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Wnited States ,%znat:

WASHINGTON, DC 20510 1204
November 26, 1997

Mr. Robert E. Rubin

Secretary of the Treasury

1500 Pennsylvama Avenue, N'W,
Washington, D 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 for American companies to sell their goods at home and abroad. '

This would be the result if the International Monetary Fund (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 1o stabilize the South Korean economy. “
The facts are straightforward. There is a huge glut of computer 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 to dump computer chips in world
~ markets al_below market costs. This undercuts American companies’ ability to compete. The
UJ.S Commerce Department already has issued a finding that confirms 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 companies are
already heavily in debt and, in light of falling computer chip prices. their ability to repay huge -
bank loans is in doubt. This is a major factor in South Korea’s economic crisis.
/ .

As you know, the United States is the largest contributosr 1o the IMF, 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 collapse. If the South Korean

* currency continues to decline in value, it will be hard for American exporters to compete in the
world and American markets But it seems reasonable to me for the United States to request the
IMF to structure the South Korean aid package in ways that address the fundamental imbalance
of the South.Korean semiconductor industry. '

This 1ssue is vital to idaho. Micron Technology, America’s largest producer of dynamic
‘random access memory (DRAM) computer chips, is headquartered in Idaho, and employs more
than 10,000 people  From their perspective, an IMF loan to South Korea, which would include
billions of dollars of U.S. financial assistance that does not address the concerns [ have raised,
would mean that they would pay taxes to bail out foreign competitors who have engaged in



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

Finally, there is a national secunty issue. As you know, the LS. 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.

1 would welcome the opportunity to discuss this issue with you further. [ look forward to
hearing from you, and to a successful conclusion to the financial assxstancc negotiations with
South Korea.

- Sincerely,

)7

DIRK KEMPTHORNE
United States Senator
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DEPARTMENT OF THE TREASURY . / -
WASHINGTON, D.C.- C’i/z -

55ISTANT SECRETARY | o ‘ Déc.e’;lber . 1,997‘ | | | | ‘ @\h
MEMORANDUM FOR SECRETAkY RUBIN | /) C TA’CS/\/
_ FROM: l_ »ThmmyF.Gdﬂmaﬁ?% | e
‘ : Assistan; Secretary (International Affairs)
SUBJECT: = IMF Quota n o \
ACTION FORCING EVENT: | |

On Friday, December 5 the Executwe Board will discuss outstandmg issues for resolutnon

relating to the Eleventh General Review of Quotas. The principal issue of concern 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 of U.S. voting power should we fail to obtain ‘
Congressional authorization and appropriation for the U.S. quota share increase in FY 99. We ‘f er
have yeto authority over the resolution itself, as any change in quotas requires approval byan85

percent we—xg?mﬁ‘major:ty of the Board of Governors. :

RECOMMENDATION: 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 Governors before
the increase takes effect, and a 12-month period of consent from the date of adoption of the
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. /
| Agree _____ Disagree ___ ‘Let’s Discuss _
BACKGROUND:

IMF staff reccommend a 70.percent weighted majority vote with a one-year period of consent.

This would make it possible for a quota increase to proceed without U.S. participation (before we
had completed our legislative approval process), as our current voting share is 17.78 percent, and
would resix!t in a decline in our voting power below the 15 percent veto point for key issues.

. The Fund wants to see prompt action in hght ofi its declmmg hquxdny and continued
uncertainties in Asian markets and Russia,

. We believe this strategy is appropriate because there'is a strong case for us trymg to
persuade Congress to move quickly in order to protect our voting power. '

— L\/mv\)( %
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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 penods for consent for pre\nous quota
mcreases)

. The period could be extendetf if the United States failed to win timely Congressionai
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 of the Third .
Amendment of the Articles of Agreement, providing for the strategy for dealmg with members’
arrears with the Fund, which reqmred an 85 percent majority.



ﬁfhe:Secrctary.ofthe'ffeasury

December .8, 1997
NOTE FOR TIM GEITHNER

~FROM: BOB RUBIN
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Letfs discuss. »
L , e 2

I don't agree.

Attachment

i
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WASHINGTON, D.C.

[

De¢ember 4, 1997 -

" ASSISTANT SECRETARY

MEMORANDUM FOR SECRETARY RUBIN

FROM:  TimothyF. Geithnd™ &

) Assistant Secretary (International Affairs) .
SUBJECT: IMF Quota
ACTION FORCING EVENT:

On Friday, December 5, the Executive Board will discuss outstanding issues for résolution ‘
relating to the Eleventh General Review of Quotas. The principal issue of concern 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 of U.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 resolutionitself, as any change in. quotas requnres approval by an 85
percent we lghted majority of the Board of Govemors : -

RECOMMENDATION : That we seek agreement on a drafl resolution on the quota increase

- providing for participation by an 85 percent weighted majority of the Board of Governors before
the increase takes effect, and a 12-month period of consent from the date of adoption of the
resolution. We also would state to the Board our intenit to request the increase as a hxgh-pnonty

. ' item in the FY 99 Budget and push hard for passage.

Agree . ~ Disagree Let’s Discuss

BACKGROUND:

IMF staff recommend a 70 percent weighted majority vote with a one-year period of consent.

‘This would make it possible for a quota increase to proceed without U.S. participation (before we
had complated our legislative approval process), as our current voting share is 17.78 percent, and
would result in a dechne in our voting power below the 15 percent veto pomt for key issues.

« . The Fund wants to see prompt action in light of its dechmng llquxdlty and contmued
uncertainties in Asian markets and Russia. .

¢ We believe this strategy is appropriéte bec;ause there is a strong case for us trying to
persuade Congress to move quickly:in order to protect our voting power. ~



-

Ms. Lissakers believes it would be counterproducnve to push in the Fund for a 2-year consent

period (which exceeds the maximum length of mmal 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 of the quota mcrease thus preventmg the 85 percent ma}onty
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 of the Third
Amendment of the Articles of Agreement, providing for the strategy for dealing wﬂh members’
arrears with the Fund, whxch requxred an 85 percent majority. .
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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C.

[ "7/.( Je.ﬁ( at

)

ASSISTANT sécnzr,mv'

MEMORANDUM FOR SECRETARY RUBIN
DEPUTY SECRETARY .

. ) ) ) J
FROM: Timothy F. Gelt'h/ner W %’Z
' 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 commitment of $21 billion to Korea.

