in countries.where worker rights are poorly protected. 

I' . 

3. {LO. Have U.S. representative at!LO tlj to ensure that ILO has pennanent 
representation on the grolUld in key countries with poor worker rights records. [FYI: The 
ILO pulled, or was asked to pull, its representative in Indonesia, a Dutch national. The 
Indonesians said they wanted an Asian. The n.o then offered to send a Japanese 
representative, which Indonesia rejected. N far as I know there is still no !LO representation 
in Indonesia. Moreover, the World Bank dmceled a labor issues conference it was to sponsor 
with the 1LO in Jakarta, to protest the arre~ ofPakpahan. Seems to me that would have been 
ali the more reason to press ahead with the 'conference to focus world attention on the. 
situation.] I . . 

4. U.S. Ait1nual Report 011 Core Labor S~ndnrds. Provide a higher profile to U.S. efforts. 
on core labor standards through an annual report to Congress on the status ofcore labor 
standards in IF! member countries, includir1g efforts by the ITIs. The report would be a 
companion piece to the annuaJ human rights report and could be prepared either by State 
Department or the Labor Department in cooperation with U.S. labor unions. 

2 
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DEPARTMENT OF THE TREASURY 

WASHINGTON 
I 
! 

ASSISTANT SECRETIIRY 	 Fe~ruary 11, 1998 

I 

I 
i 

MEMORANDUM FOR SECRETARY R{!!BIN 

DEPUTY SECRETARY SUMMERS 
, 

, I 
FROM: 	 Timothy Geithner~;26u

Assistant Secretm?' (International Affairs) 


. I 

SUBJECT: 	 Legislative Strategy on the IMP 

Here's a brief update on the state of our internal work on developing substantive proposals in 
response to the various suggestions emergitig from the Hill on conditions. 

. I 	 . 

1. We have made some progress internally:identifying a series of specific initiatives we could 
undertake in the IFls in response to the proposals from the Hill on labot standards and 
transparenl:;y. Attached are the currentdr$ of these lists, produced by Helen Walsh, Mark 
Jaskowiak:. and Barry Newman with input from the rest of us. 

, i 
I 

These are the two areas where there is the niost broad-based and specific pressure for conditions. 
But as the Phil Graham list and the LeachlUaFalcebill suggest there is a long list of other areas 

. 	 I 

where members of Congress would like us to commit to advance certain objectives in the IF! or 
would like to see progress on in the IMF as:a condition for our appropriation. A more 
comprehensive list of the proposals out the~e w,ould include:. ' 

I 

- .Labor. 	 I 

I 

I 
I 

- Orderly workouts, greater burdensharing Py private creditors. 

- Strengthen financial systems. 
i· 

Environment. 	 I 

IMF Transparency and Governance. 

- Social safety net reinforcement. 

Trade liberalization. 
I 

I 


Corruption, governance, crony capitalism~ 



I 

I 
! 

\ ,, 

2 , . 

2. There axe a variety of possible ways we !could try to accommodate the pressure for 

conditionality. Here's a list of ideas based'on our discussions yesterday with Ed Knight, Neal, 

Wolin, and the OASIA team. I '. . . 


.. .... . i : . , 

- Legislati.ve language committing us to us:e our "voice and ~ote to promote II various objectives'. 

- A statement by Camdessus or policy statlment by the institution supporting some list of .. 
objectives or initiatives.. ". ,1 . 

I. '. 
Apolicy statement by the Secretary outlining our commitment to some list of objectives or 


new initiatives. I . 

. I'. 

- An Executive Order setting up aprocess for a coordinated interagency approach to pursuing 
some issue (such as some broad initiative on labor rights) andlor the substantive objectives that: 
would guide such an initiative. I. . :I '. . 
- Periodic reports by the Treasury on the extent to which the IMP, or the IFIs more generally, are 
meeting thl~ objectives we established. I .',' . .' , 

We are les:i warm to the suggestions that th~ Congress condition the appropriation on the iMF 

satisfying a set of conditions ex ante, tranche our appropriation with disbursements limited to 

certain performance criteria the IMF has to ~eet, or mandated voting requirements. . 


I 

As you may have seen, there is a new drumlbeat of support even from some unlikely sources, 

such as the Financial Times, for Congressionally imposed conditions on the IMF legislation. 


. I. 
!. . 

. 3. We need better'intelligence than we no~ have. on what key members believe they need. And~ 
in addition to all the big issues in Linda's li~t, we need to decide how to respond to the requests: 
from Frank, Leach, Lafalce and others to d~scuss their specific proposals now. We need to . 

. decide what we think about the timing ofmark up in the House. 
I , 

. . . ~ . . 

, Also attached is another copy of our memo last week, which includes the annotated 
LeacblLaFalce bilL , . I . '. . .. 

Attachments: I . 

Labor. ih the IFls . I 

IMF transparency I 

Annotated responses to Frank and Gramm lists 

Memo 0[216198j

I 


, 
I . . 

cc: Rober1son, Knight, Lissakers. Lipton, Atkinson, Schuerch, Jaskowiak~ Walsh 
. . . I " . . 

I 
II . 

I 

http:Legislati.ve


I 
I February 10, 1998 
I,, 
i 

Openness in the IMF . 
I 
I ,, 
I 

The Ua,S. beli,eves that a more tr~sparent and 'accountable IMF would strengthen the ' 
institution. Consequently, greater publiciaccess to IMF docwnents and enhanced IMF . 
receptivity to opposing views would be desirable provided it is done in a manner compatible 
with preserving the confidentiality necessary for the IMF to fu1fill its responsibilities 

. effectively. To this end,the U.S. would propose the following measures: . • ' 
i 	 . 

. II 	 Public Information Noti~es cPINs}: Expand the use afPIN's by requiring 
tluit they be'issued aft~r e~ery Article IV consultation, program discussion and 
program review. The InaItdatory issuance ofPINs would provide infonnatian . 
on IMP staffassessments bfa member's economic situation and policies as 

I 	 ,

well as a surrunary of the Executive Board's review of the country for all 182 
members on a regular basi,S. At presen~) the release of PINs is voluntary. 

. 	 , 

SI Letters of Intent (LOTlI):! TIle Fund shouldrequire that members issue their 
LOIs as a condition for ob,taining IMF loans. Publication ofthe LOis will 
enable the public to know!in detail the economic commitments which a 
country undertakes as part' ofan IMF-supported stabilization and reform 
program. At present. the telease ofLOIs is voluntary. 

II Article IV Reports: A country should be allowed to issue, on a voluntary 
basis. the full IMP staff'report on the annual consultations on economic 
developments and polici~. At present, the release of Article IV reports is 
prohibited. ' 

II . Recent Economic DexelQDments mEDs): The IMF should release all RED 
reports as's, means ofproviding up-to-date detailed background infonnation 
and statistics on each meniber country. 'At presen~ the release of REDs is 
voluntary. I 

I, 
I: 	 Ex.ternal Eyaluations: ~e I'NIF Executive Board should comniission at least 

2-3 external evaluations arlnu.ally by independent experts on key policy issues 
such as the ongoing review of ESAF and the proposed evaluation of . 
, 	 I 

'. 	 surveillance. The evaluation reports should be published immediately upon 
completion. ' I 
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Possible Responses to Legislltive Suggestions 'on IMF Funding Requests1 

I 
I 

! 
I 

(1) Unc:onditional Release ofPakpahap: 

I 
I 	

.•. 
• 	 USG shares this objective; and is pursuing on many diplomatic fronts. [Awaiting NSC/State 

Input on details.] I . 

(2) Bro:aden IMF conditionality to incl~de spedfic labor rights and environmental protections: 

• 	 This preSUmably would require the PSED to vote against programs for any country that .falls 
short ofsome as·yet unspecified depnition ofadequate worker and environmental protection. 
Even ifthere were specificity, we y.'ould oppose such "mandated voting" requirements on a . 

,number ofgrounds, most generally and importantly because it would reduCe U.S. leverage 
and influence by forcing us to withdraw from the debate on programs in the affected 
(:ountries. Programs likely woul~ be approved witpout U.S; input, affecting not only the 
issues in question but other policy and bilateral imperatives of value to the U.S. (See separate 
paper detailing these objections - ~ttachment 2.) " 

• 	 The U.S. is willing to use its ''voice and vote" to urge and advocate the adoption of policies 
a.nd procedures to advance the causes oflabor and environmental protection. This.can be ' 
a.ccomplished ina number ofways) from seeking Board support for a labor guidelines paper 
to broadening and further institutionalizing cooperation between the Th1F and lLO. (See 
separate paper for details on poss~ble measures to advance core labor standards in the IFIs 
-Attachment 3.) . 

. 	 , 

• 	 . [Further.theU.S ..isconsid~ring p~oPoSing the addition of the cause of core,labor standards 
to the agenda of the Binningham Summit, with specific mention of the role of the IFIs as 

. 1 	 • 

advocates.] '.: 	 . 
I 	 . 

I 

(3) Increase transparency of IMF activities 
, 

. . i 	 . 
• 	 The U.S. agrees with the presumption that the IMF's activities and documents should be 

disclosed to the public to the greatest degree compatible with the need for confidentiality of 
some sensitive national economic data. To this end, the U.S. is willing to propose in the IMF 
the following measures to increas~ transparency: . 

I. 	 .. . 
(I APuqlic Information Notice (PIN) should be issued on a mandatory basis after every 

Article IV consultation, p}ogram discussion and program review. The PIN would 
'. summarize the country'~ economic and financial conditions and t~e· Board's 

I 

discussion of the program.: 
I 

lSeeAttachment 1 

1 

. ..



I 

~RAFTt

, 
I 	 • 

o 	 All Letters of Intent (LOI~) should be published on a mandatory basis. 

o 	 A country should be allowed to issue, on a voluntary basis, the IMF Staff Report on 
an Article IV consultation! 

I 
o 	 All external reviews of IMF policies and programs should be published on a 

- mandatory basis, 	 beginni'ng with the current ESAF reVIew immediately upon 
completion. 

, 
" .

(4) Esta.blish a new Deputy Assistant Secretary at Treasury whose sole responsibility w(uild 
. 	 I 

be to monitor Il\1F reforms and to report on the social consequences oflending by multilateral 
. . t' 	 IorgaDlza IOns. ' 	 I. 

, 
I, .. 

• 	 Treasury is willing to consider the cpmmitnient ofadditional staff resources to such functions, 
with the quantity, rank and title ofsuch positions yet to be .determined. 

,I 
, 

(5) Proviide for the release ofIMF funds' in several tranches ~with the release of each tranche 
preceded by a report on the effectiveness of the IMF in meeting concerns about labor rights 
and the environment: i 

I 

The proposed quota increase canndt go into effect until members representing 85 perce~t of 
I 	 . 

existing quotas have consented to their increase. Thus, failure of the United States to consent 
to its increase blocks all increases~ 

I, 
I 

• 	 A member's increase also cannot go into effect until it has paid the full amount of its, increase. 
Accordingly, authorizing U.S. cons~nt butappropriating the U.S. increase in tranches would 
permit other countries to put thei~quota increases into eff<!ct but delay effectiveness ofthe 
U.S. increase until the final tranchF is appropriated. 

I 	 . 

• 	 Under this scenario, the U.S. shar1e of total quotas would drop by nearly one third, and the 
U.S. voting share would thus dbcline substantially below the 15 percent level, which 
represents a veto on important Th1F decisions. 

, 
I 

o 	 As the proposed quota incr~ alsO requires that a member consenting to its increase 
must make payment within 30 days, U.S. failure to make that payment would prevent 
the United States from ev¢r taking up its increase unless the IM:F Executive Board 
extended the period. 

I 

(6) A clear and forceful statement; from' the Administration concerning East Timor, 
emphasiizingthat the Indonesian GO'lernment should begin discussions with East Timor 
through Bishop Belo ( 1996 Nob~l Peace Prize recipient) and Xanana Gusmao (imprisoned 
Timorese leader): . I ". . 

2 
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Possible New· U.S. Measures to"Advance Core Labor Standards (CLS)l in the IFIs, . 

1. MDBs 

I .' 

(A) Child Labor Emphasis: Seek to eXfend World Bank's Child Labor Policy to other MDBs. 
" World Bank policy seeks to address child labor more proactively, by integrating child labor 
considerations into reviews of Country Assistance Strategies, programs, social assessments and 
other operational documents; introducing *ew projects to reduce the harmful effects ofchild 
work; emphasizing child labor issues in o*er projects, e.g."education; bringing child labor issues 
into policy dialogue in countries where ha#nful child labor is a serious problem; undertaking 
more research and increasing staff awaren~ss of the problem; strengthening partnerships with . 
NGOsand the ILO; and including approprj.ate safeguards in projects to ensure that the Bank does 
not inadvertently contribute to the proble9' 

I 
I 

(B) Labor Clause in MIGA Contracts: IPress for language in MIGA contracts that would deily 
I 

payment in the event the insured cOmpanYjdenieS workers' rights (especially child labor or forced 
l~bor) or violates national labor laws. .". " " . .1 . 

. . 

I 
(C) WorJ:d Bank Strategy: Call on World Bank and ILO to produce a paper laying out the 
priority countries/industries where labor is~ues are problematic and a strategy for MDB 

engagement. . 
 I 

(D) Labor Fund in LatiI~ America: Broaden our proposal for a special environmental fund in 

the Fund jor Special Operations (FSO) negotiations to inClude labor and educationinitiatives. 

[close hold; sensitive negotiation underway] 


I" 

(E) Procurement Standards: Seek langJage in MDB bidding documents that would have 
. successful bidders commit to fair labor pra¢tices" and respect .for laws regarding child labor. 

(F) ILO/UNICEF Coordination: Press (or ILOIUN1CEF representatives to join selected 

project ap;?raisal ~issions in countries wh~re there is a high risk of child/forced labor .. 


I 
(G) Union Consultations: Press for:MDJ? staff to meet with union reps while devising relevant 

programs/projects. 


(H) Analytical Foundations: Call on the: World Bank and IMF to hold a seminar on labor and 
I 
I 
I 

I "CoreLabor Standards," as defmed aAd used in this context by Treasury, include: (a) the right of 

association; (b) the right to organize and bargain collectively; (c) prohibition against use of forced labor, (d). 

prohibition llgainst exploitative child labor; (e) nonrdiscrimination. . . 