The ratio of the quota resources available for lending to liquid liabilities (consisting essentially bf
the members’ reserves deposited with the Fund) is 51.1 percent. This liquidity ratio is low, and
projected to decline further to about 37 percent in mid-1999 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
" 1983, 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 present, IMF loans outstandmg from quota-based resources amount to about $57 bllhon
‘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 were already accounted for when calculating the Fund’s rcmammg available usab
resources noted in the first paragraph abave '
* Attachrients: Table: Liquidity Ratios
Table: Credits Qutstanding
Table: Current Commitments

cc: DLipton, CAtkinson, JLister, DZelikow
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| . o 12/10/97 .
IMF Liquidity and Financing Needs

. ‘The IMF currently has about $44 b;lhon in normal quota resources avaﬂable for ﬁjturc
’ lending commitments.

'« In addition, the IMF could tap the GAB for a further $25 billion prowded the conditions .
' have been met. : >

J ' Implementation of the NAB and the recently 'agreed quota increase would provide up to
$25 billion and 365 billion respectively in available funds once in place. -

. As 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 of further large scale emergency financing for evena few countries would
vutual ly exhaust the remaining quota resources.

- However, a large portion of the IMF’s ﬁ.\ture emergency ﬁnancmg (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, and actual disbursements might be smaller than programmed,
particularly if confidence returns quickly (e.g., Turkey, Brazil, Russia).

Liabilitics

. The IMF has liquid liabilities amountmg to $58 billion which are smula: to demand
deposits in a bank. The bulk of these 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 1mportant part of their
international reserve assets ‘ :

- Views dl‘ﬁ“er, however, on ;he minimum acceptable for the liquidity ratio. The
© " current liguidity ratio is 51.1 compared with the long-term average of 70 percent
and an historic low of about 33 percent: (m 1983). The IMF projects that this ratio
will decline to 37 percent by mid-1999, in the absence of a quota, mcrease and
with no further large new programs

- U.S‘. claims on the IMF cun‘ently amount to $16.5 billion and the ability to encash
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[
them on short notice is an integral element of the current budget treatment for U.S, .
transactions with the IMF. :

Qutstanding Leas and Commitments

‘¢ Separately, tables on loans and current commitments are attached. Total Fund loans’
outstanding from quota resources are roughly $57 billion following the first disbursement
- to Korea and reflect financing provided under current IMF programs and disbursements
under past programs. A balance of $34 billion remains to be disbursed under current’
programs, including about $15.5 billion under the Korea program. '

{

-Conclusion

. Further large IMF financing would almost certainly reduce the remaining quota resources
available for lending to very low levels and raise the issue of activating the GAB.

. The situation also heightens the importance of early irﬁplerﬁentation of the NAB and
quota increase, which together would 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 earfier in CY 1998.
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Summary of Indicators of Fund Liquidity, 1994-present

({n billions of SDRs unless otherwise indicated)

X » : Preliminacy
i Qi Qz Q3 »
1994 | 1995 1996 1997 1997 1997 5-Dec-97
l.
Unadjusied usable resources 68.4 : 530 611 626 645 - 62.4 55.0
of which: uncommitied . €59, 508 514 560 381 554 327
uncommitted and adjusted  53.4 | 393 393 43.8 455 43.0 219
' Liquid Lisbilities o 370 367 380 362 358 36T 428
of whuch: outstanding borrowing 29 Lt - - - - -
reserve wanche positions 288 ¢ 355 380 362 358 367 42.8
’ 511

" Liquidity ratio (in percent) 1/ 168.5 11071 1039 1210 1271
. ) . . . i

117.2

1/ The ratio of uncommnicted and adjusted usable] rcgod:m to liquid liabiities.

i
1
'
i
|
.
|
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H
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Credit Outstanding
from Quota Resources

Total - Africa  Asia : Europe I/ ‘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: ofwhich: - of which:  of which: - of which:
Algeria $2 billion Thailand $1.6 billion  Russia $13.4 billion Jordan $0.5 billion  Argentina $5.9 billion
o Indonesia $3 billion ' . ‘
Korea $5.5 billion

1/ Essentially trahsition economies, plus Cyprus and Turkey ‘



Current Stand-byr and Extended Arrangements

(SDR billions)
| Stand-bys & EFFs Amt. Committed Amt. Purchased ‘Undrawn Balances
Latin America 1.1 : 8 3
of which: Argentina 7 L 6 o 1
Asia » 270836 80(S1l) -  18.8(325.4)
of whicth: e o :
Indonesia 73 i 22 : 5.1
Korea - 15.5 ~ 4.1 114
Thailand 29 12 1.7
- Pakistan S .04 4
Philippines .8 : S5 ' 2
. . . . ! N !
Transition Economies 9.2 ($12.4) ' 3.8(319.5) 5.3(37.2)
of which: ‘ ' o
Russia 6.9 ' 3.3 3.6
Africa ' 1L7(523) © 1.0($1.35) .7(5.9)
of which: ‘ , :
Algeria 2. L% 3
Other 486 2(83) 2(3.3)
TOTAL (rounded) 39.3(853) . 13.9($18.%) 25.4 ($34.3)
ESAF (non quota resources) - 4.2 - 2.0 22

o A -
‘These are the full commitments made by the Fund under current programs, of which about $19
billion as has been disbursed. The disbursed amount is included in a separate figure for the total
“outstanding Fund credit, which includes amounts not yet fully repaid from past programs.
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- DEPARTMENT OF THE TREASURY
: WASHINGTON

ASSISTANT SECRETARY ' February 6, 1998

MEMORANDUM FOR SECRETARY RUBIN

DEPUTY SECRETARY SUMMERS

- FROM: Timothy Geit}mer./\;%\_ '
Assistant Secretary (International Affairs)
SUBJECT: : Update on Conditions and IMF Legislation

Here is

i

a brie f update on the state of our preparanons for how to respond to the various proposals

out there for conditions on the IMF legislation.

Dan"I'amHo has organized a small wdrking group with officials fréjm Treasury, the USED

offices at the IMF and World Bank, the NEC, and State and Labor to develop a list of

initiatives on the labor front we could promote in the IMF, the MDBs, and in other fora.
Attached is the first draft of the IFI-related proposals. Helen Walsh is coordinating this

for us with the active involvement of Karm Lxssakers

We are in the process of producing an analysis of the proposals on thc Bamey Frank and
Phil Gramm lists. This paper, which we’ll give you sometime on Monday, will explain

- what we believe we can and cannot do 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 ccrtam types of mandated

voting requirements.

This material should provide the baSlS for a more mformed dlscussmn on Tuesday to assess how

Cwe should proceed.
Atrachment

‘cc: Lipton, Robertson, Knight, Froman

1



Unconditional Release of Inddnensian labor leader Muchtar Pakpahan:
| ,

dkpaha.n is the founder of Indonesxa s only mdependent union federation (300,000

‘members). He has been a ﬁequent target of the Suharto government and has been

imprisoned since 1994, In addition to his release from prison, Pakpahan must be

allowed to remam in Indonesia and continue his work
| .