. I

* "'New" is in addition to those measures committed during Fast Track discussions. 
" ! 

1 



, I 
I 

macroeconomic linkages, 'especially regar~ing collective bargaining and right of free associati'on. 

'II. IMF 

, (A) Opelrational Guidelines Paper: See~ Board support for IMF staff to draft a guidelines 
paper - similar to that done on corruptioJ:!, -:- on how staff should address the issue of core labor 
standards and labor market issues in the cqntext ofFund adjustment programs and country 
reviews. 

(B) "Artide IV Consultations. Call on st¥r to incorporate assessment of labor market 

conditions as they relate to the macroeconomic situation in countries where ILO has identified 

poor worker rights record. Urge sUiffto mhet with unions and NODs during Article IV 

consultations, particularly in these countries. 


I 

(C) Tripartite Consultations: Where rel~vant, seek to incorporate in IMF programs a strong 
recommendation to the government using ~und resources that itengage in tripartite consultations 
(government, business, labor) as part ofimplementing the structural components of its Fund 
program. II 

! 
I 

(D) Labor Implications ofIMF Programs: Push for IMP staff reports to have appropriate , 
focus on labor market implications ofIMF4supportedadjustment programs. When labor market 
flexibility is examined as a priority issue, insist that CLS are also examined. ' 

I ' 

(E) Social Safety Nets: ,Ensure that fisca1itreatment ofsocial safety net issues take account of 

need for labor market-related measures. ! " 


(F) IMFIILO Relations 

(1) Ask staffto report to the Board bn the ILOIIMF pilot collaboration project.' ,
I ' 

(2) Recommend systematizing such!collaboration in key program countries where worker' 
rights are found to be poorly protect,ed. 
(3) Take account ofILO recornrnene;lationson strengthening worker rights in IMP or 
related World Bank programs in co~tries where worker rights are poorly protected. 
(4) Have U.S. representative at ILO:try to ensure that ILO has pennanent representation 

I ' 

on the ground in key countries with poor worker rights records. 
, I 

III. Status of Fast Track Commitment ob IFis include: 
i . . . 

(A) EnhaJ[lced Internal Deliberation. Secretary Rubin to consult with Secretary Herman and 
propose the formation of an interagency team including Labor, State and Commerce Departments 

, I ' , ' 

to explore worker rights issues more broadly and to examine ways to furtehr incorporate these 
, I ' 

2 
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issues more systematically into the work of the IFIs. Status: Treasury/Labor staff consultations 
have been enhanced. I , 

I 

f 

(B) Securing International Focus on Pri,orities. Secretary Rubin will highlight USG priorities 
in his speech at the World BanklIMF Ann~al meetings. The U.S. will propose a Summit of the .. 
Presidents Of the IFIs and the DG ofthe ILp to reinforce the commitment of the institutions to ' 

. working together. Status: Secretary Rubili's speech included a strong statement on labor. 
I 

Treasury has not yet formally called for the Summit. . , 

(C) Heightening IFI Priority to Labor blues. . . . i 
I 

-- Actively promote joint IMFlWorId Bank; Conference on worker rights issues. Status: '. '.. ..' .I· . '. 
-- Continue to promote vigorously its proposal for the development of a draft screening 

I 

mechanism. Status: The World Bank's quId Labor paper adopts a number of elements of our· 
screening mechanism, and provide a good basis for development. 

II . 
I . • 

-- Propose that the World Bank establish an' office dedicated to the analysis' of labor issues. 

Status: staff ~e being detailed to an office which handles social issues, including labor. 


I . 

I 

-- Explore ways to ensure IFI budgets conta';n sufficient resources to conduct syreening 

operations and similar analytical functions. iStatus: 


I . 

-- Urge MDBs to investigate ways to increaSe technical assistance and direct lending to promote 
the adoption of fair standards an~worker rihts..Status: There,.have been a number of loans. 

I 
I 

-- Urge the: IMF to examine the link betweeri core labor rights and long term macroeconomic 
performance, for possible inclusion of such nghts in the Fund's new governance policies. 

I .
Status: " 

I 
-- Urge IMF to further emphasize the importance of labor-related issues in its annual country 

reviews. Status: i 


. I 

- Pursue vigorous follow-up on World B~'s Child Labor paper .. Status: '. Child Labor report 
has been finalized and we are continuing to press for concrete progress. 

I 

I 
I 
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I 
DEPARTMENT OF THE TREASURY 

I 

WASHINGTON, D.C. 
I 

Febru$.ry 26, 
. 

1998 
I 

ASSISTANT SECRETARY 	 I 
i 

I 

MEMORANDUM FOR SECRETARY RUBIN . 	 I 

·FROM: 	 . Timothy Geithn~r fr 

Assistant Secretary (International Affairs) 


SUBJECT: 	 Cost of U.S. Particip~tion in theIMF 
I 
I 

I wanted to follow up the recent discussion ion this subject with some preliIl,linary numbers on the 
· impact of interest rate differentials and val4ation gains/losses. . 

The central conclusion is that, despite larg~ net valuation losses in FY96 and 97, the gains in 
earlier years are likely still to dominate the 'results, showing a cumulative net gain. We are in the 
process of refining these calculations. Meanwhile, 

• 	 Valuation gains/losses on our reserye position dominate the interest impact in anyone 
year and indeed over the last 18 years. As the dollar has depreciated relative to the SDR 
about 35 percent during this period; gains are larger -- perhaps on the order of $4 billion. 
Given the recent increase in our reserve position as a result of the large IMF programs, 
w(: are now more vulnerable to lossies should the dollar appreciate sharply, although 
larger gains are also possible. i 

I, 
• 	 R(!muneration (interest) we receiveJon our reserve position is generally less than the sum 

of what we pay on associated Tre~ury borrowing (assumed to be at the 3-month . 
Treasury bill rate) and the interest foregone on SDRs·transferred to the IMF as the reserve 
asset portion of a quota increase. The shortfall may amount cumulatively over the past 18 
yearsto $1 - 1.5 billion or so. I . '" 

I 

. $625 million reflects net "alijustments" to remuneration to reflect the fmancial .. ' 
cost to the IMP of arrears of some debtors. (We do expect to get all of this back:) 

. I ' 	 . . 

The remainder largely reflects the tendency for the SDR interest rate to be lower 
that the T-bill rate. ! 

I, 
I 	 . 

(A partial table is attached to give you, an ~dea of the nature of the calculation. The typed 
· numbers are fairly firm, while the pencillef numbers are rough estimates.) 

I 

Thus, we expect the outcome to show, a~ a conservative estimate, total gains since 1979 of 
$2 to 3 billion. (We estimate the cumul*tive cost of participation .at that point in time to 
have been close to zero.) I ' " 

I 
! 

I 
I 
I 
I 

I 
r 
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The use of the 3-month T -bill rate as the a~sumed cost ofTreasury borrowing associated with use' 
; by the IMF of the dollar portion of our qU9ta subscription is sometimes challenged. 

. i 
• 	 Some.might argue that we should apply the average cost ofTreasury borrowing, which 


maybe 150 to 200 basis points higher. The cumulative impact of such a factor could 

offset the gains we are currently estimating. 


• 	 . However, our traditiomll approach reflects the practice of compensating for short-term . 
fluctuations in Treasury cash balan~es by changing the size of the next weekly auction of' 
91 day Treasury bills. A decision t~ fund some ofthe public debt at longer maturities is a 
debt management decision unrelatdd to participation in the IMF. Given the relatively 
'unpredictable nature ofIMF prognims, with reflows ofdollars as well as outflows, it is 
reasonable to use the 3-month TreaSury bill. . 

I 
I 
I 

I 
Under Secretary Lipton 

I 

Attachment: Partial table on estimated c?stOfU.S. participation inthe IMF 

I 
I 
I, 

I 
I 

.1 

I 
I 
! 
I 

I 
I· 

i 
I 

i. 



COST OF U.S. PARTICIPATION IN IMF 


cumulative transfers of$ to IMF cost or cumulative foregone TOTAL remuneration NET GAIN (+) OR valuation gain TOTAL GAIN 
(end of period) implied transfer of interest on INTEREST received by LOSS (-jGN (+)" vI' 1055"(-) OR LOSS ON 

associated reserve transferred RELATED United States INTEREST on U.S. U.S. 
Treasury assets to reserve assets COST RELA TED COST reserve PARTICIPA-

fiscal under U.s. U.S. loans TOTAL borrowing IMF AND position in TIONINIMF 
year quota to IMF REMUNERATION IMF 

(I) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) 

1979 (9 0 0 0 0 0 0 

1980 0 

1981 1340 

1982 1340 

1983 1340 

-1984 - - -..---  1--- - _.. --  . 
--'C - -2730 -  ---  -  ~--- --..-~.. -. _. -------cc=· 1--' c-.. ~' - :c= .._ .. c.'C=' 

1985 2730 /5'"00 e

1986 2730 1'100 e 
. 

1987 2730 578 
• 

1988 2730 136 

1989 2730 ~50 

1990 2730 741 

1991 . 2730 -174 

1992 2730 694 

1993 5689 '3oa -50 326 cl. 75 
1994 5689 '55'0 - 50 406 "35'0 
1995 5689 '1$0 408 ... 75 284 aOO 
1996 5689 ~1~ 475 -/OC. ~675 -775 
1997 ~1500 0 b ~OQ ~50 5689 C1-3 0 SSD 439 -140 -761 - ~oO 
TOTAL. - - .. .. 

.. 

. 
, ...
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. lune:23. 19518 

The Honorable Robert E. Rubin 
Secretary 
De:panmeot ofthe Treasury 

1500 PennsylYaN~ Ave. N.W. 

Washington, D,C. 20220 

.DearBob. 	 : 
I 

. 	 I. 
fm enc:losin;s a pie.;;e from the New York Times oflast Saturday, You will not~ that it attributes to 
you the view that "lawmakerS' who "complain about human rights or labor law violations in countries 
getting loans- are introducing into considerati'on of rhe IMf funding issues "tbey have absolutely 
nothing to do with it." 

, 
I 
! 

As I say. I naUze tbat the article never directly ~uotes you as saying thilJ. mel I believe that it in fact 
misrepresents your position. My Sense from reading this is that your reference to the ''unrealiftic'' 

I 

issues that "'have absolutely nothing to do with" the Il'vfF deaJ with the anti-abortion matters, I 
certainly strongly hope this is the case. I 

I 

But even ifit is true that this misrepresents yoti and attributes to you views about the human rights 
issues and labor issues which in fact relate essentially to the iUlti·abortion issue. the mct that it 
misrepresents you shows our problem.: . 

That is. if. Reuters is thi~ cOnfused about yJur position. yo~ shouldn't be surprised that lOme 
Members of Congress are. For us to pass this, we need to persuade Democ:rats that you in fact do 
make the db;tinction and that you believe as you have tolct us that these issues are linked -- that is. the 
human right!&, labor issues. and themora1 Mzard question whic;h is also refd"enced here. But I repeat. 
the fac:t that the Reuters people make this c:ontusion is symptomatic of a confusion that others are 
making. 

I 	 . 
Thus. I urge: you to make sure that your staff' and yourself~rTect this article. and also take greater 
pains than B~pparentJy have been tidcell so far to clear up this confusion . . 


I 

To repeat. because I know that things are ofter;t misunderstood even when explicit, I do not aecuse' 
you ofbeIieving what this article says you belie~, I point it out to you as an example ofthe kind of 
8JTIbiguity about your views which exist -- indeecf this is not even ambiguous but wrongheaded - and 
to stress spin the importance ofyour doing wliatever you can to dispel this 30ft ofmis-impression. 
both becaui;e it's the right thing to do, and beCause we will not get tbe IMF bill passed without it. 

I 

B~ 	 . 

~~~ 	 . 

IOFfmg 	
I 
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I.M.F. NeerJj Money, Too 
WASlHNGTON. June 19 (Reuters) 

- Trell$ury StK:retary R.obert E. 'R.\I' 
bin warneu today: that II new rCSCUQ 

package lor Russia could ctrain the 
resourcel of the Internalional Mgne
tary Func.l anti IHgl!d Congress w 
/'11111<11' mOTI! ntOney 3vaJIabie ~n. 

Mr. ~ublnsa.id In an interview that 
if !here is a Df!'P lending program lor 
Russia, "that ollvlously would de
plete !he te$ources turtbllr anO IlI.
pose. the United Sill tes lo risks t/1aL 
IIrc IQlwly nnnsellsicill to take." 

Russia, one of:U\e fund's blssest 
borrowers, wilh I $10 blllion line of 
credit, is seekl"g $10 billion 10 $15 
bllllcm more from 8 special short· 
term lending prasram far CO\Intries 

I facing temporary: I;ush shortages. 
I Mr. Rubill s~id the runtll$ already 

short of caSh, and. be call$d <>n the 
. RepublLcan I~a.de'rsh'p IQ lhe )lou$e 

to support a package Ilf $18 billion in 

funds for tM r.M.F. without attach

ing "unrealisllc" tliu"ings. 


l1'e Senate approved the Adminls
, lrntion's request ror more money tor 

the I.M.F. In March but UI~ package 
hs sUllied In lllEdluuse despite' in
lensi"''' lobbymg l.Iy Mr. Rubin am.l 
bU!linll!i1i groups. ISome lawmakers 
Wl111ll0 tie new hinds &0 IUlU·aboruon ! 
meIl.SUL"e$; !lame complain lItoout hu. I 

mill! righu or labor law violations in 
coulltrles gertlngi loam;; othen say 
btlilouts encourage bailie::; to act trre
sponslbly. I 

"While Is going ID get tI'Ils th.Ing Dut 
JII separaUI\8 tile, I.M.I'. from ot/'1l1r 
Issues milt have !lI.bsoh.ltely naming 
to do with It," Mr. Rubin Silid. 

I , 
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DEPAR~MENir OF THE TREASURY 
WASHINGTON, D.C. 

SECRETARY OF THE TREASURY 

May: 6, 1998 

, i 
MEMORANDUM FOR PRESIDENT CL~TON 

~ FROM: Robert E. Rubi~·I.~. (t 

SUBJECT: 
I, 

Gephardt Support ofIMF Funding 
I 

I 
1 

I wanted to draw your attention to House Min9rity Leader Gephardt's strong expression ofsupport 
for IMF funding in his speech yesterday to the Economic Strategy Institute (see attached). This 
support is especially important in light of the I~tter he, Barney Frank, David Bonior and several other 
House Membl;rs sent me last week expressing kerious Democratic concerns with respect to capital 
account liberalization in the IMF charter. 1 ha~e spoken to Dickdirectly about this issue, and Larry 

. Summers has met with Barney Frank and wilLbe meeting with David Bonior in order to address their 
I . 

particular concerns. In his speech, Dick states: 
, , I 

"IMF replenishment is insurance against future global economic crises and is in our deep 
national self-interest. The Republicans are piaying a dangerous game ofchicken with our 
economy -- they are jeopardizing our grow,th ... blocking lMF funding at every tum this 
spring. 

'" We must not abandon efforts to fund the IMF ... In the last two weeks, the issue of 
capital account liberalization has come up !.. This is a serious issue that requires serious 

, debate ... However, we must not risk sup~ort for 11\.1F funding on this issue." 

I very much appreciate Dick's firm reaffirrnatil ofsupport for the Administration's lMF funding 
package, and we will continue our intensive joi'nt efforts to secure its passage;~ We will also consult ' 
closely with Dick and his colleagues as we con~inue to consider the capital account liberalization issue. 

,\ 

, I
I 

I 
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I 

NEWS FROM THE H9USE DEMOCRATIC LEADER. . 

For Immediate Release: House Democratic Leader- Richard A Gephardt 
!May 5. 1998. H-204, U.S. Capitol 
I 
i 

'Remarks of House Democratic :Leader Richard A. Gephardt before the 
. Economic Strategy Institute, Washington, D.C. , 

"Ih~ Np Intern!tionalismj.Nexus BetWeen Ameril.".an National Interests and Glob3'j~!ll" 
I 

I 
I 

I'm very pleased to be here today. This meeting is a critical annual assessment of where 
U.S. and international economic policy. bas 'been and where it's. headed. ClydeJ;r~stowitz and the 

Economic Strategy Institute are to be coIll11'iended for helping to provide an honest, open forum. 

They help 'ensure that all points of view are heard. . ' 


,I 

Th:u's especially impOI'tant at this tithe. ' In the wake ofthe defeat of last year's fast track 
effort it's important to have an open, honest idisc;uSsion about what course we should be 
following. tt's important to understand what the deb,!-ce was aU about, and what it was not about. 

, ' '!. . 
I 

Th~: vote on fast track wasn't avictoly for protectionism. It wasn't about organized 
interests pressuring legislators. Itwasn't abqut fear ofopen markets. ' And it certainly wasn't 
about stopping trade. 

11u:~ vote on fast track was a signal Jat citizens aU across this country, as well as their 
elected representatives, want those in charge'to fight for their interests. Americans are interested 
in a. clear, c:onsistent approach to globalizati6n that recognizes that we're in a world economy and 
there's no going back. But they are concerned that even though we are in a global economy, we 
still have nll.tional interests. These are unive~( interests as weU. 

Anel as the leader ofthe world economy, Americans demand we fight for st.a.ndards and 
Conditions that ensure that trade is truly a force for progress rather than dO'Wllward pressure on 
living standards and ideals. ' i' 

. '. 1· . . . 
Fast trackwas a fight about what our· trade policy for· the future should be. ,The message 

was that the public doesn't believe that the s~atus quo is good enough. They embrace 
intornationalism yet demand a change in our 1\Iture trade policy~ 

, ~ , ' ! 
Sonte commentators portrayed the pqsition against last faU's fast track as a blanket 

opposition ·to free trade. In the heat oftne moment, it's often impomble to have a real debate 
about the issut3s~ But we must make sure th~t these misunderstandings do not obscure the real 
issues at hand. ' 

, 
.I • 

I supported President Bush's request for fast track in 1991 and was prepared to support 
President Clinton's request in 1997. The U.S. has one ofthe lowest average tariff rates in the' 
world. Sinc...e we face protectiorust barriers a~I around the globe, it is critically important to see 

! 

http:Ameril.".an
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''The New Internationalism .. - ,Page Two 

those redu-ced as a simple maner ofour nati6na1 interest .. 

. I· 
Onle way to get those barriers to our lcompetitive productS eliminated is through the 

leverage ofour market. Regrettably, thi9 effort - primarily the use ofSection 301 and Super 301 
I _ has larSe,!), been abandoned. i .' 

A second wa.y js through mt¥lateral 1effort3 I.ika the World Trade Orga.nizatlon. I . 
supported the creation ofthe mo because ~ believe, ultimately, that our interests lie in having 
international rules that are fairly applied and adjudicated. But, as with the fuji-Kodak case. l 
don't believe that jurisdiction should be give~ to the WTO where rules have not 'been negotiated 
and define;d. : 

Ifwe have negotiated rules, thetl the US and other countries should abide by them. But 
until there are defined rules we must fight unilaterally for the interests of our fanners, workers and 
businesses. :

I 
I 

The third way is the use of tra.de agr~ements - bilateral, regional, or multilateral. This is 
the primacy approach ofthis Administra.tion. ! .' 

. , \ 

I want new trade agreements to be negotiated in order to improve the statUs quo. But 
they caMot be ratified without some justificat;on - they must produce an improvement in the 
condition oftrade. Too often, ncgotiared agr~ements do not live up to this standard. 

. . Sinc:e the planned first use offast track trade negotiating authority was to expand 

. NAFT A. its success or failure is an appropriate point for the stan ofth.e debate. 
I 
I 

An irnportant component offfee mark~tsare free labor markets. By refusing to address 
the enforce.ment ofMexican labor laws. the NAFTA endorsed the artificial limits on collective 
bargaining, wage increases and aU of the other\ components of free labor markets. 

. , I . ' . 

: Mexico has started do"Qn) the road of g,en~\ne democ;ratization. Opposition control ofthe 
: Jegislature has presented interesting challengeS to the ruling PR!. New independent trade unions ' 
are being formed, The current political tunnoil and economic crisis have brought progress on the 

. margins. YI!t, Mexico's labor laws remain un~nforced in practice for [he va3t majority of 

. worlcers. Their bargaining power remains seV¢rely limited by the current political, Jegal and 
• I 

econormcsystem. i 
I 

I 


Employment ofMaquiladora plants alortg the border has almost doubled since NAFTA, 
, . but envirorunental enforcement has not kept p~ce. . 

i • 
I 

. I am not seeking to impose US standards on the world. But to start. I want other 
I 

countries to be required to enfon:;e their laws. The rule of law should be the basic component of 
;any trade initi.ative. Over time, we all want standards to be increased - this will occur through , 
, , 
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negotiations a.s welhl.s the political demandslofthe citizens of the world. 
I .
I . 

. JU6t as" the business oonununity exp~s its intellectual property to be protected and the 
laws to be I~furced~ our workers should CXl'Fct the product oftheir mind and muscle to be 
protected. "i . . 

, , 
Developing countries aren't going to 'adopt our minimum wage - We're having enough 

trouble getting the Republicans to increase ours to the level it should be. But. the minimum wage 
laws these (lations have adopted shoUld be erlforcl:Ci. And, as development in theu-country . 
increases, as their productivity, quality and e~trcpreneurial spirit yield results, workers should be 

.J able to bargain for and share in the profits from their hard work. 
I 
I 

This isn't a matter ofhigh-mindedidejllism. It is a matter ofhard-coT"e pragp:larism. lfwe 
can't create middle-class consumers around ~e globe, we won't have anyone to buy our 
products. And we'U see the continuing do~ward pressure on our wages. 

, 

And there are provisions in U.S. law· ~ health. safety, environmental prot~ctions - which 
muSt not be diminished. Right now. it appea4 the WTO is attempting to weaken US 
environrnemallaws through its dispute resolution process. We can't stand for such action; it is 
beyond the 'WTO's mandate to lower environmental standards and I hope the Administration 
opposes this decision. I 

I 

The American people understand that !;Jobalization is a fact oflife - but they want 
policymakers to put it in context. And while i't is it fact oflife, its .face. its contours, its 
complexion are all up to us. Today, 1 want to: spell out what steps we need to take to ensure a 
high and risiJrtg standard oflivlng for our people.... and people ail across the globe. 

First, we have to combat efforts of theiRepublican leadership ofCongress to derail the 
funding package fur the International Monetaiy Fund. President Clinton and Secretary Rubin 
have energetically and passionately worked to Iget Congress to act on this issue. Two weeks ago 
80 percent ofDemocrats in the House joined together to advocate the inclusion ofIMF funding 
that the President has requested. But Speaker; Gingri~h led the Republican opposition to this 
amendment.! 

. I 

I 
IMF replenishment is insurance aga5nsf future global economic crises and is in our deep 

national gelf-interest. The Republicans are pla0ng a dangerous game of chicken with our . 
economy --they are jeopardizing OUT" growth_ iWhile the Asia region is quiet at the moment, the 
contagion could still spread to other nations. Right now, the IMF doesn't have the resources to 
bailout another major economy. The Repub!i4an leadership have allowed the radical isolationist 
wing of their Party to hijack our trade agenda. plocking IMF funding at every tum this spring. 

. I . 
I was the first elected leader in De"cemb,er to support the :r.resident's request. I did so : 

without being asked. This was a logical extens~on ofmy position on fast trade. A country oil the.
i ' 

I 

I, 



P.005 

! 
1 

TEL;OOOOMAY. -OS' 9S (rUE1 13: 55 

"The New Imemationalism .• ....- Page FCJt1" . 
I 

brink ofbaiakruptcy isn't going 10 enforce its labor or environmental la.ws - it will probably 
undermine them. It win try and export its ~y to growth and erect barriers to imports. 

. ,, 
Recently. I joined with Secretary Ru~in in advocating the IMF package before the 

Chamber ofComm~e. I urged the representatives of the business community to redouble their 
efforts to pass the IMF funding. Don'tjeoparoize our f1:onomicsecurity. Don't succumbto the 
myopia ofthe Republican leadership. Don't jeopardize our efforts to build a new trade coalition 
- one that has the support ofa wide spect~m of Amencans. 

We .must not abandon efforts to fund lhe I:lMF. This could turn out to be a tragic mistake. 
, . ! ' 

It's time to get the I:MF package pass~d. Obviously the IMF isn't perfect and is >in need of 
renewal and reform. The 1MF must become ~ore transparent and better promote stronger human 
rights, labor. and environmental standards in ~ecipient countries. However, before you remodel a 
building. you have to Shore IJP its foundation.i 

I 
. I believe that we need an IMP that prdmotes economic gro-wth with equity. not one that is 

a rubber stamp for wiMer-take-all economic: plans. . 
I . 

Because it' 9 in our self-interest, we need to replenish the'IMF· to provide a backstop to the 
economies in Asia and elsewhere around the ,)vorld. But we must also demand inunediate and far
reaching reform as well. 

tn thB last two weeks, .the issue of capl,tal account liberalization has come up - th.is is 
part ofan effort to amend the IMF charter. Th.is is a serious issue that requires serious debate. 
People from diverse points ofvicw have raiseq Concerns about this change at the IMF. However, 
we must 110t risk support for IMF fundi.ng on this issue. 

I 
. . I • 

The Democratic coalition is prepared to work aggressively·with the President and the 
Treasury to replenish the Il\1F - to strengthen its foundati.on. Then we should take the time to 
review and r~!form the IMF to ensure that it can successfully meet the challenges of the future. 
> • •• I· . . .. 

Democrats support the President on replenishment for the Il\1F beCause it is the right thing 
to do .. But the Republicans must abandon their isolationism and join us to restore confidence to 
world financilu markets. . 

I, 
Ultimately. if the IMF program is to beisuccessful, Japan must playa constructive role in . 

resolving the Asia>crisis by reforming its own economy. America cannot absorb all the new 
exports from the region. But right now, Japan iis doing the opposite ofwhat' 5 needed; attempting 
to export its way to econo1'l1ic recovery. I 

I . 

http:foundati.on
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I have been talking for years about ~e failure of Japan to make the transition from eipon
led to domes~c consumer demand-led growth. The time to bring aboutla.sting change is now. If 
Japan refuses to change. it risks being pushe:d to the sidelines and having its role in the world 
ecol"\omy diminished. ! 

I find it ironic that those ofus - Clyde, myself. Chalmers Johnson, many otherS - who 