Broaden IMF condltmnallty to mclude specxﬁc labor nghts and

' environmental protections:

The IMF currently imposes. highly intrusive conditions on recipient.countries --
including conditions related to labor markets. However, rather than strengthen
internationally recognized worker rights, IMF interventions have often weakened those
rights, particularly the right free association and collective bargaining, the foundation of
- other worker rights. New conditions must be established to ensure that labor rights and
the environment are included in IMF conditionality. In addition to general conditions
with regard to all IMF lending, some tangible 1mprovement in the- Iabor nghts situation .
in Indonesia must be demonstrated S :

i

Increase transpareHCy of IMFg activities:

The IMF should establish a presunipﬁon that its activities and documents should be =
disclosed to the public. A similar approach at the World Bank has increased public
‘accountability and support for the Bank’s activities. Of course, some IMF activities
must remain secret, but the presumptxon of openness should be the rule — with
exceptions made with proper Justzficatwn

Establish a new Deputy Assxstant Secretary at Treasury whose sole
responsibility would be to momtor IMF reforms and to report on the
social consequences of lending by multilateral organizations;

Provide for the release of IM:F, funds in several tranches — with the
release of each tranch preceded by a report on the effectiveness of the

‘IMF in meeting concerns about Iabor rights and the environment;

A clear and forceful statement from the Administration concermng East
-Timor, emphasizing that the Indonensian Government should begin

discussions with East Timor th rough Bishop Belo (1996 Nobel Peace
Prize recipient) and Xanana Gusmab (imprisoned TimoreSe leader);

. i . . .
Ensure thata "safety net" is provxded to address the socml consequences |
of austerlty measures lmposed by the [MF on South Korea. ' 4

i

i
i

i
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CONDITIONH\IG 'IHE EXPAN SION OF IMF F UNDING
Phﬂ Gramm

l

'i
In my opu-uon you W:Ii havc no luck in expandmg IMF ﬁmdmg in this Congress, unless such
'ﬁmdmg can be condmoncd on changes in I'M'F pohcy I suggest that the bill which proVdes new
: INLF ﬁ.mdmg bc a.mendcd to condmon that fundmg on the adopnon by the IMF of p011c1es which -

requme that bencﬁcxa.ry countries msmutc four policy changes

!

I MAKEMONETARY AND FINANCIAL POLICY TRANSPARENT;
I OPEN MARKETS TO ALLOW FOREIGN COMPETITION WITH DOMZESTIC

~ PRODUCERS ON AMORE EQUAL FOOTING;

L END CRONY CAPITALISM AND DOMESTIC SUBSIDIES; AND
V. REFORM BANKRUPTCY LAWS TO ENSURE THAT FOREIGNERS ARE
GIVEN NATIONAL TREATMENT! WITH DOMESTIC CREDITORS IN ANY -

BANKRUPTCY PROCEEDING,



Pmposed Changes To Leach Bill

TITLE I — INTERNATIONAL MONETARY FUND

“sec 61. Quota Increase

(a) IN (:ENERAL --- The United States Governor of the Fund mzy is autlzorrzed fo consent
to an increase in the quota...

TITLE ]II —POLICY PROVISIONS
sec. 1623 Advocacy of Certain Provisions

“The Secretary of the Treasury shall instruct the United States Executive Director of the
Intermational Monetary Fund to use the voice and vote of the Executive Director to do the following:

(1) Make the International Monetary Fund a more effective mechanism for pfomoting
market-oriented reform, trade liberalization, and economic growth though ---

(&) appropn’ate' liberalizingation of the pricing, trade, investments, and exchange rate
regimes of countries to open countrics ther to the competitive forces of the global economy.

i

Comment: Given that the discussion of the c&p:‘tal account amendment is ongoing, we may
want the USED to have the discretion in the future to support IMF programs with either
"Chilean-type” capital controls or some kind of debt standstill.

‘ (B) advocating policies which increase competition in the provision of goods and
services, including public services, and limit the scope of services provided by
governments to those which they can most efficiently provide. Such policies should

" include, inter alia, privatizingation of industry to eliminate government monopolies,
closcing loss-making enterprises, putting in place adequate regulatory frameworks, and
reduceing government controt ownership over the factors of production; and

Comment: 1) expand focus from just privatization, to increasing competition in the provision
of goods, including public services. 2) stresses importance of having a strong regulatory
Jramework in place so public monopolies don’t turn into private unregulated monopolies.
Finally to clarify that legitimate govemmenr regulation of firms and wor,-’cers for health, safety
and other reasons is appropriate.

C) economic deregulation by elmunatmg red-tape mqff icient and averly burdensome

reaulafzans and cstabhsimg—a-fonndz*rcm strengthening the legal ﬁ'amzwork supportlng
pnvate contract nghts

(2) Make the Intematxonai Monetarylfund a more effective mechanism, in concert with

i
i
i



appropriate international authorities and other international financial institutions the-tntermatiomnat
Baﬁrfor%mnﬁachcm%m 10 strengthen financial systems in deveiopmg

COUﬂtﬂCS ......

Comment. to encourage collaboration with feg‘ional MDBs as well

(3) Emsure Vigorously promote that the International Monetary Fund does not become a

lender of last resort for private investors, including commercial banks, and accordingly shoutd
advocate policiés which include... ! ‘

Comment: difficult for USED to ensure outcomes (for example that some investors won't get
pazd off). Language in prevzous Ieg7:1cztmn ha.s' generally been “vigorously advocate” or .
“vigorously promote.” . R

!
!

C) consideration of provisions in debt contracts that would foster dialogue and
consultation between a sovereign debtor and its pn'vate creditors, and among those creditors;

(D) consideration by%hcfm&wc%om‘&vfﬂxﬁmﬂmmmmy‘fmz& of

extending the scope of its the International Monetary Fund’s policy on lending to members in

arrears and of other policies so as to cncmc*—an&cxpcd—rtﬁm}*-zfosfer the dialogue and

consultation referred toin the prev:ous section.

: ‘(5) Ersure-that Promote the design 0f International Monetary Fund programs and assistance
are-structured so that governments which that draw on the International Monetary Fund channel

public funds away from unproduc:txve purposes.....
: |

see previous c'omment on “ensure”

(6) Ermsure Vigorously and conz‘muaIIy promote that Intematlonal Monetary Fund pohcxes
and procedures endeavor to support internationally recognized worker rights such as freedom to join
an independent trade union and bargain coUectxver, including by:

* (A) considering labor market policy in the context of ac}uevmg macroeconoxmc
stability and providing the foundation for sustainable growth and.