demanded change in the past were labeled "~apan-bashers." Today. our views are accepted as 
common wisdom and common sense. i . 

I 

From crisis comes opportunity. And 'Iat every opportunity in concert,'with our: allies we 
need to be persistent in our efforts to change Japan. 1 favor devoting major portions ofthe G1 
summit in England and the 50111 anniversary ofthe WTO in Geneva to bring about change in the 

. I . 

systemic problems ofthe Japanese economy.; . 

We have to move beyond jawboning io concerted action. 
I . 

The Asia crisis is the immediate issue.1 The longer term issue is how do we move forward . 
on further tl'ade integration. I've already talked about fast track - wha.t the fight was about. 
rintend to continue my fight for a. pcogressivf replat:ement for fast track. One that recognizes the 
comptexjty "fthe issues and the rqle that Congress must play_ One based on th~ need for a new 
arch.itecrure for world trade. I 

I 
The supporters ofthe Republican effort should not underestimate my r.esolve or that of 

those who '-lrere part ofthe coalition opposinS their efforts last fall. At the same time, they should 
not overestima.te the power of their money - ~his was an issue of prindple, not politics. 

I 
1 welcome a dialogue on this issue. Ahd one of the ways to build a bridge bet\1leenthe 

views is with contldence building measures. \. . 

JUSt prior 10 the vote on fast track:. a ~umber ofproposals were offered to address labor 
and environrnental issues. They were too littlf(; tao late. They were many of the same proposaJs 
that had been offered before and not su"ccessfuUy implemented. A commitment to and 
understanding ofthese issues would begin to build confidence in the process for those ofus who 
opposed fast track last fall. Let me be specifi~ about some steps that must be taken to help 
. rebuild a pra~trade coalition in this country. . I 

~ . 

A re-authorization package for Trade ~djustment Assistance muSt be de"eloped - one 
that isn't just marginal reform. ~ut that reco~es the real need to ensure that the victims oftrade 
know that th'~y aren't going to be abandoned. ,That today's losers can become tomorrow's 
winners. It must be fully funded,accessible anp responsive to the task at hand. . 

I 
I 

This isn't welfare, h's the center span ~fthat bridge to th~ future. 
I 

http:overestima.te


P.001 

I 
I 

. I 

TEL:OOOOMAY. -OS' 98 (rUEl l3: 56 

"The New lnlematianalfsm .. -:' Page Sir 

It nleans gettins serious about using :the provision which requires U.S. representatives at 
multilataral: lep.ding institutions to use their v,oic:e and vote to promote workers fights. 

I . 
I 

It means that labor and en:viTonment.u issues shouldn't be treated as "academic issues" or 
be relegated. to part ofa debate about "civil ~ciety" in the negotiatio'llS on a Free Trade 
Agreement ofthe Americas.· They are trade issueS and should be given equal status with all other 
trade issues. . i . 

i 

i 
. The one issue I thought everyone cotilci agree on was the need to wage a tight against the 

use ofchild labor. No one should profit by r~bbing kids oftheir childhood. 
I 

. I. 

Some time ago I wrote to Speaker Gi:ngrich asking bim to work with me on a. bipartisan 
package to 'begin to address the scourge of c~ild labor. I haven't heard back. .from him. But for 
the children around the world.. the sound ofsilence coming iTom this Republican-con!roUed . 
Congress is deafening. (now ask the Speake~ to begin the process and join me in bringing before 

I . 

the House ofRepresentatives a resolution endorsing the global ma.n::h against child.labor. 
. ' 

SOOIl, t will push for other legisla.tion that has been introduced as well as o.ffer new 
legislation to prohibit the importation of prodticts made with child labor. And I challenge every 
business in the country to pledge that they wd,n't profit at the expense of the world's children. On 
an issue of such a basic American value, common ground should be ea.sy to find. 

- I 

There are many other. steps that can bJ taken, steps that 'Will show the American people 
that their message during last fall's debate waS heard. 

i 

. We must further a trade policy that pr6motes OUf values. American values. but universal 
in their importance. Whether it's human righ~, children's rights, enl.'ironrnental rights, religious 
and political freedom, workers rights, America must stand on the side ofwhat's right in the world. 

I . 
I 
I . 

.Kim ])ae Jung put it best when he said) "I believe that the funda.mental cause ofthe . 
financial crisis, including herem Korea. is bec~usc ofplaeing economic development ahead of 
democracy." . . 

. I, 
There- are too many voices that put commerce above values. 

We've got to stand for something more than rrloney. A world trading system that degrades our 
principles - that suppresses democracy and tile fundamental rights ofall people is unacceptable. 
It offends oUr values and ultimately leads to inJtability and comlption. 

I , .. 

We ne.ed to use the leverage of our corJmercial and moral leadership to c:reate a new 
architectUre of trade. A blueprint that will create healthy and growing countries while also 
ensuring that the benefits of this growth are felt by the working people whose efforts. bring about 
this growth. A new arc:hitectUre that will prom~te both sides ofthe coin of"democratic .. . 
capitalism." , 

I 

I 
. I 

I 
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Contrary to the theories of-the Chindse leaders, human rights are universal rights. Lincoin 
embraced this basic belief.-:- that the Declar~tionofIndependencc ""gave liberty-not aloneto the 
people oftne'countty, but hope to al1 the world. for all·future time!' 

I 

I. 
He was right. Just ask Wei Jing.9heng - the yearning for freedom and democracy is not a 

matter ofcultural imperialism - it is a matt~r which touches the souls ofall human beings the 
world over. \ ( . . 

I 
We must pursue a trade policy for the next century, Not just a new American Century-

where our commercial goods reign supreme. ; But a new American Century where American 
. I

values have greater currency than our money, . . . . 
. I 

I 

;### 
• 

Contacts; Laura. NicholslErik Smith (202) 225-0100 
I 
I 
I 
I 
I 
I 
i 
I 
: 
I 
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. The Honorable William JeffersoJ..!J...''''''!'l,nU 
President of the Unit~" ..u 1!f5MU1600 Penns la Avenue, NW 

.~on, ·D.C. 20500 

Dear Mr. President: 

I . 

Enclosed is a copy ofHouse Minof,ity Leader Gephardt's speech ofyesterday to the 
Economic Strategy Institute, "The New I~ternationalism: Nexus Between American National 
Interests and Globalism. II In case you hav~ not yet had the opportunity to review it, I wanted to 
draw your attention to Dick's strong expr~ssion of support for our IMF funding requests. I think 
this is especially important in light of the le,tter he and several House colleagues sent me last 
week, in which they noted serious Democrhtic concerns with respect to the issue of capital 
account liberalization at the Fund. I've since spoken to Dick directly about the issue, and Larry 
Summers has met with Barney Frank and viilI be meeting with David Bonioras well to address 
their particular concerns. i . . 

I 

. uWe must not abandon efforts to fund the IMF ... Democrats support the President on 
replenishment for the IMF because it is theiright thing to do," says Dick in the speech. More 

. . I. . 

specifically. he states, "In the last two wee~s, the issue of capital account liberalization has come 
up.. .This is a serious issue that requires serious debate ... However, we must not risk support for 
IMF funding on this issue." 

I much appreciate Dick's firm reafttrmation of support for the Administration's IMF 
funding pctckage, and we will continue our !ntensive joint efforts to secure passage. We will also 
be sure to consult closely with Dick and his colleagues as we continue to consider the capital 
account issue. :. . .' 

Since~ely, 

Robet;t E. Rubin 

I . 

. I 
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. , DEPARTMENT OFj THE TREASURY 

WASHINGTON, D.C.I . 
July 2, 1998 

IASSISTANT SECRETARY 

MEMOR),N"DUM FOR SECRETARY RUBIN 
DEPUTY SECRETARY SUMMERS 

" . I 

FROM: Timothy F. Geithner 'f~ i 
Assistant Secretary (International Affairs) 

I 

SUBJECT: Legislative Proposals for IMf Transparency Reforms 

,I 
House and Senate Appropriations Committ~es are scheduled to begin action on FY99 Foreign 
Operations bills in mid-July (commencing '-Yith the House subcommittee on July 15), and are 
now expected to include IMF funding in thqse bills. The amounts and related cqnditionality are 
still undecided, but House appropriations st~ffhave requested that we begin serious substantive 
discussions this week, especially ontransparency refonns, which loom as arnongthe most 

. I 
prominent and pivotal in the debate. (Other serious issues also remain outstanding, including 
provisions relating to Korean directed lendiAg and certain reporting requirements; we will 
address these separately.) While we expect ~ark-up and perhaps even floor action prior to the, . 

August reC1;!SS, the I,lltimate shape of IMF funding legislation is unlikely to be detennined until 
September, primarily a function of the ongoing controversy over funding for international 
popUlation programs. .~I 

The purpose of this note is to layout some substantive refonn proposals on transparency and a 
few thoughts on how to pursue them in the Ilegislative context at this point. As has been the case 
throughout tne debate on IMF funding, most of the transparency reform proposals carry some 
degree of merit, and we have generally agreed with their essential premise, namely that the Fund 

I , 

needs to become a more open institution. lihe primary difficulty arises from the fonn of many 
of the legislative proposals, which would co~dition the NAB andlor quota increase (mostly.the 
latter) on the adoption ofrefonns by the IMP. . I . 

I, 

, The attache:d matrix attempts to summarize the major demands for refonn, comparing them to . , . 

current IMF policy, our position and assessments of what is achievable at the IMF. Here are 
some initial suggestions on an approach. W~ should be prepared to support three significant sets 
Of transpar~mcy-related refonns that embracb most ofthe Congressional proposals: 

r i .' 
(l) The mandatory or presumptive ihuance ofPIN s (Press Information Notices 
containing summaries ofExecutive Board discussions) on staffreviews ofcountry' 

. I . 

programs. Article IV consultations, imd staffpolicy papers. 
I 

I 



. 

(2) Release and Presentation ofFindncial Data: Regular release pf current IMF 
liquidity data, including Us. share 6foperating budget, and lagged release ofthe entire 
operational budget. Improved audit procedures for, and more accessible presentation of, 
the .lMF'sfinancial statements. i . 

, I· . 
(3) Mandatory release ofLOIs (Letters ofIntent) and PFPs (Policy Framework Papers) 
for Fund programs. permitting a na+ow range ofexemptions from release, e.g. 
intervention targets and the identity 'of vulnerable financial institutions. 
'·1 ... 

We should be prepared to accept one or mo~e, or some combination, of the following legislative 
formulations: ! 

. i ." ' 
(1) Requirements that the u.s. use all "necessary and appropriate me·ans, ': or similar 
constructions stronger than the stanl;tard "voice and vote " language, ,to achieve the 
above reforms. : 

I 

'(2) , Conditioning offunding on TreJsury certification that the G-7 supports and will seek 
to implement these reforms in theF~nd, similar to the language ofthe Senate bill 
requiring program conditions on trdde liberalization and crony capitalism. 

. , , 

J ' 
(3) A statement by Camdessus. in alorm and context acceptable to Congress (perhaps' 
at the annual meeting in'September); in support ofthe above reforms. ' 

cc: Lipton, Robertson 

I 

, . , I 
Attachment: Transparency Reform Matrix; 

i 
! 

2 

, , 
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SENSITIVE I 

. Summary o/IMF TransparefCY: Proposals, Policies, Possibilities 

Catcgory/Item Proposed 
i

Cu:r;rent IMF Cur:rent or Possible iMF 
Reforms! Poli:cy Proposed U.S. Deliverable?2 
(Congress) I 

I. 
Position 

(1) Staff Public Release No public Mandatory PIW Presumptive 
Reviews of wi redactions rele~se in any Issuance PIN issuance 
Country 
Programs 

w/in 90 days fOnTI. I . 
I 
'I 

(Current) 

(i.e., issued 
unless the 
country objects) 

(2) Staff 
Reviews of 
Article IV 
Consultations 

Public Release 
.. w/redactions 

w/in 90 days 

I 

Voluntary PIN 
issuance 

I 

i 

I 
I 

t 
I 
I 

Presumptive 
PIN issuance; 
Voluntary . 
release of Staff 
Review 
document 
(proposed) 

Presumptive 
PIN issuance 

I 

(3) Staff Policy PublicRelease Selettive public Release, at least .PIN issuance 
Papers (Non w/redactions relelise in summary 
country issues) w/in 90 days 

I 
, form (Proposed) 

(4) Minutes of Public release Emqargoed for Options: (a) probably the 
Executive Board w/redactions 30 Yfars (a) If PINs maximum 
Meetings w/in 90 days I 

!, 
I 

above achieved, 
no need for 

achievable; (b) a 
more remote 

fut1her releases possibility, but 
(b) Redacted perhaps not 

I 
I 
I 

summaries w/in 
90 days 

impossible 

, , 
I 

i 
I 
I 

I 

(c) Release full 
minutes after lO 
years. 

I 
i 

I 
I 

. IMostly as stated or implied conditio~s precedent from HR 3331 (Saxton-Anney bill), 
Gingrich-POTUS/Armey-RER letters, or HR13580 (House Approps. Committee bill). ,. . 

2May be able to achieve consensus among membership, given adequate investment of 

time and political capital at the Fund. I 


. . . I . 
3PIN (Press Information NotiCe): As Used here, per current Article IV policy,refers to a 

summary of the Executive Board discussion 6f the related issue or document, not a summary of 
the document itself 



SENSITIVE 


I 

Summary ofIMF Transpare1cy: Proposals. Policies. Possibilities 

Category/l!em Proposed 
Reforms 
(Congress) 

I 

Cur-rent IMF 
I 

Policy
I 

I 

Current or 
Proposed U.S. 
Position 

Possible IMF 
Deliverable? 

(5) Operational 
Budget 

, 

Public release 
(implicitly on 
regular, current 
basis) 

,. 

I 

Some liquidity 
I. 

info 10 annualI . 
report; country 
list not released. 

I 

I 
I 
I 

.1 
I 
I 

I 

Release liquidity 
data on regular 
basis (including 
U.S. share); 
release country . 
list with 3/6
month lag 
(Proposed) 

Release 
quarterly 
liquidity data 
(including U.S. 
share, released 
by Treasury) 

(6) Audit of Presumption ExtJrnal audit (a)Release of Yes - (a) & (b) 
Financial that FIS are firnl does not . signed, fully already in 
Statement'); 
more "user

publicly audited, 
with corporate-

sign! FIS, audit 
I. .

com,mlttee IS 

audited 
statements; (b) 

progress 

friendly" like audit loosely, establish more 
financial conunittee; institutionalized pe,rrnanent, 
disclosure;s. general view 

that current F IS 
unclear or 
concealing 

and laccountable 
I '-.. 

1 
I 

. I 

I 
I 
I ., 
I 

. I 

i 
I 
I 

I 

functional 
committee 
accountable to 
Exec. Board; (c) 
improve format, 
readability, 
clarity of 
financial data. 
(Proposed) 

(7) LOI's & (No specific 
I

Voluntary Mandatory Presumptive 
PFP's (Policy proposals, but a 

I
release by release (wi th release, with 

Framework general 
I

borrower narrow range of exemptions?
I 

Papers) assumption I 
I highly sensitive 

toward 
I 
I , exemptions, e.g. 

mandatory I, interyention 
release) targets and 

identity of 
, vulnerable 
I financial 

institutions) 
\ 

I (Current on 

I 
I 

mandatory 
release) 

di 

,... .~ 



SENSITIVE 

. i Summary ofIMF Transparehcy: Proposals, Policies, Possibilities 
i . ' 
I 

CatcgorylI~em Proposed 
Reforms 
(Congress) 

CutrentIMF 
I 

Policy
I 

I 

Current or 
Proposed U.S. 
Pl)sition 

Possible IMF 
Deliverable? 

(8) Indept:ndent 
evaluation of 
Fund operations 

" 

Various 
proposals, 
ranging from 
182-member 

.IMF advisory 
board to internal 
IBRD-Iike 
evaluation unit. 

Selbctive, 
periodic external 

I 

evaluations of 
spebfic policies 

I . 

, 

I 

Support more 
systematic and 
more frequent 
external 
evaluations, 

' beginning with 
immediate 
assessment of 
Asian crisis 
programs; 
presumption of 
public release of 
all reports. 
(Proposed) 

Yes 

, 
f 

(9) Non·IMF Permit outside Nor permitted; Expand and Yes 
participation in groups (NGO's, staff regularize 
field missions labor, etc.) to 

participate in 
IMFstaff 
discussions 
vi/governments 

increasingly
I 

meets separately 
I. 

with local 
I 

gr~ups 

, 
, 

separate staff 
consultations 
with local 
groups 
(proposed) 

(l0) Executive (No specific No! public Publish Publish, perhaps 
Board Reports proposals) 1i .re ease m any in summary 
to Interim Iform . form? 
Committee I 

I (Proposed) 
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DEPARTMENT OF THE TREASURY 

I 
WASHINGTON, D.C. . I 

ASSISTANT SECRETARY 1 
I 

July 8,1998
I 
I , 

Recommended Telephone Calls 

I 
MEMORANDUM FOR SECRETARY RUBIN . .. I

I . 
THROUGH: 	 Linda L. RObertson~!11 / 

Assistant Secretary i Y 
Legislative Affairs I;> blic Liaison 

. FROM: 	 Rick Sinkfield I 
Deputy Assistant Secretary 

I 

I 	 . 
SUBJECT: 	 CaUs to Chairman Ted: Stevens, ChaiImen Bob Livingston and SOlmy 

Callahan, Minority Leader Dick Gephardt and Rep: Dave Obey, regarding 
the deteriorating situatjon in Russia and Asia, partjcularly inlndonesia and 
the expected increase in multilateral assistance, and the ramifications for 
Congressional passage' I 

! 

ofthe IMF. 
. 

. . 
. I 

DISCUSSION: . 

Chairman Stevens (224-3004): Chairman Strvens continues to firmly back the IMF and remains· 
committed to keeping the full $18 billion in the Senate Foreign Operations bill. There is an 
outside chance that this bill could be marked :up in the Subcommittee next week, July 16th. He 
will be very appreciative of receiving a debribf on your Asia trip, given his longtime interest in 
the region, particularly Australia and IndDnedia. Note: there was a recent FT article describing 

I 	 . 

the exceptional effects of the Asian crisis on +'lew Zealand and Australia. He has also been a 
reliable prognosticator of the House Republi4an Leadership behavior, so you may want to share 
with him OUT best information for verification purposes. . 

I 
Chairman Livin~ston (225-3015):. Chairman!Livingston is prepared to include the full $18 
billion for the IMF in the Foreign Operations!bi1l that he takes to the floor and is reviewing and 

. vetting drafts this week. He believes that it i~ no less politically difficult to carry both requests 
than to split the NAB and the Quota. Howev~r, he is very concerned about the political 
ramifications that a new Russia program could cause, particularly in light of . 
AlTI1ey/Saxt()n/ShultzlSachs criticisms ofthe!IMFrole in Russia. He and his staffwill be 
looking to us to assist them in defending IME actions when the bill comes to the floor ..With 
respect to the overall bill, he is receiving ~high degree of criticism from the Democrats and the· 
Administration about the overall funding levels and specific accounts (EgyptJIsrael, etc.) 

. **There were also wire reports today, sugges:ting that Mexico City has beendelinked from the 
IMF. This could mean that it has been linked to fast track. You should definitely raise this issue 
with him. ' . 



I 
I 

Chainnan Callahan (225-4931); The readout on Chairman Callahan is consistent with Rep. 
Livingston; however, he has tended to be mdre concerned about Indonesia than with Russia, 
because of his constituent interest. 

Rep. David Obey (225-3365): You should abprise him of the situation in Indonesia and Russia. 
He has been oneofthe strongest supports ofU.S: economic engagement in Russia. He is critical 
to keeping Democratic support for the IMF, ~ince he will be the key Democrat in any future 
appropriations conference. You should seeklhis opinion on how we will fare with the Democrats 

. 1 _ • 

in light of an expanded Indonesia program and an expanded Russia program. It would also be 
useful to reassure him that the Administration is not planning to abandon the Democrats over fast· 
track. (We are proposing the DIS Summers tneet next week with the Democrats that were 
assembled a couple of months ago to discus~ Indonesia. You should raise this proposal with Mr. 
Obey. We believe that it makes sense for Mr. Gephardt or Mr. Obey or both to call the meeting.) 

i 
. I . 

Minority Leader Gephardt (225-Q100): You!should apprise him of the situation in Indonesia and 
Russia and seek his counsel on how to manage these problems and relations with House 
Democrats. While there have been signs ofweakening Democratic support and concerns raised 
by some Republican friendlies, we believe tHat Democrats. are still the overwhelming core of 
support for the IMF. Nevertheless, we beliete that Leader Gephardt has to be vigilant about 
keeping Oems in line, not only on the IMF, but also onimportant, tangential issues like possible 
amendment.s to the ESF. I· . 

I 
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I 
:rhe Habibie Government r 5 steEs on Political Refo:r.:m 

I 
'i~hile the political si1:-uat1on in Indonesia remains 

unstable and the· economic situation is increasingly dire,. 
the H~LbibieGoverhm.ent has taken initial steps toward making 
IndonE~sia a more democratic I and open society. There is as 
of yet no consensus among key political players in support 
of Habibie's timetable for .olitical keforms and elections 
(a general election in May .+999 and an Assembly session to 
elect a new president and v~ce president at the end of 
1999), but Habibie and his government have·taken a number of 
significant steps including; 

I 
Release of political prison.rs 

. . 	 . I 
• 	 Habibie .has granted amneslty to or dropped charges aqainst 

approximately 20 politicall prisoners including Muchtar 
Pakpahan, leader of the fbrmerly banned Indonasian. 
Proaperous Trade Union, p~litlcal activist Sri Bintang 
Parnu.nqkas i and 12 East: Timorese indicted for anti-' 
government activity. Thel GO! has pledged to review the 
cases of all other political prisoners.

I
RefoITI\ of political laws II. Habibie has called for reprafting of a nurnbe;r:- of the 

major political laws, inc~uding those: affecting elections 
and the formation of political parties. New Parties are. 
alrJ=a~y. forming free~y. I 	 . . . . . ;: 

• 	 The Mlnlstry of Just1ce has formed a team to reV1aw the 

Antl:-Subversion Law.. Thel JUsticeM1nister has publicly 

expressed his belief thatl the Law should be abolished. 

Indonesia'S National Commission·on Human Rights also 

supports its aboliticin. I .. 


• 	 The Indonesian People 'sConsultatlve Assembly has set a 
date of November 10 for alspecial session·torevise or 
repeal the "five political laws" governing political 
activity and to decideon!a date for a general election. 

., I 	 . . 

•. 	On ,:rune 25, the GO! launched a 'National Plan of Action to 
pro'/ide a. five-year frame&ork for national policies. and 
stri3.tegies for promoting ~nd protecting human rights. 
The actions of the Habibi~ goverrunent·to date indicate 

. that. this could be more· tJ;an mere window dressing. 

• . 'l'heGOI has announ·ced its l intention to ratify the. United 
Nations Convention Against Tort:ure. The GOI has also

I . 

pledged to work toward ratification of the C6nventionon 
the Elimination of· Racial IDiscrirninatlon. 

http:prison.rs
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I 
i 

Labor Rights 	 I 
I 
I ,. 	 In addition to releasinglpakpahan and officially 

rec:og-niiing his iabor uni,on, on June 5 the Indonesian , 
Gov'ernment rq,tified the l'LO Convention 87 governing- the 
freledom of association an~d protection of the right to ' 
organize. I 

• 	 In April, the Indonesian ~overnment indicated it would 

also ratify ILO conventiohs 105 (on abolition of forced 

labor); 111 ,(on employment and occupational ' 

discrimination); and l3B :(on minim.um age of' workers) . 


I 

, I 


Political Debate/Press Freedom 

• 	 President Habibie h,asallpwed a free political debate'in 

the press and on TV. PreyiouslY banned pUblications have 

begun publlshing again. I 
 I 

I 

• 	 There has been a' sea chan~e in the atmosphere for freedom 

of the press since Soeharto's departure. Political 

debate in the'media has b~en lively And unfettered and 


, I ' ,

has focused,on many subjects previously off limits. ' 
I • 

On 	 Eal!!;t Timor 1 

I
• 	 Althcug-h there has been no major breakthrough on reaching 


a final resolution to the!situation in 'Ea~t Timor, the t

Hab:lbie Government has clearly distanced l.tlSelf from many 

of the policies of the pr~vious regime. AGOI proposal 


,for broadrautonomy for East Timor covering all areas 

exc'apt foreign policy, external security, and fiscal 

policy has generated seri~us discussion at the UN, in 


'Lisbon, and among East Tin;torese leaders. 

• 	 The GO! has allowed increased access to {but has .made no 

irid:J..cation of its intent tio release) imprisoned Timorese 

leader Xanana Gusmao, and Habibie has met, with Bishop 

Bela. ' 


• 	 Although there have been ~hree recent incidents in which 

security forces killed Timorese"the GOl has apologized, 

initiated investigations, ~nd pled~ed to hold to ~ccount 

tho'::ie responsible,' We are: continuing to press the' GOI to, 

undelrtake 

, 
confidence building

I 
measures in the immediate 


, 

term to improve the huma.n lrig-hts and s,ecuxity situation 

on the ground for the Eas~ Timorese, 


I 

,
'-I." 
I 

I 
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Date: 20 July 1998 I 

Note To: Secret~ry Rubin 
Froman 
Lipton 

,Geithner 
. Atkinson 

ZeJikow 
Flanders 

From: 

'Message: 

i 

Deputy Secretary Summers 
I 

I 
This was prepared at my r.'1equest by the CEA. 
I think it is interesting. 

I 
I 

r' 

! 
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I 

Critiques of IMF plans andlofthe official response to the 
Asian (~risis and counterarg;uments 

I 

Critique #1: Monetary policies (high interest rates) have worsened the crisis 
• 	 , I . 

. Exponent. and tbeir arguments: ..1 	 ... . 

Exponents of this view are many (Sachs, Stiglitz, Feldstein, Portes-Ito, Wade, Mahathir, ...).The 
" • 	 Iarguments are vanous:1 

I 

1. Monetary policies of high interest rates hive worsened the crisis. They have not prevented 
currency d~preciation, have led to widespre~d banks and corporate bankruptcies and exacerbated' 
the recession caused by the crisis. Because companies are now generally unprofitable and not 
paying'corporate taxes, the net-of·tax intere~t rate has risen sharply. " , 

, . 	 I 
2. While high interest rates were necessary ~t the onset of the crisis to slow down currency . 
depreciations, the current credit crunch in the region is leading otherwise solvent companies to 
bankruptcy exacerbating the recession. Ther~ is a vicious circle at work: the credit crunch leads to 
further ecotlomic downturn; this in tum causes higher non-performing loans and higher credit risk; 
these in turn cause further retrenchment in crbdit supply that worsens the recession. .I . 	 . 

3. According to some critics, lowering intere~t rates will strengthen the economy and cause the 
currency to appreciate. I'· ' 

, 	 I 
I 

4. Some argue that since we are happy with very low interest rates in Japan, why shouldn't we 
prescribe th(~ same for the rest ofAsia? i 

ICounterarguments: 	 I 
I 

1. In early stages ofa currency crisis, only ligpt money and high interest rates can prevent a crisis 
andlor limit the amount of currency depreciation. Looser monetary policies would have led to 
further currency devaluations that would hav~ been disastrouslcontractionary given the large 
stock of foreign currency denominated foreigilliabilities. .

" I. 
" 	 . I· . 

2. Part of th(~ severity of the crisis was caused! by the unwillingness of government to increase 
interest rates before the onset ofthe crisis an~ even after the currency crisis had started. For 
example, Malaysia kept its policy of low inter~t rates until the beginning ofDecember, 
exacerbating the currency plunge. i 

3. The argument that lowering interest rates Will cause the currency to appreciate, i.e. that there 
is a currency/interest rate Laffer Curve, is "asj silly as it sounds" (quotation from Krugman 1998). 

f . " 	 . 

I 
I 

1 	 . 

This document f:xplains the views ofcritics, not the vjew~ of members of the adrilinistration. 
I' 	 ' 



Also, for countries seeing their exchange ra!es in near free faU and with little reserves, there are 

not many options: increasing the interest rat~ is the only way to defend the currency. 


I . . 

4. ,One ofthe risks of reducing interest rates: might be further currency depreciation that could 
have very hannful effects given the large size of currency denominated foreign debt. For example, 
the Korean won" has recovered over 20% oflits value since the bottom values in January.and the 
Thai Baht has also partly appreciated. Do w~ want to jeopardize this? " " 

i 
5. Japan is very different from the rest of Asiabecause it is a rich country, is a very large foreign 
creditor and has large current account surpluses. Large devaluation driven by looser interest rate 
policies in Japan today - or in the UK and Italy in 1992 - did not have deflationary/recessionary 
consequen(:es because these countries were ~ither net international creditors and/or had a very 
small amount of currency denominated foreign debt. 

"Caveats: 
I 
I 

1. It is harder to implement a successful reform ofthe financial system if there is a recession and 
interest rate:s are high. A credit squeeze can Iprevent solvent domestic finns from getting working 
capital and exploiting the export opportunities deriving from a currency depreciation. A possible 

. solution: make sure that credit goes to solveAt firms and/or subsidize borrowing by firms. 
I. 
I 

2. High interest rates are ineffective in stabili¥ng exchange rate ifother policies are out ofline and 
lead to a lack of credibility of the overall gov~rnment policy; in this case high interest rates do not 
calm investors' expectations and may make things worse. 

" 
I
I 

3. While a tight money policy at the beginning of the crisis was necessary, it is an important issue 
to see whether interest rates may be too tightiright now. One would have to consider specific 
country circumstances to make such a judgen\ent. There may be room for monetary easing now 
that currenc:ies have stabilized. For example, ~he current view on Wall Street ( JP Morgan, 
Morgan Stanley. Goldman Sachs) is that it is time to cut interest rates in the Asian region as a 
way to reverse the severe recession. Accordmg to Goldman Sachs, the current credit crunch 
afflicting the crisis economies is giving way to a vicious cycle: retrenclunent.in credit leading to 