(B) further enhancing collaboration between the Internatlonal Moneta:y Fund and the .
Intematxonal Labor Organization; -and :

Comment: we should not press, and there wtll be significant opposition 1o, the IMF's
expanding its conditionality to cover zmmxgrarzon policies t}zar are not covered By section 6(4)
OOC (3 ) CI?}OW’ .




§

(7) Ensure Vigorously advocate that International Ménetary Fund programs and assistance .
are structured o the maximum extent feasxbfe so as not to exacerbate or precxpltate ethnic strife
within a recipient country. : . :

Comment: Neither the ED, nor the IMF, can‘ensure that there will not be ethnic strife. To the
extent there is strife, often it is in response to the balance of payments crises the IMF program’
is intended to address. In addition, the ED should have the discretion of supporting programs
which call for cuts in unproductive expendn‘zzres (such as spending on bloated military and
internal security forces) even if reczpzenr governments argue such cuts will precipitate ez}mzc

strife. | : N

(8) Ensure Urge that the I_ntematxonal Monetary Fund recognizes that macroeconomic
developments and pohczes can affect and be affected by environmental conditions and policies....

(10) Faucilitate greater International Mo‘netary Fund accountability and enhance International
Monetary Fund self-evaluation by encouraging review of the effectiveness of the Office of Internal
Audit and Inspection and the Executive Board's external evaluation pilot program and if
necessary establishing an operations evaluation department mode ed on the experience of the
International Bank for Reconstruction and Developmem
Comment: In 1996, in large part to U.§ eﬁ'orts the Executive Board agreed to establish, on a
two-year tricl basis, an external evaluation program. In addition, the Fund's internal
evaluation unit was Strengthened We s}zould give these initiatives a chance before pressing a
| new approach

(11) Coordinate with the Intemationaf Bank for Reconstruction and Development and other
international financial institutions (as defined in section 1701(c}(2)) in promozzng siructuml reforms
which facz!ztate the provision. of advancing credxt to smail busmesses

s , ;
Comment: To clarify that the IMF's role is ta promoz‘e policy reforms, not prowde credit
directly to sma!! busmesses
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Possible Measures to Advance Core Labor Stgndards (CLS) in the IFTs

I NONIMI'IFIs o N

| (A) Child Labor Emphasns Fully 1rnp1ernent child labor policy in World Bank and seek to
extend to other. MDBs

(B) Labor Clause in MIGA Contracts: Continue to press for language in MGA contracts that
- would deny payment in the event the insured comparny denies workers’ rights (especrally child
labor or forced labor) or violates national labor laws.

() WOrld Bank Strategy Call on World Bank and ILO to produce a paper laying out the
priority count: ries/industries where labor issue$ are problematic and a strategy for MDB
engagement '

(D) Labor F und in Latin America: Contmue work in FSO negotiations to create spec1a1 ﬁmd
for environment, labor and education initiatives. :

(E) Procurement Standards: Continue to seek language in IDB bidding documents that would

have successﬁsl bidders commit to fair labor p'ractices and respect for laws regarding child labor.
I

® ILO/UNICEF Coordination: Press for ILO/UNICEF representatrves to join selected
project appraisal missions in countries where there is a high risk of chil d/forced labor

(G) Union Consultations: Press for MDB staff to meet with union reps while devising relevant
programs/ projeets. .
! _ :
(H) Analytical Foundations: Call on the World Bank and IMF to hold a seminar on labor and
macroeconornic linkages, especially regardmg collective bargaining and right of free association.

II. IMF MEASURES
IMEF Board. Seek Board support for IMF staff to draft a guidelines paper — similar te that

done on corruption — on how staff should address the issue of core labor standards and labor
market ssues ia the context of Fund adjustment programs and country reviews.

Article TV Consultatrons Call on staff ta mcorporate assessment of labor market
conditions as they relate to the macroeconormc situation in countries where ILO has 1dermﬁed
poor worker rights record. Urge staff to meet with unions and NGOs during Article IV
consultations, particularly in these countries.

I
!
i
|



Program Dcszgn

. Vihere rclevanc seek to mcorporate in IMF prcgrams a strong recommendation 10 -
the gavernment using Fund resources that it engage in tripastite consultations (govermment,
business, iabor) as part of implementing the structurai ccmponems of its Fund program.

(

e | Push for DMF staff reports to have apprcpnate focus on labor market xmphcatzons of

IMF-supported adjustment programis; when labor market flexibility is examined as a priogity ’

- issue, insist that CLS are also examined,

e I:nsure that ﬁscaJ treatment of socxal safety net 1ssues take account of need for Iabor
market-related measures. : ;

H

M/ILD Relations

° Ask staff to report to the Board ori the ILO/IMF piiot collaboration project.
| ° Recommend systematizing such collaboranon in key program countncs where

warker rights are fouad to be poorly protectcd

.. Incorporate ILO recommendations on strengthening worker righté in IMF or related

World Bank programs in countries where worker rights are poorly protected.
{ ‘ .

3. ILO. Have U.S. representative at ILO try to ensure that ILO has permanent
representation on the ground in key countries with poor worker rights records. [FYL: The
ILO pulled, or was asked to pull, its represeatative in Indonesia, a Dutch national. The
Indonesians said they wanted an Asian. The ILO then offered to send a Japanese

representat. ive, which Indonesia rejected. As far as I know there is still no ILO representation
in Indonesia. Moreover, the World Bank canceled a labor issues conference it was to sponsor -
with the TLO in Jakarta, to protest the arrest of Pakpahan. Seems to me that would have been
all the more reason to press ahead with the conference to focus world attcntxon onthe.
situation,] :

4. U.S. Annual Report on Core Labor Standnrds Provxde a higher pmﬁlc to U.S. efforts ,
“on core labor standards through an annual report to Congress on the status of core labor

standards in IFI member countries, including efforts by the IFIs. The report would bea
companion piece to the annual hwman rights report and could be prepared either by State

‘Department or the Labor Department in caoperation with U.S, labor unions.

B
!
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MEMORANDUM FOR SECRETARY RUBIN
DEPUTY SECRETARY SUMMERS
N ' o I
- TROM: _ Tlmothy Gerthner& z,c,,_ -
Assistant Secretary (Internatronal Affarrs)

‘ B l
SUBJECT: ‘ Legislative Strategy on the IMF

I
|
1

Here s a brief update on the state of our mtemal work on developing substantlve proposals in
response to the various suggestions emerglrllg from the Hlll on condltlons

1. We have made some progress intemallyiidentifying a series of specific initiatives we could
undertake in the IFIs in response to the proposals from the Hill on labor standards and
transparency. Attached are the current drafts of these lists, produced by Helen Walsh Mark
Jaskowrak and Barry Newman with input from the rest of us.
These are the two areas where there is the n‘]ost broad-based and specific pressure for conditions.
But as the Phil Graham list and the Leach/LaFalce bill suggest there is a long list of other areas

* where members of Congress would like us to commit to advanck certain objectives in the IFI or
would like to see progress on in the IMF as, a condition for our appropriation. A more
comprchensive list of the proposals out there would include:
: l

- .Labor.

|
l
| ‘
Orderly workouts greater burdenshanng by private creditors.

|
Strengthen financial systems. ; .
|

Environrent.

IMF Transparency and Governance.

]
e o
Social safety net reinforcement. «
A : l

Trade liberali_zation.v

Corruptlon governance, crony capltahsm.

|
|
|
|
i
!
|
|
|
!
'
|
i
I



2

2. There are a variety of possible ways we 1could try to accommodate the pressure for
conditionality. Here's a list of ideas based on our dlSCuSSlOﬂS yesterday with Ed nght Neal
Wolin, and the OASIA team. l

- Leglslatl ve language commxttmg us to u use our voice and vote to promote" various objectives.

- A statement by Camdessus or pohcy statement by the mstltunon supportmg some list of
objectives or lmtlatlves : 1 H

- A policy statement by the Secretary outlmmg our commitment to some hst of objeetwes or
new m1tlat1ves ‘ . :

- An Executxve Order setting up a process for a coordinated interagency approach to pursuing '

some issue (such as some broad initiative on labor rights) and/or the substantive objectxves that
would guide such an initiative.

- Periodic reports by the Treasury on the extent to which the IMF or the IFIs more generally, are
meeting the obJ ectives we established.

We are less warm to the suggestions that the Congress condition the appropnatxon on the IMF
satisfying a set of conditions ex ante, tranche our appropriation with disbursements limited to
certain performance cmtena the IMF has to rneet or mandated votmg reqmrements

As you may have seen, there is a new drurn{beat of support even frorn some unlikely sources,
such as the Financial Times, for Congres'siOnally impoSed conditions on the IMF legislation.
l i
‘3. We need better intelligence than we now have on what key members believe they need. And,
in addition to all the bigissues in Lmda s hst we need to decide how to respond to the requests i
from Frank, Leach, LaFalce and others to dlSCllSS their specific proposals now. We need to -
- decide what we think about the timing of mark up in the House.

- Also attached is another copy of our memo last week, which mcludcs the annotated
Leach/Lal: 3lee blll

Attachments: ‘
Labor in the IFIs
IMF transparency
Annotated responses to Frank and Gramm lists
Memo of 2/6/98

i

cc: Robertson nght Llssakers prton, Atkinson, Schu'ercll,' Jaskowiak, Walsh
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« {Opex;mess inthe IMF
t

i
H

|

The U.S. believes that a more transparent and accountable IMF would strengthen the
institution. Consequently, greater publicjaccess to IMF documents and enhanced IMF
receptivity to opposing views would be desirable provided it is done in a manner companble
with preserving the confidentiality neccssary for the IMF to fulfill its responslbxhnes

.
o
,

(N

W

prohlbxted |

- voluntary

‘ effectwely To this end, the U.S. would propose the following measures:

E_MMBIQMMLMLLMJ Expand the use of PINs by requiring
that they be issued after every Article IV consultation, program discussion and

program review. The mandatory issuance of PINs would provide information .
on IMF staff assessments of a member’s econormic situation and pohcws as
well as a summary of the Executive Board's review of the country for all 182
members on a regular basxs At present, the release of PINs is voluntary.

Letters of Intent (1.OTs): | The Fund should rcquue that members issue their |
LOIs as a condition for obtalmng IMF loans. Publication of the LOIs will

enable the public to know lin detail the economic commitments which a
country undertakes as part of an IMF-supported stabilization and reform
program. At present, the release of LOIs is voluntary,

. !
Article IV Reports: ‘A country should be allowed to issue, on a voluntary
basis, the full IMF staff report on the annual consultations on economic -
developments and pohc1c5 At present the release of Article [V reports is

i

: ,Mwmmmmq The IMF should release ail RED
" reports as'a means of provxdmg up-to-date detailed background information

and statistics on each membcr country. At prcsent, the release of REDs is
External Evaluations: The IMF Executwe Board should commission at least

2-3 external evaluations annuaily by independent experts on key policy issues
such as the ongoing review of ESAF and the proposed evaluation of

~ surveillance. The evaluanon rcports should be published immediately upon

completion. o |
I
i
i
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o

i
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PS5 Release would disclose confidential advise between the President information {(b)(4) of the FOIA]
and his advisors, or between such advisors [a)(5) of the PRA] b(6) Release would constitute a clearly unwarranted invasion of
P6 Release would constitute a clearly unwarranted invasion of | personal privacy [(b)(6) of the FOIA]
personal privacy {(a)(6) of the PRA| ) b(7) Release would disclose information compiled for law enforcement
. i purposes [(b)(7) of the FOIA]
C. Closed in accordance with restrictions contained in donor's deed b(8) Release would disclose information concerning the regulation of
of gift. . financial institutions [(b)(8) of the FOIA]
PRM. Personal record misfile defined in accordance with 44 U.S.C. ‘ b(9) Release would disclose geological or geophysical information
2201(3). . i concerning wells {(b)(9) of the FOIA}
RR. Document will be reviewéd upon request.

i L . .
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Possible Responses to Legislaitive Suggestions on IMF Funding Requests

___tb

)
i

'(1), Unconditional Release of Pakpaha‘n'

. 1JSG shares this objective, and is pursumg on many dnplomane fronts. [Awaiting NSC/State

Input on detat!s 1 !

i

2) Broaden IMF conditionality to inclu;de specific labor rights and environmental protections:

» ' This presumably would require the USED to vote against programs for any country that falls
: short of some as-yet unspecified definition of adequate worker and environmental protection.
Even if there were specificity, we would oppose such “mandated voting” requirements on a
.number of grounds, 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
countries. Programs likely would be approved without U.S. input, affecting not only the .
issues in question but other policy a{nd bilateral imperatives of value to the U S. (See separate
paper detailing these objections - Attachment 2)

. The U.S. is willing to use its “voxce and vote” to urge and advocate the adoption of policies
and procedures to advance the causes of labor and environmental protection. Thiscan be -
accomplished in-a number of Waysl from seeking Board support for a labor guidelines paper
to broadening and further mstitunonahzmg cooperation between the IMF and ILO. (See
separate paper for details on possible measures to advance core labor standards in the IFIs
-Attachment 3.) _ 5 :

. [Further, the U.S. is considering pgoposing 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

advocates.] o f
'3) TIncrease transparency of IMF actmtxes

. T he U.S. agrees with the presumpnon that the IMF’s activities and documents should be
disclosed to the public to the greatest degree compatible with the need for conﬁdennahty of
some sensitive national economic data. To this end, the U.S. is willing to propose in the IMF
the following measures to increase transparency o

o APublic Information Notxce (PIN) should be issued on a mandatory basxs after every -
~Article IV consultation, program discussion and program review. The PIN would
. summarize the country’ s economxc and financial conditions and the Board's
discussion of the program. ~

1See Attachment 1

l
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o Al Letters of Intent (LOIs) should be published on a mandatory basis.