further economic downturn leading to higher rton-perfonning loans and credit risk leading to more 
retrenclunentin credit supply. ' " 

." " 

4 . Feldstein suggests reducing the net interest :cost to business borrowers by requiring commercial 
banks to limit the interest rates on existing business loans to the rates that such firms paid in the 
spring of 1997. The government would then cpmpensate the banks for capping interest rates iIi 
this way by expanding the government fund t~at is intended to recapitalize banks. 

. I 

. . "I"."· 


5. One should consider the potential benefits for Asia and the world economy ofa global 

monetary expansion in the G-7 area. The U.S;imay be going towards a period ofvery slow (or 

zero) growth for a couple of quarters. Also, th1ere is a sharp slowdown in growth in the UK as 


i 
I 
I 
I 

This d~ument explains the views of critics, not the view~ ofmembers of the administration. 
I , . 
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,, 

monet~ry pC.liicy is very tight now following ienewed inflationary pressures; some easing in the 
UK may be warranted. Moreover, the recov~ry ofgrowth in continental Europe is still shaky and 
Europe is mnning a very large current accoupt surplus. So, as short-term interest rates converge 

, to the same value by January i, 1999~ the cotnmon European interest rates should be kept closer 
to current GermanlFrench rates rather than r~tcheted up. Finally, a monetary easing in Japan may 
be. helpful fbr growth and will have less effec~s on the yen ifit is part ofa global monetary " 
expansion. AS currently the risks ofa globallslowdown (or outright global recession) are 
increasing, one should consider the potential ,benefits of a joint G-7 monetary expansion that will 
prevent a further worsening of the Asian crisis and the threat ofa spread of the recession to the 
global economy.' I . . \ 

I ,
Critique 2: Fiscal policy requirements in IMF plnns have been too tight and worsened the 
crisis 

Exponents and their arguments: 

. I -' . 

Sachs, Portes-Ito. Wade, several regional commentators, IIF. 
. . , . I 

1. Fiscal policy requirements in IMF plans have been too tight and unnecessary. 

I 
2. Asian countries had very low budget deficits (as a % ofGDP) and very low public debt before 
the onset ofthe crisis, unlike typical IMF cliehts in past crises. . " 

I 

. 3., Also, during a recession, you want an easidr fiscal policy to stimulate aggregate demand. Tight 
.fiscal policy has made the recession worse. ! . 

i 
4. A coordinated fiscal expansion would stimulate aggregate demand with no adverse external 
balance consequences. 

Counterarguments: 
.: . 

1. Loose fiscal policies at the onset ofthe crisis would have made things worse by reducing the 
credibility of the policy makers.' Fiscal tighteni:ng prevents a crisis or further currency drops once 
the devaluation has occurred. For example, Btazil avoided a run on its currency once a 
speculative attack occurred, by announcing a ~ut in the fiscal deficit equaJ to 2% ofGDP. 

I 

2. While Asian fiscal deficits and debt were lo~ before the crisis, the fiscal cost ofbaillng out the 
financial system will be in the 10 to 20% of'GDP range in most countries; so the implicit public

I ' . 

deficit anddebt was much larger than official figures. In fact, the implicit public liability deriving 
from the public bailout of the financial system '(and it debt dervice burden effect on the deficit) 
became explicit when the financial systems collapsed and their liabilities were taken over amI/or 
guaranteed by the governments. Even ifone ~ants to smooth over time these bailout costs, the 

! . . 

This document explains the views of critics, not the viewk of members of the Ildministration. 
, i 



. 	 I . . .' '. . 
extra burden ofservicing this extra debt will be in the 1-2% of GOP range per year. Therefore. a 

primary adjustment ofthis size is necessary tb prevent an explosion ofthe·debt to GDP ratio over 

time. The IlIAF suggested that its fiscal requiftements were exactly in the amount necessary to 

service these bailout costs. 1 


3. The size al1d magnitude ofthe recessionaJ effects of the crisis were unexpected (at least by the 
. country governments) 	and grew over time. I:t would not)have been possible initially to persuade 
the countries of forecasts ofnegative growth~. As the recession became worse in these countries 
the IMF progressively loosened its fiscal confiitions to allow for countercyclicaV cyclically
adjusted fisc;al deficits. The latest IMF plans allow for a fiscal deficit of 8% ofGDP in Indonesia, 
4% in Korea and 2% in Thailand. . . I . . . ..' 

4. Fiscal adjustment at the onset of the crisislwas required to reduce the current account 

imbalances that could no longer be financed. I 


. . 	 i 

j


Caveats: 
I 

1. The IMF might have been slow in making jits fiscal criteria more flexible; it ev~ntually got it 

right but perhaps it did so too late. A recent IIF study suggests that the revision offiscal targets 

downward might in part reflect the inadequaie recognition by the Il'vtF of the severity ofthe 

incoming recession; the author suggests that jmore explicit attention to cyclically adjusted fiscal 

targets would have been useful. ' 


. 2. The solution to overcapacity in a crisis ec~nomy is unlikely to be contractionary fiscal policy. 
I 

3. One may want to consider the benefits of~ coordinated fiscal expansion in the region. Already,, 
countries such as Hong Kong, Singapore an4 China (less affected by the crisis) are moving in that 
direction. However, it would be a mistake to' think that the external financing constraint . 
disappears just because expansion is joint. O~ly a global fiscal expansion would allow the'region 
to expand \l{ithout hitting the current accoun~ constraint. 

I 

Critique #~.: The Il\1F should 'stick to its ~nitting', not be too intrusive 
I 

Exponents and their arguments: 	
I
I . 

I 


. . 	 j ' . . 

This critique was advanced by Martin Feldst~in in his May/June Foreign Affairs article. The same 
arguments have been made by regional com~~ntators resentful ofIMF intrusion and imposition of 
structural changes in these countries' econorfiic regime (the famous image of Camdessus 
menacingly standing over Suharto as he signed the lMF agreement). The argument is that the IMF 
should not impose major structural reforms (in financial markets, governance policy. labor 
markets, competition policy, trade liberalization) but should instead concentrate on its traditional 
macro adjustment (monetary and fiscal) task$. ". 

I 
I 
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Counternrguments: 

Note: Fischer replied to Feldstein in July/August Foreign Affairs. 
. , 

I 
I 

1. Main counter-argument: the crisis in Asia ~as due to structural problems rather than traditional . 
macro imbalance. Therefore, dealing with the crisis means addressing these structural problems. 
For example,'structural weaknesses in financial sectors were a main determinant of the crisis 
(poor supervision and regulation following liberalization, implicit and explicit government bailout 
guarantees leading to moral hazard and larg~ amounts of nonperforming loans, lack of. . 
transparency and disclosure, lack ofincentiv6-compatible deposit insurance schemes). , . 

I 

2. Similarly" good governance (avoid crony ~apitalism. reform corporate governance, have more 

transparency and disclosure, create good bankruptcy laws, liberalize foreign direct investment 

policies) is crucial to avoid future crises. j' . 


3. This is a unique opportunity when it may Je potiticaUy possible to make some ofthereforms 

that Asia should have made anyway. l . 

Caveats: , 

1 

1. One may wonder whether it was important: to stress changes in labor market taws, trade 
liberalization and competition policies in I~ plans. Were· aU the conditions ofIMF loans really 
necessary to fix these countries? After all, lal?or market rigidities, competition policy problem and 
trade restrictions are often observed in many bountries (including several advanced industrial 
economies).. Note that the IMF has shown t1+xibility on these issues, e.g. in Indonesia, as 

. economic conditions in the region have gotten worse. 
1 
I 

2. AJso, creditor countries should not use bail~ut packages to obtain bilateral trade and 

investment concessions that are not directly r~levant to solving the crisis. There is a perception 

that the crisis has been used to unilaterally rarta through concessions on many unrelated issues. 


I 

Counter-variant of the above critique: the :IMF should be more intrusive 
. . I" 

According to some misguided critics (especially in the Senate), the IMF is not intrusive enough, 
. rather than too intrusive. They argue that IMF conditionality should include measures to 
safeguard labor standards, protect the enviro~ent. others to prohibit abortion. One could argue 
that these arguments are misguided as the conditionality test should be whether these measures 
are necessary to overcome the crisis countries~ currency and banking problems. The above 
measures do not pass this test; financial refonbs do.' . 

I . 

I, 
I 

Critique #4: IMFplans to close insolvent b~nks led to bank runs on solvent banks.driven 
by ~heer seU:'fulfilling panics; this led to tb~ collapse of the financial system

I . .
I . 

This docwnent explains the viewsof critics, not the viewk of memberS of the administration. 
I 

I 
I 



Exponents and their arguments: 

, I 
1. Sachs made this argument discussing the pank: runs in Indonesia following the first IMF plan 
requiring the closing of 16 insolvent banks. iNote also that an internal IMF document conceded 
that its requirement that 16 insolvent lndon¢sian banks be closed as part of the bailout plan partly , 
backfired, as'an unexpected run on the banking system occurred. The report, however, did not in 
fact imply that the IMF bore any responsibi,ity for worsening Indonesia's crisis ,and the bank runs. 
It attributed most of the blame to President Suharto's government, which it strongly criticized for 

, I , 

failing to enact promised reforms in exchange for the $40 billion international rescue effort. ' 
, , .I ' 

2. This is not the first time an IMF order to tlose banks might have contributed to a panic. When 
some bank~. were closed early in the Mexican crisis in 1995, depositors also reacted by hastily 
withdrawing their money from many banks.. 1 . .' , 

Counterarguments 
I 

I. You need good incentive-compatible deposit insurance scheme to avoi(i bank panics and runs 
on otherwis,e insolvent banks. The IMF is no~ at fault if such schemes were not in place. ., I . 
2. Tfthe IMF made an error, it was that it did not c1oseenoughbanksj not that it closed too 
many. Initially oilly 16 out of270 banks werJ closed. To restore confidence, you need to convince 
the public that all the bad banks have been closed and the remaining open ones are solvent. In 
Indonesia, the first batch ofbank closing did hot take care ofall insolvent banks. In fact, 14 more 
banks were closed recently and, as early as S~ptember 1997, lists of unsound Indonesian banks 
were circulating widely and had more than 16 banks on them. 

I 
! 

3, The prompt reopening ofa closed bank oY{ned by one ofPresident Suharto's sons suggested to 
the public that the bank closure decisions we~e heavily affected by political considerations. This 
reduced the confidence ofthe public and led to the bank runs.. 

. ,I . 

4. The requirements imposed on Indonesia b~ the IMP, includingthe closing of insolvent banks, 
are similar to those demanded ofThailand and South Korea, the other Asian nations that have 

I 

needed enormous international bailouts in rec¢nt months. Neither ofthose nations appears to' 
have experienced a bank run of the magnitude of the one that hit Indonesia. 

, '. I . 

5.. Studies ofbank restructuring (Dziobek andlpazarbasioglu, IMF 1998) suggests that countries 
that were the quickest to diagnose the problem, assess the losses and restructure their banking 
systems wen~ generally the ones experiencing :the better recovery patterns from the crisis. So, if 
there was an issue with bank closing it is that enough was not done, not that too much was done. 

I 
. / : . \ . . . '. , 

6. The case against closing banks is pretty weak. If some banks/financial institutions are insolvent 
and you let them continue operations you make things worse: a) moral hazard is exacerbated as 

. ! . ".,. 

This docwnenl explains the views of critics, not the view~ of members of the a:uninistration. 
, I 

; , 



they will take bigger risks and gamble for saivatio~ (take the extra money and gamble it); b) the 

public sector's costoftheir eventual bailout :becomes even larger. See the S&L crisis, the Japan 

banking crisis and many other epis0ges, i 


" I 

7, Not all bank runs are undesirable. Informed runs, where depositors shift funds from weak to 
strong banks, are a desirable element ofthe ~djustment to banking problems. . . 

I • 

I 

Caveats: ! 


, • 1 • • 

1. While banks' cleanup and restructuring a~e good in the medium run, its short-run effects may 
be recessionary as credit squeezes may occur and resources have to be reallocated across sectors .. 
In the case ofAsia, such effects may be larg~ as legal procedures and resources for c1eaning up 
the banks are limited. t 

2. Also, otherwise solvent firm may now' be ~utfering of a credit' squeeze "as the restructuring of 
the financial sector is occurring very slowly. IShould policy makers try to help/subsidize firms that . 
are othe~ise solvent and now. suffering of the effect ofa credit crunch? . 

I 

I 
I . 

Critique #5: Need to step in to prevent banking disruptions and firm bankruptcies 
I . 
I 

Exponents and their arguments: I 
I 

I,. Feldstein, Wade, Stiglitz.' 
I 
I 
I 

PoliCies of high interest rates, tight credit, banks and firms closing have worsened the crisis. They 
have led to widespread banks and corporateibankruptcies and exacerbated the recession caused by 
the crisis. When a crisis hits you needlo help solvent institutions; otherwise you throwaway the 
baby with the dirty water .. 

Counterarguments: 

. Many banks imd firms were already insolven~ before the onset of the crisis. For example,8 out of 
the top 30 chaebols in Korea went bankrupt ,in the first half of 1997 before the won collapsed. 
Similarly, the Thai finance companies were oankrupt before the fall of the Thai Baht. And many

I 

Indonesian banks were insolvent before the collapse ofthe rupiah. . 
- I 

Counter-variant of the above critique: There is a need to step in to force closing of bad 

banks and raising of prudential standard~ and regulation ". 


See responses to critiques #3 and #4 for elaboration of arguments in favor of this counter- .. 
critique. In essence you need to clean up banks and firms to guarantee a rapid recovery from the 

• • I·
cnsls. 

,,. 
I 
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I, 
I 

. . . I . 

Critique #6: Need to lean on Western ba~k.s and other investors to take more of a hit and 

bear the nsponsibility of their actions (mlural hazard issue) 

. . . .! 

Exponents and their arguments: 
. I . . 

Calomiris, l,i'tan, Schultz· Simon-Wriston, Sachs, Schwartz, Meltzer, Hale, etc. Note that the goal 
of ensuring that the private sector takes fuU!responsibility for its own decisions in order to reduce 
moral hazard is a mainstream view accepted!by many, not just critics of the IMF (see the 