¢ A country should be allowed to issue, on a voluntary basis, the IMF Staff Report on

.~ anArticleIV consultationI ,

o All external reviews of 'IMF policies and programs should be published on a
“ mandatory basis, beginning with the current ESAF review unmediately upon
completion :

)] Esta bllSh a new Deputy Assistant Secretary at Treasury whose sole responsibility would -
be to monitor IMF reforms and to report on the social consequences. of lending by multilateral
orgamzatlons ' : i .
. T reasury is willing to consider the comrmtment of addmonal staff resources to such functions,

with the quantity, rank and title of such positions yet to be determined. -
(5) Provide for the release of IMF funds in several tranches - with the release of each tranche
preceded by a report on the effectlveness of the IMF in meetmg concerns about labor nghts

_ and the environment: - l

l
* - Theproposed quota increase cannot go into effect until members representing 85 percent of
exrstmg quotas have consented to their increase. Thus, failure of the United States to consent
to its increase blocks all i rncreases‘ :
. A member’s increase also cannot ga into effect until it has paid the full amount of its increase.

Accordingly, authorizing U.S. consent but’ appropnatmg the U.S. increase in tranches would

perrrut other countries to put their quota increases into effect but delay effectiveness of the

U.S. increase until the final tranche is appropriated.

. Under this scenario, the U.S. share of total quotas would drop by nearly one third, and the

U.S. voting share would thus decline substantially below the 15 percent level, which

represents a veto on important IMF decisions. (

. . I

0 As the proposed quota mcrease also requires that a member consentmg to its increase
must make payment within’ !30 days, U.S. failure to make that payment would prevent
the United States from ever taking up its increase unless the IMF Executive Board’
extended the period. i :

' (6) A A clear and forceful vstatementl from the Administration concerningr East Timor,

emphasizing that the Indonesian Government should begin discussions with East Timor

through Bishop Belo ( 1996 Nobel Pealce Prize recrplent) and Xanana Gusmao (imprisoned

- Timorese leader):

|
|
l
l
i
I




Possible New* U.S. Measures to‘Adva ce e Labor Standard ! in the IFIs

| | N
L MDBs =~ = |

(A) Child Labor Emphasis: Seek to cxtend 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 assessmhents and
other operational documents; introducing new projects to reduce the harmful effects of child
. work; emphasizing child labor issues in other projects, e.g., education; bringing child labor issues
into policy dialogue in countries where hafmful child labor is a serious problem; undertaking
more research and increasing staff awareness of the problem; strengthemng partnerships with
NGOs and the ILO; and including appropnate safegum‘ds in projects to ensure that the Bank does
not 1nadve*rtently contribute to the problem

(B) Labor Clause in MIGA Contracts: lPress for language in MIGA contracts that would deny
payment in the event the insured company \denies workers’ nghts (especxally child labor or forced
labor) or violates national labor laws. ' S , :

|
(C) World Bank Strategy: Call on World Bank and ILO to produce a paper laying out the
priority countries/industries where labor i 1ssues are problcmatlc and a strategy for MDB
engagement. i
(D) Labor Fund in Latin America: Broaden our proposal for a special environmental fund in
the Fund for Special Operations (FSO) negotiations to include labor and education initiatives.

[closc hold; sensitive negotiation underway]

(E) Procurement Standards: Seek language in MDB bxddlng documents that would have
‘successful bldders commit to falr labor pracnces and respect for laws regardlng child labor. -

(F) ILO/UNICEF Coordmatlon Press for ILO/UNICEF representatwes to join selected
prOject ap’ praxsal missions in countries where there is a high nsk of child/forced labor.

|
(G) Union Consultations: Press for MDB Staff to meet with union reps while devmmg relevant
programsiprqpects : :
(H) Analytical Fouhdations: Call on the ’World Bank and IMF to hold a seminar on labor and

{
i

! “Core Labor Standards,” as defined and used in this context By Tredsury, include: (a) the right of
association; (b} the right to organize and bargain ccllectwely, (c) prohibition against use of forced labor .
prohxbltxon against exploxtatwe chﬂd labor; (e) nonodxscnmmatxon

* “New” is in addition to those measures commmed durmg Fast Track d;scussxons

1
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macroeconomic hnkages especmlly regardmg collecnve bargaining and right of free assomatlon

Il IMF -

;
l B
|
!

" (A) Opelratmna! Guldelmes Paper: Seck Board support for IMF staff to draft a gmdelmes
paper — similar to that done on corruptlon — on how staff should address the issue of core labor
standards and labor market issues in the context of Fund adjustmcnt programs and country
reviews. - i :

(B) - Article IV Consultations. Call on stéﬁ 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 staff to meet with unions and NGOs during Article IV
consultations, particularly in these countriés.

i :
(C) Tripartite Consultations: Where relevant, seek to incorporate in IMF programs a strong -
recommendation to the government using Fund resources that it engage in tripartite consultations
(government, busmcss labor) as part of unplemcntmg the structural components of its Fund
program. : i
D) Labor Imphcatlons of IMF Programs Push for IMF staff reports to have appropnate
focus on labor market implications of IMF-supported adjustment programs. When labor market
flexibility is examined as a prlonty issue, msxst that CLS are also exammed

(E) Social Safcty Nets: Ensure that ﬁscalitreament of social safety net issues take account of
need for labor market-related measures. :

) IMF/ILO Relations

a

(1) Ask staff to report to the Board (I)n the ILO/IMF pilot collaboration project.
(2) Recommend systematizing such collaboration in key program countries where worker -
rights are found to be poorly protected.

(3) Take account of ILO recommendations on strengthening worker rights in IMF or
related World Bank programs in countries where worker rights are poorly protected. -

(4) Have U.S. representative at ILO: try to ensure that ILO has permanent representation

on the ground in key countries with poor worker rights records
1 ;

1I1. Status of Fast Track Commitment on IFIs mclude.