BinninghamChairman Statement and the G~ Finance Ministers Report). 

.I . . . 

1. Many cn~ditors (especially commercial ba~s) made very risky investments but were effectively 
bailed out by crisis countries' government g4arantees ofprivate debts and by IMF-led bailout 

.plans. Whik the residents of the crisis count~es suffer because of the severe recession, the 
creditors are being bailed out and do not bear a fair share of the burden of the crisis. 

I 

I 

2. Hale: The U.S. did not play early on as effective a role in rescheduling Indonesian loans as it 
. had in Korea. The IMF, by default, should hJve assumed such a role but i~ was reluctant to take 

responsibility for debt rescheduling ahead ofthe banks themselves. The result has been one ofthe 
most unnecessary. economic tragedies in the Todern era, the collapse ofthe Indonesian economy... 

I
I 

Counteraruuments: 

I 
1. Many private creditors (especially bond-holders and equity investors) took a huge hit during 
the crisis. Only commercial banks were largely spared. Even the banks were partly hurt as several 
(e.g. Citibank or Chase) have large mortgagelloans and credits card operations in the region: the 

. recession ha.s hurt their profitability in these c!ountries. . . 

, i 
2. This issue:s has been recognized by US/G71IMF and there is now a Halifax II process to 
develop ideas/reforms to help make sure that ;privatecreditors bear the costs oftheir decisions. 
The Birmingham Chairman Statement speaksiexplicitly of"ensuring that the private sector takes 
full responsibility for its own decisions in ordbr to reduce moral hazard". So does the G7 Finance 
ministers Report. l.·. 

3. Eventually creditor commercial banks (arid\othercreditorS) have been 'bailed in' in Korea as 
well as Indonesia. Orderly workouts of debt are already occurring. An early rescheduling of the 
Indonesian debts was not possible give the unbertainty about their size, the existence ofa very . 
large number of banks and corporate debtors and creditors. Only Halifax II types qf reforms may 
be able to deal with the problem oforderly dept workouts in the presence ofa large number of 
bondholders and debtors. I . . , 

i 

Caveats: 

i 

I 
i 
I 
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! ' 
1. Already after Mexico .and as part ofHalif~ I, proposals were submitted to address the 
creditors fair burden sharing issue but many ~ofthe proposals reconunended in the Rey Report 
were not implemented. The risk is that the ~me might happen this time around. We shoul,d'make 
sure that all the talk in Halifax II will lead toJ some substantial action; we should avoid another 
Asian crisis, in the next few years. I " ' 

I ' 

I 
2. Litan argument: the Fund and the U.S. go:vernment might have gone too easy on the banks. In 
the case of Korea, for example, foreign banks have demanded local government guarantees on 
bank loans before rolling them over: withou~ forgiving any amounts due. To be sure, some of the 

I ' 

banks have added modestly to their loan loss reserves to account for possible future writeoffs, 
while claiming to be charging interest rates that do not fully reflect the risk of the loans rolled 
over. Still, the new rates reportedly are higher than those the banks were previously charging. 

I ' 

, ' , , , 1 , 

3. The IMF should not wait until Halifax II ·r~forms are approved; it should make rescheduling 
demands 'on private bankers and creditors when .developing its programs. It cannot merely 
announce economic reforms and then depend on the private sector to respond positively; , 

, I 

I 
I 

4. Future crises may be even harder to solve iwithout serious reforms of the international financial 
architectuH::; these reforms are becoming urgent. As the share ofbonds in debtor countries 
liabilities grows, orderly workouts will become very hard to implement without serious changes in 
the nature of debt contracts and without chahges in IMF policies towards arrears and debt 
standstills. Proposals to be seriously discuss~d are many. First, rewriting bondlloan ,contracts to: " 
a. clarify thl~ representation ofinvestors (mo~ify loan contracts to include collective , 
representation clauses designating a trustee tb speak for creditors or even form standing steering 
committees ofcreditors); b. permit a qualified majority vote to restructure lending terms (to 
prevent, a minority from blocking a restructuring until it is bought out by other creditors or the 

I 

debtor govemment); c. require the sharing o~ debt service payments (sharing clauses specifYing 
that any additional payments obtained by a creditor would have to be shared with the entire class 
diminish the, incentive for free riders to hold up a settlement). Second, encourage the IMF to 
consider lending before agovemment has re~ched an agreement with its creditors to clear away 
its arrears. Third, give the legal authority to tre IMF to approve formally debt standstills. 

~ I 
I 

, ' ,I 
Critique #7: Need to reduce US/G7IIMF role to reduce moral hazard 

Exponents :Ilnd their arguments: ' I' , , 

Calomiris, Sachs, Feldstein, Schultz-Simon-Wriston; Meltzer, Vasquez, Wall Street Journal 
Edito~al page, c'onservatives inside and outsi~eCongress, etc. Note that the goal ofavoiding the 
potential moral hazard problem ofIMF packages is a mainstream view accepted by many, not just 
critics of the IMF. ; 

I 
I 
I 

1. Officials in debtor countries may take exc~ssive risks because they know that the IMF will be 
I, 

, I ' , 
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there to bail them out. 	 ! 
I 
I 

2. Becaus(~ ofthe expectation ofIMF bailobts, investors and creditors will not monitor their 

investments, will not appraise risks and are ~oo willing to lend: A big moral hazard problem. 


I . 

3. The Il\11' ~lans bailout wealthy investors lin creditor countries. 

CounteraJ"guments: 
. " . ' 

r To argue that countries will follow bad P?licies and inflict on themselves an economic crisis 
because they know that they will be bailed out by the IMF is a bit silly. Countries try to avoid to 
go to the IMF; politicians whose countries have a crisis are booted out of power. Abo, . 
conditionality gives incentives to policymakers to do the right thing. So, if there is a moral hazard 
problem deriving from IMF plans, itaffects ~ore the creditors than the debtors. 

I . 

2. Many private creditors (especially bond-holders, equity investors and others who lent to banks 
I 	 . 

and firms) took a huge hit during the crisis. fly the end of 1997, foreign equity investors had 
nearly lost three-quarters of the value oftheir equity holdings in some Asian markets. Many Asian 

. firms and financial institutions will go bank~pt and their domestic and foreign lenders will have 
large losse::;. Only commercial banks were I~rgely spared. Even the banks were partly hurt as 
several (e.g. Citibank or Chase) have large rportgage, loans and credits card operations in the 
region: the recession has hurt their profitability in these countries. Also, in Korea the banks have 
been now bailed in and the same will happeri in Indonesia. .' 

. . 	 I 

3. This moral hazard issue has been recogniied by US/G7IIMFand there is now a Halifax II 

process to develop ideas/reforms to make sJre that the IMF does not systematically bailout 


. • •• • • I
countrIes expenencmg a cnS1S. 	 ! 


! 

. 	 I 

4. The altemative of leaving countries and their creditors to sort out debt is not ideal. The 
experience from the interwar period and the; 1980s is that such solutions take a long time and that 
countries that have undertaken them have b~en deni~d market access for a long time with serious 
costs in terms long"run growth. Mexico regained market accessin a few months; same thing for 
Korea and, pretty soon for Thailand. I 

I 

5. The IMI' tries to help countries to avoid astandstill because ofa fear ofcontagion. A standstill 
in. one country, when markets are nervous, would be likely to spread to other countries and 
possibly other continents. . . I .. '.' . 

I 

Caveats: 

1. The response to Russia may make the moral hazard problem worse. Also, Pakistan may be . 
another example ofIMF-related moral haza~d at work. Security risk arguments (nuclear bmnbs in 
Russia and Pakistan) and systemic risk arglupents (possible contagion form Russia to Eastern 

I 

i 
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Europe) ha.ve been put forward to justify nvtF
I 

bailout packages. 

. •. • I .. . .• 	 . 
2. Already after MexIco and as part ofHahf~x I, proposals were submItted to address the IMF-
related moral hazard issue. However, in 1997-98 we had again major IMF bailouts (Thailand, 
Indonesia, Korea and Russia). So, who is ne~t? Palcistan? South Africa? It appears that the moral 
hazard probl~m is now worse than it was be~ore. Also, some proposals recommended in the Rey 
Report were not implemented and the risk is that the same might happen this time around. 

I • 

3. When afl~ we going to let one country go ~thout bailing them out, force them to declare a 
moratorium on externaldebt payments and let the market andthe private sector arrange for a 
orderly workout? While a crisis period may 'not be the ideal time to do that, we cannot allow 
repeated bailouts to occur for the foreseeabl~ future. Are we going to bail out Pakistan, Ukraine,.

I 	 . 

South Africa, Romania, Brazil, India ifa crisis occiJrs in these countries? When will we start to 
I . 

.	implement a policy ofletting the private sector workout with a crisis country its private and public 
liabilities? It may be time to let one of these tountries dealwith a currency/financial crisis without. 
IMP exceptional packages. Even if the IMF!should intervene, the amount of its financial support 
should be limited and should not cover aU thb short-term debt service obbligations of these 
~~.. I 	 . . 

I 
I 

Critique #8: Need to be more sympatheti~ to measure that slow down capital (especially
I 

short-term fo.-ex bank inflows). Excessive'y rapid financial liberalization may be dangerous
I 	 . 

Exponents and their arguments: I 
I . 

Sachs, Rodrik, Stiglitz and World Bank, Krugman, Wolf, Tobin, Mahathir, Wyplosz, Soros, etc. 
. 	 . I .. . 

1. Already 20 years ago Carlos Diaz Alejandro suggested that financial liberalization often leads· 
to financial crash. Many episodes of currency crisis have been associated with a financial crisis 
that followed aperiod ofliberalization. Thislis ofien the case when the financial system is weak. 

I 

2. Hot money can be highly destabilizing in aworld where rumors, panic, fads may lead to very 
sudden and rapid reversals of capital flows e~en when there ari! not changes in fundamentals. 
Multiple equilibria are possible and an econdmy may be suddenly thrown in a bad attack 
equilibrium. I 

I 	 . 
I . . 

3. The speculative attack in Asia was not caused by fundamentals but by a sudden shift in 
• . 	 I •

expectations 
I 
I 

4. Rodrik suggests that, in a large sample of;countries, there is no correlation between capital 
account liberalization and economic growth., A liberal capital account-is not necessary for 
successful economic performance. I 

I 
I 
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5. Many point to the experiences of Chile. Colombia and· Slovenia with capital controls on short
term irflows as a successful way to prevent ~hort-term hot money inflows. 

I 

! 
6. According to IIF data. the reversal ofcapital flows out ofEast Asia in 1997 was dramatic. over 
11 % of their GDP~ and a large fraction of it ~as due to the sudden and dramatic reduction in 
banking flows. . : 

Counterarguments: 
I 

1. Studies suggests that the attacks on Asian Icurrency were due to fundamental problems, not 
irrational pa.nic of speculators. . .1 . . 

. I 

2. Danger that temporary capital controls wilr lead to more widespread capital controls. 

3. The right solution is not t~ impose capit~1 ~ontrols but rathermakesur~ that the 'financial 
system is sound and well supervised/regulated. After all, severe speculative attack do not seem to 
occur or have devastating effects in OECD dmntries as they have stronger financial systems. 

4. When the: S&L crisis hit. no one in the us!sUggested that we should impose controls on capital 
flows from NY to California. The right solution was to fix the thrifts, regulate them and supervise 
them better. So why should we impose contr61s on inter-national flows when we do no impose 
them on inter-regional flows? As in the S&dcrisis solution, emerging markets should have strong 
a financial system; in the medium run this is ~etter than controls. . 

I 

5. It has been argued that the Chilean controlk on inflows have problems and/or are not' 
I 

responsible for the Chilean success. a) Very strong prudential supervision and regulation of the 
banking syst.em, more than capital controls. ekplains the success of Chile. b) There are leakages in 
the system through trade credits. c) The poliCy favors big corporations at the exp'ense of small and 
medium ones, d) Chile has recently suffered from pressures against its currency following the 
Asian crisis and is .now phasing out the contrqls on inflows to stimulate capital inflows. 

6. If the imposition ofcapital controls is antic~pated (especially controls on outflows). it may lead 
to capital flight and actually cause an attack dn a currency. 

, . . 1 

I 

Caveats: l 
! 
I 

I. While in the medium/long run it is better to' have a strong financial system that is well 
regulated/supervised, in the transition to this Jystem some controls on capital and a slower 
liberalization may be better. So the suggested !controls are only transitory. 

I ' 
2. The IMP appears to be quite open minded *bout this issue. It appears to have realiz~ that 
finandalliberalization and capital account lib~ralization may be dangerous when the financial 
system is weak., So they are speaking about t1e optimal sequencing ofliberalization (CiUlldessus:. 

, 
I 
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I 

I 
, 

I 
"liberalize capital account flows in a prudenf and properly sequenced way that will maximize the 

benefits and minimize the risks of freer capital movements"). 


3.. The G7 are quite open minded abo~t the ~ssue of controls as well. The G7Finance Ministers 

Report statement at Birmingham about "helping countries to prepare for integration in the global 

economy and for free global capital flows" appears to sugest implicitly the need for sequencing .' 

carefully the·liberalization. I' . . 

4. Even Greenspan has effectively proposedlmeasures to reduce the amount ofvolatile short-term 
interbank capital flows through restrictions 6n either the lending institutions and/or the borrowing 
ones (see hi.s May 7 speech). 'J . 

I 

. I . . 
So there may be a growing consensus for so~e temporary capital eontf,ols andlor restrictions on 
short-term capital flows. 

Critique #9: Need to allow for further currency depreciations 
I ' . I 

Exponents and their arguments: I 

I 
Sachs, Feld.stein. I 

I 

I . 

]. We need further devaluations to stimulate Ithe East Asian economies' . . i 

2. The job was only half done. Larger devaluations would have allowed countries to reduce 
interest rates and avoid the credit crunch. i . 


I
I ' . . . 


3. Only when countries'. assets are properly valued (or even undervalued) will inv~stors come 
• i . 

back In. i 
Counterarg;uments: I 

. • I . 

1. Depreciation will make things worse (~11 Jause stagflation) given the large amount ofcurrency . 