(A) Enhanced Internal Deliberation. Secrctary Rubin to consult with Secrctary Herman and’
propose the formation of an interagency team including Labor, State and Commerce Departments
to explore worker rights issues more broadly and to exammc ways to furtehr mcorporate these

sz
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| | ,
issues more systematxcally into the work of the IFIs. Status Treasury/Labor staff consultatxons
have been enhanced. . l , \
(B) Securing Intemaﬁonal Focus on Prforities Secretary Rubin will highlight USG priorities‘
in his speech at the World Bank/IMF Annual meetings. The U.S. will propose a Summit of the -
Presidents 6f the IFIs and the DG of the ILO to reinforce the commitment of the institutions to

* working together. Status: Secretary Rubm s speech included a strong statement on labor.
Treasury has not yet formally called for thc Sumxmt ‘

© Heightening IFI Priority to Lahor Islsues.
- Actwely promote jomt IMF/WorId Bank Conference on worker nghts issues. Status

-- Contmue to promote wgorously its proposal for the development of a draft screemng
mechanism. Status: The World Bank’s Cluld Labor paper adopts a number of elements of our -
screening mechanism, and provide a good oasm for development. : :

S " . .
-- Propose that the World Bank establish an office dedicated to the analysis of labor issues.
Status: staff are being detailed to an ofﬁce?which handles social issues, including labor.

I

-- Explore ways to ensure IFI budgets contam sufficient resources to conduct screemng
operatlons and similar analytical functions. }Status

-- Urge MDBs to investigate ways to mcrease technical assistarice and direct lending to promote.
the adoption of fair standards and worker nghts Status There have been a number of loans

i N
-- Urge the IMF to examine the link between core labor rights and long term macroeconomic
performance, for possible inclusion of such nghts in the Fund’s new govemance pohcxes
Status:

-- Urge IMF to further emphasize the 1mportance of labor-related issues in 1ts annual couzm'y
reviews. Status: _ , E :
— Pursue vigorous follow-up on World Bank’s Child Labor paper. ‘Status: . Child Labor report

has been finalized and we are continuing to press for concrete progress.

]
{
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DEPARTMENT OF THE TREASURY
WASH!NGTON, D.c.

February 26, 1998

N i
| ASSISTANT SECRETARY |
|
i

MEMORANDUM FOR SECRETARY RUBIN

‘FROM: : Tlmothy Geithner 4 @"
- Assistant Secretary (Internatioﬁal Affairs)
SUBJ"EC'IE‘: Cost of U.S. Partlclpatzon in the IMF
l

I wanted to follow up the recent discussion;on this subject with some prehmmary numbers on the
‘impact of i interest rate dlfferenuals and valuatlon gains/losses. ,
The central conclusion is that, despite large net valuation losses in FY 96 and 97, the gains in
earlier years are likely still to dominate the results, showing 2 cumulative net gam We are in the
process of refining these calculations. Meanwhﬂe

«  Valuation gains/losses on our reserye posmon dominate the interest impact in any one
“year and indeed over the last 18 yeai‘s As the dollar has depreciated relative to the SDR.
~ about 35 percent dunng this penod 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,
we are now more vulnerable to losses should the dollar appreciate sharply, although

|

larger gains are also possible. l‘

« - Remuneration (interest) we receive|on our reserve position is generally less than the sum
of what we pay on associated Treasury 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
years to $1 - 1.5 bllhon Or S0. i

i

- $625 million reﬂects net “adjustments” to remuneration to reflect the financial. -

cost to the IMF of arrears of some debtors. (We do expect to get all of this back:)

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

(A part1a1 table is attached to give you.an 11dea of the nature of the calculation. The typed .

. numbers are faxrly firm, while the penellled numbers are rough estimates.)

Thus, we expect the outcome to show, as a conservative estlmate, total gains since 1979 of
32 to 3 billion. (We estimate the cumulanve cost of participation at that pomt in time to. .
have been close to zero.) ,




2

~ The use of the 3-month T-bill rate as ihe as:sumed cost of Treasury borrowing associated with use’
* by the IMF of the dollar portion of our quota subscription is sometimes challenged. .

.

cc

. Attachment: Partial table on estimated ¢

~

Under Secretary Lipton

Some. might argue that we should alpply the average cost of Treasuxy boﬁowing,'which
may be 150 to 200 basis points hi gher The cumulative impact of such a factor could
offset the gains we are currently estimating.

i

* However, our traditional approach reflects the practice of compensating for short-term -

fluctuations in Treasury cash balances by changing the size of the next weekly auction of -
9] day Treasury bills. A decision to fund some of the public debt at longer maturities is a
debt management decision unrelated to participation in the IMF. Given the relatively
unpredictable nature of IMF programs, with reflows of dollars as well as outﬂows itis
reasonable to use the 3-month Treasury bill.

|

st of U.S. participation in the IMF

e -

H .



COST OF U.S. PARTICIPATION IN IMF
(in millions of U.S. dollars) '

-~ cumulative transfers of § to IMF cost of cumulative | foregone TOTAL remuneration | NET GAIN (+)OR | valuation gain | TOTAL GAIN
(end of period) implied transfer of | intereston INTEREST - reccived by LG5S () ON {(+yorioss{-y | CORLCSSON
' — ﬁiﬁﬁ?" assets 10 :iizifin:siets gf)é?TED e States. Rﬁmzrrgjﬁggg s | PARTICIPA- ,
fiscal - | underUS. | US.loans | TOTAL | borrowing IMF RE AND position in | TION-IN IMF
year quota to IMF ‘ 1 REMUNERATION IMF _
m @ @ @ G| © Q) ® © ) an
1979 o o] o ) 0 o o
1980 0 ‘
1981 1340
1982 1340
1983 1340
{re8a4—f-— — e e 20—
1985 2730 | / 5ool®
1986 2730 1900 f®.
1987 2730 578
1988 2730 136
1989 2730 -50
1990 2730 741
1991 . 2730 -174
1992 2730 694
1993 5689 300 - 50 326 X755
1994 5689 B50O - 50 406 350
11995 5689 420 408 - 75 284 R:Y-1>)
1996 5689 A7 475 - 10 -675 -775
1997 | 6,%00. o|tzoo| 350 5689 a30| 580 439 -/ 40O 761 - 900
TOTAL | - - .