foreign debt. It also raises the costs of imported inputs for exporters. 

. i ' 
2.The fact that East Asian exports have not significantly increased in spi~e of the large 

. devaluations suggests that the contractionary effects ofdevaluation may be more important than 
the expansionary ones.· . I . .' 

1 
. '- I ' 

3. We cannot afford another round of "competitive devaluations", 
.' I

I , 

I 

4, Since inflation haS not kept pace with the n?minal devaluation, we have observed a significant 

real depreciation of the regional currencies. It is hard to argue that they are now overvalued in 
, . 

I , 
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I 
real terms. Note also that even before the crisis, these currencies had not appreciated in real tenns 
by large amounts. . I . . . 

I 
5. Why not have lower interest rates and a greater devaluation? While this may be a possible 
tradeoff, the degree of devaluation of the Asian countries up to early 1998 was certainly 
excessive both for individual countries and the system overall. So it is hard to argue that we need . 

, • I . 

more depre:ciations. I 

Caveats: j 

I " 
While further devaluations may not be a go~d idea, a nominal and real appreciation (from the 
bottom levels of the winter) may also be ba~ and might have to be prevented. For example, the 
Korean won has appreciated by over 20% sihce its lows and this is hurting Koreanexport 
competitiveness, Ofcourse, the appreciation' helps the financial conditions of firms and banks that 
had heavily borrowed in foreign currency. i 

I 

.' . I ." . . " . 
. " 

Critique #10: Monetary policy is currently too tight in Japan. An aggressive monetary 
expansion will lead to a resumption of growth in Japan. 

I " 
Exponents an.d their argumen"ts: I 

I 
Krugman, Greenwood, recent WSJ Op-Ed p,ieces, some Japanese economists. 
.1'

I " 
. 

While nominal interest rates are very low in Japan right now, the c,ountry is stuck in a liquidity 
trap and households are not willing to consulne.

I 
Fiscal policy is ineffective 

. 
and even further tax 

. 

cuts may just lead to extra private savings with no effect on aggregate demand. To induce 
households to consume and firms to invest, the Japanese monetary authorities should pursue an 
aggressive policy of monetary expansion leading to an increase in the expectations of inflation. 
Given that nominal interest rates are close tdzero, such a policy will lead to negative real interest 
rates and stimulate demand. I" 

Counterarguments: 
I 

1. A very expansionary monetary policy will1lead to a rapid depreciation of the Yen and stimulate 
Japanese net exports. While this might be gobd for Japan, it would have two nefarious 
consequences: . ,I 

a. The US bilateral trade deficit with" Japan ~11 become even ~orse leading to serious political 
consequences (strong protectionist pressures in the US). Japan should not get out ofits recession 
through a beggar-thy-neighbor increase in e,ctemal demand (expenditure-switch policy) but rather 
through an increase in domestic demand, dri~en by a fiscal expansion (expendiiure-increasing , 

I
. " I . ." 
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, 


I 

poticy).' , ' , i ' 

b. A fall in the yen will cause panic in exch.lge rale nwket, in Asia and cause an~ther round of .. 
stagflationary currency devaluations in the ~ntire East Asian region; the risk is that even China and 
Hong Kong will devalue their currencies. Tne fall of the yen might also spread to other regions: 
the currendes ofRussia, Eastern Europe and Latin America may be subject to speculative attacks: 
The currency· markets in Asia already ,panic~ed in June before the joint US/Japan currency 
intervention. The same will happen if the ye~ starts to fall again. Further devaluation in the crisis 
countries in East Asia would be stagflationafy because of the stHl very large burden of currency 
denominatt~d foreign liabilities. We cannot afford another round of competitive devaluations in 
Asia; it will be highly destabilizing. I ", 

I 
2. It is not obvious that, given the lack of co'rifidence ofJapanese households and finns, a 
inflationary monetary expansion will have th~ desired effect on private,demand. It may just lead to 
capital flight and accumulation ofinflation-proofforeign assets rather than spending on domestic 
goods. 

3. The last time Japan played the game ofactively stimulating inflation to depreciate the yen 
(1972-73), the consequerices were disastrou~ as inflation exploded and Japan was then forced to 
implement a sharp monetary tightening in 19174 that caused a very sharp recession. In fact, the 
stagflationary effect of the 1973 oil shock was exacerbated by monetary policy mistakes before 
the oil shock. In 1972-72, Japan followed a ~olicy of aggressive monetary expansion as a way to 
actively increase inflation and prevent further appreciations of the yen that had appreciated 
relative to theUS dollar after the breakdownl of the Bretton Woods system in 1971. This 
monetary p,)licy "mistake" in 1972-73 (Le. fight yen appreciation with an active pro-inflation 
policy) together with very accommodative wage settlements after the onset ofthe oil shock ' 
explains the "Wild Inflation" ["Kyoran Bukk~"] of 1974"(over 30%). The monetary tightening in 
1974-75 that followed this policymistake led, to a rapid fall ofintlation at a cost ofa very severe 
recession in 1974 and early 1975. I 

, 
I ' 

4. Japan should fix its financial system and itS banks. The lingering structural problems of the 
financial system are one of the most imp'orta~t dragging forces on economic growth. 

Caveats: I. 
1. Krugman's reply to the Yen depreciation cbunterargument is as follows. "An inflationary policy 
is definitely .a weak yen policy. So? The currdnt fear is that if the yen goes, so will the yuan, and . 
then there will be a free-for-all ofcompetitive, devaluations and collapsing confidence. Such fears 
cannot be completely discounted. In the short! term, capital flows are indeed highly volatile, and if . 
the 29-year-olds in London who rule the world think that something is true, for a few hours or 
days it is. But let's back up for a moment im4 ask about the fundamentals. Suppose the yen faUs 
another 30 percent, and that non-Japan Asia qevalues by 10-15 percent, keeping its effective 'rates 
more or less unchanged. Would that be such a catastrophe? Only if a decline in the dollar , ' 

,I 
1 

, , 

This document explains the views of critics, not the views of members of the administration. 
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DEPARTMENT OFi THE TREASURY 
WASHINGTON. D.C.i 

I 

. 
July :31,1998 

I 
ASSISTANT SECRETARY 

Information 
I 

MEMORANDUM FOR SECRETARY RUBIN', 
. DEPUTY SECRETARY SUMMERS . I . 

I 
FROM: 	 Timothy F. Geithnerln 


Assistant Secretary (International Affairs) 

I . 
I 

SUBJECT: 	 Summary of Pending Legislative Proposals on IMF Funding 
. 	 I . . 

! 
As we near the August recess, with prior Se'nate floor action now foreclosed, I thought it would 

I 	 . 

be useful to provide you with a summary of; the key legislative provisions contained in the latest 
versions of the bills moving through the Ho1use and Senate. It is designed to serve as a basis for 
our further discussions on strategy during the final stages of the legislative process, beginning in 
September. The focus here is only on majo~ features and issues of pending legislative language; 
there are other less problematic issues that ~e will continue to address at the staffleveL Among 
those, especially in the House bill, is a myriad of overlapping and onerous reporting . 
requirements that we will work to streamlir~e and condense in conference; legislative staff have 
been generally receptive to this suggestion. i 	 . 

LS~~e . 	 I 

i 


The FY98 Supplemental Appropriation for !IMF, passed in March by 84-16 and providing the 
full $18 billion, has been added to the FY919 Foreign Operations Appropriations bill' adopted by 
the Appropriations Committee on July 21 and is now awaiting floor action. This makes the 
supplemental fully conference-able with whatever IMF provisions emerge in the House's version 

I . 	 . 

of the FY99 Foreign Ops bill. To review the major features and outstanding issues in the 

Senate bill: .' '.' . I.·· . ..... 
I 

Conditions on Availability ofFunds 	 I . . ..... 

There are no conditions' on the NAB.· Availability offunds'appropriated for.the quota increase is 
subject to certification by the Treasury Sectetarythat the G-7 has "publicly agreed to, and will 
seek:toimplement in the Fund," policies thkt require borrowing countries to (1) liberalize trade 
restrictions, at a minimum consistent with ~xisting international agreements, and (2) eliminate 
the [pervasive] practice or policy of directd:t lending or provision of market-distorting subsidies. 

. 	 . I 

We will pnsh in conference to add "pervasi:ve," as indicated, which the House appropriators . 
agreed to add to their latest language. As y,ou know, we've had discussions withthe G-7 on this 
language and are confident that a public sdtement to the required e,ffect can be obtained ifand 
when needed as a basis for certification. 	 !. . 

j 

I 



i 

I 

I 
i 

Major Outstanding Issues I 
I 

(1) "Micron" Language: As now drafted, tHe bill would require the Treasury Secretary to certify 
that no IMF resources have resulted "in any: fonn" of support to a number of specified major 
industries, including semiconductors, in bor!rowing countries. Failure to certify would require 
the USED to oppose program disbursementk, and annual certifications would be required. This 
is clearly unacceptable in both substance an~ scope (although we believe it was intended to 
ap~ly to Korea ~nly). as:ve hav~ explaine~ito staff. Numerous su~sequent discussions with 
Micron have faIled to Satisfy theIr complamts and thus lay the basIs for mutually agreeable 

, I 

language, so this is likely to be an item for fmal resolution in conference. 
, , I 

(2) Central Bank disbursement reports: The bill would require annual reports by the Secretary 
on "the direct and indirect institutional recipients" of IMF resources in borrowing countries, 
including "the institutions or banks indirectly supported by the Fund through resources made 
available by the borrower's Central Bank." We have infonned staff that this is unacceptable and 
must be renegotiated in conference. 

Other Notable Provisions 

(1) Advisory commission:' Composed Of~t least 5 former Treasury Secretaries, this IFI 
, Advisory Commission would report within 1180 days on the IMF'sfuture role, "if any," and on 

the merits of merger with the IBRD and WTO. An obvious vehicle for the George Shultz school 
of thought, this, is likely to be amended in cbnference, and we have not protested too loudly. , 

I . , 

(2) Bretton Woods Conference: Would r~q~ire the President to call a confer~nce ofIMF, IBRD 
and WTO representatives to consider the "sPucture, management and activities" of the three 
institutions, including merger, and their capacity to contribute to growth, exchange-rate stability 

. I 

and crisis response. Also likely to be amended in conference, also not identified by us as a deal
. I

breaker. . 
! 
III. House I 

I 
, The full Committee's markup of its FY99 Fjoreign Ops bill, scheduled for July 22, was called off 
indefinitely (no action before September), 1J;ut we know the language that was to be considered 
and it should lay the basis for later House action and/or conference, since most of it was reported 
by the Subcommittee after its July 15 mark~p. That bill contained an appropriation for the NAB. 
only; but has authorization language for thelquota increase (as well as NAB) and specifies 
conditions that would apply to the quota in9rease should it be appropriated at some point. 

, !' A 

Conditions on Availability ofFunds 

Quota Increase: (1) The draft generally follows the Senate language on Treasury certification 

2 




I 

of 0-7 agreement on IMF reforms, althouJ it helpfullydrops the Senate enumeration of 0-7 
countries, at our request, and adds "pervasi~e" to the lending condition requiring elimination of 
directed lending and subsidies. Unhelpfully, the Chairman of the Federal Reserve would be 
required to provide a joint certification. (Tlie Fed is not thrilled, but will not protest.) It also 
adds a third lending condition, requiring th~ borrowing country to "guarantee nondiscriminatory 
treatment in insolvency proceedings betwe~n domestic and foreign creditors, imd for debtors and 
other concerned persons." (The Senate language requires only that the U.S. "exert its influence" 
in the Fund to a similar effect.) While we s¢e no major substantive objection to this new 
condition, I:!xcept to "guarantee,'; which is i~practically strong, we have cautioned that the issue 
has not bee:n discussed with the 0-7 and the,refore could pose a serious problem and delay the 
quota increase. ! 

I , 
I " 

(2) The draft retains, from the House Banking Committee bill, the Sanders-Bachus provision 
conditioning U.S. consent to the quota incr~ase on a certification by the Secretary that "the 
investors atld banks have made a significant contribution in conjunction with a financing 
package that, in the context of an intematio~al financial crisis, might include taxpayer-supported 
official financing." Staff knows this is una~ceptable; fidelity to the Banking Committee bill has 
so far prevl~nted the minority from acceding to its deletion, which is acceptable to the majority. 

NAB: The bill would subject NAB availabiFty to certification by the Secretary that certain new 
disclosure policies are in effect at the IMF, and would require that Congress enact legislation 
approving such certification. (It also requir~s certification on the IMF's interest-rate policy, but 
the language effectively describes cases that would be satisfied by.the SRF.) While most of the 

I 

specified disclosure policies were drafted with our input and describe reforms that we believe are 
achievable" we ha~e i~fonned staff that it i~lextremelY unlikely ~hat the Executiv~ Board would ' 
adopt the changes m time for enactment thIS year, thereby delaymg the NAB until next year, at 

I 	 • . 

the earliest. (This would also make the Co~gressional approval clause that much more 
problemati,;, separating it from the larger bip and giving Congress greater potential leverage 
later.) The required policy changes are: .. : 

I' 
I 

I 
Within 3 months ofmeeting dates, the IMF must publish summaries ofExecutive Board 
meetings on Letters ofIntent, PoliCy: Framework Papers, Article IV's and changes in 
general IMF policy, with redactions :for national security, market-sensitive and 

I 

proprietary information. . I " 	 . . . ' 

• 	 Within 3 months of related Executive Board meetings, the IMF must publish Letters of 
Intent and Policy Framework Papers~ with the same redactions as above. 

. I 

I 

Other Major Issue 
I 
I 

ESF: The bill would require the Secretary t~ notify Congress 36 hours in advance of any ESF 
disbursement as part of an IMF-Ied stabilization effort. We've infonned staff of our strong 
objections to any restrictions on ESF flexibility, both on substantive and procedufal (i.e. . . 

', 	 I 
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gemianen(!ss) grounds. 

cc: U/S Lipton 
AJS Robertson 
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