: MEMORANDUM FOR: [0 SECRETARY [J DEPUTY SECRETARY [0 EXECUTIVE SECRETARY

TREASURY !cLE'ARANCE SHEET_
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~ NoO.
DATE

OACTION | OBRIEFING O INFORMATION O LEGISLATION
- O PRESS RELEASE O PUBLICATION OO REGULATION OO0 SPEECH
a TESTIVIONY D OTHER ‘
FROM: - Assistant Secretarnyelthner
THROUGH:
SUBJECT: Cost of U.S. Partncxpatwn in the IMF
REVIEW OFFICES (Check when oi’f‘ ce clears) [ .
(1 Under Secretary for Finacce (3 Enforcement [J Policy Management
1 Dumestic Finance o ATF 0 Scheduling - .
O Feonamic Policy [u] meams {1 Pabllc Affairs/Ziaison
O Fiseal O FLETC O TexPolky .
- O FMS 7 Secret Service - 03 Treasurer
£ Public Debt | O General Coimsal ] DE&P
: : : D lnsper.(ar Genersl 1 Mint
(J Under Secretary for International Affairs {1 Savings Bonds
1 [ntermationa) Affairs [ lzgzda!!va Ml‘nirs
o hhmgemcnt 0 Other
. Qocc
!
NAME (Please Type) INITIAL DATE OFFICE TEL. NO.
. ’ | .
INITIATOR(S) . '
J. Lister C ML 2;’251’2§ b6 International Monetary Policy 622-0112
emo.f25 s : ~
4 \W‘
622-0489

C. Atkinson -

A

o[k

DAS, Intl. Monetary & Financial Policy

SPECIAL INSTRUCTIONS

1 Review Officer

DO F 70-02.1.(04/88)

" O Executive Secretary

. Date
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JUN-30-1998 16:03 TREASURY IMF
1 203§£§»E-007743 |
wfs’n’i‘.’g;“g;;gg_gg;'}%:r;m Congress of tbz WUnited - (ClC S »
Boumstoas, Bouge of Repregenta ' )/
{B17) X42~3520 : f

y ! . . 1
 Wiaghington, DL ‘ A M WL{C J
© June'23, 1998 ‘ ath
The Honorable Robert E. Rubin !

|
Secretary f
|

Department of the Treasury
- 1500 Pennsylvania Ave. N.W. ;
Washington, D.C. 20220 i
Dear Bob, D

T'in enc.losmg a piece from the New York Timesl of last Saturday. You will note that it attributes to
you the view that “lawmakers” who “complain about human rights or labor law violations in countries
getting loans™ are mtroducmg into consideration of the IMF funding issues “they have absolutely
nothing to do with it. .

As X say, 1 realize that the article never darectly clquotes you as saying this, and I believe that it in fact
misrepresents your position. My sense from readmg this is that your reference to the "“unrealistic”
issues that “have absolutely nothing to do with" the IMF deal with the anu-abomon matters, I
certainly strongly hope this is the case. 2 :

But even if it is rrue that this misrepresents yod and attributes to you views about the human rights
issues and labor issues which in fact relate essentially to the anti-abortion issue, the fact that it
misrepresents you shows our problem. :
That is, if Reuters is this confused about your position, you shouldn’t be surprised that some
Members of Congress are. For us to pass this we need to persuade Democrats that you in fact do
make the distinction and that you believe as you have told us that these issues are finked -- that is, the
human rights, lsbor issues, and the moral hazard question which is also referenced here. But I repeat,
the fact that the Reuters people make this conﬁzsxon is symptomauc of a confusion that others are
making, ‘ ;

Thus, Furge you to make sure that your staff a.nd yourself correct ﬂus article, and also take greater
pains than epparently have been taken so far to clear up this confusion.
i v
To repeat, because 1 know that things are often misunderstoad even when explicit, I do not accuse -
you of believing what this article says you beheve I point it out to you as an example of the kind of
ambiguity about your views which exist -- mdeed this is not even ambiguous but wrongheadcd -~ and
to stress agzin the importance of your doing whatever you can to dispel this sort of mis-impression,
both because it's the right thing to do, and beciause we will not get the IMF bill passed without it.

BF/mg
ENCLOSURE

THIS STATIONERY PRINTED T PAPER MADE QF AECYCLED FIBERS
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.
IMFE Need!sMoney, Too

WASUTNGTON June 19 (Reuters)
- Treasary Secretary Robert E. Ru-
bin warned today. that a new rescue
package for Russia could drain the
resources of the International Mone-
tary Fund and urzed Cangress tw
make more money svailable soan.

Mr. Rubin said in an interview that
if thera is a pew lendmg program for
Russia, “that obviously weould de-
plete the resources further and ex-
poge the United Sla[cs {g risks that
are wotally nanse:xsicul to take.”

Russia, one of 'the fund’s biggest
borrowers, with a §10 billlon line of
credit, is seeking $10 dbilbon to $15
billlgn more from a speclal short.
term lending program far countries
facing temporary cash shortages,

Mr. Rubin said the fund is already
shart of cash, and he called on the

- Republican teadersmp in the Mouse

o support a package of $18 blillon in
funds for the IL.M.F. without attach-
ing “unrealistic’ 'sirings.

The Senate approved the Adminis-
iration’s yequest for more money for
the LM.F. In March but the package
has stalled in the:House despite in-
tensive jobbymg by Mr. Rubln and
business groups,| Sume lawmalters
want (o tie new funds to anti-abortion
megsures; some complain about hio-
man rights or labor law vislations in
countries gerting!loans; others say
bailouts cncourage banks to act (rre-
sponsibly, !

“Whaut I3 going to get this thing out
is separating the LM.F. {rom other
igsues that have ‘wbsolutely nothing
to do with it,”" Mr Rubin said,

i
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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C.

|
May,6, 1998

SECRETARY OF THE TREASURY

MEMORANDUM FOR PRESIDENT CLINTON
" FROM: ' Robert E. 'Rubil@;,i <. & .

SUBJECT: Gephardt Support of IMF Funding
{

|

! .
1 wanted to draw your attention to House Minority Leader Gephardt’s strong expréssion of support
for IMF fundmg in his speech yesterday to the Econom:c Strategy Institute (see attached). This
support is especially important in light of the letter he, Barney Frank, David Bonior and several other
House Members sent me last week expressing !senous Democratic concerns with respect to capital
account liberalization in the IMF charter. I have spoken to Dick directly about this issue, and Larry

. Summers has met with Barney Frank and will be meeting with David Bonzor in order to address their
pamcular concerns. In his speech, Dick states

“IMF replenishment is insurance against ﬁ:ture global economic crises and is in our deep
national self-interest. The Republicans are playlng a dangerous game of chicken with our
economy - they are jeopardizing our growth blockmg IMF funding at every turn this

spring.
. We must not abandon efforts to fund the IMF ... In the last two weeks, the issue of
capltal account liberalization has come up 1. . This is a serious issue that requlres serious
- debate ... However, we must not risk support for IMF fundmg on this issue’
I very much appreciate Dick’s firm reaf’ﬁrmat!on of - support for the Administration’s IMF funding

package, and we will continue our intensive Jomt efforts to secure its passage: We will also consult
closely with Dick and his colleagues as we contmue to consider the capital account hberahzatxon issue.

|
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NEWS FROM THE HOUSE DEMOCRATIC LEADER -

For Immexdiate Release: A | House Democratic Leader Richard A. Gephardt
May 5, 1998, : ‘ | ‘ ‘ H-204, U.S. Capitol
n

Remarks of House Democratic Leader Richard A. Gephardt before the
- ' Economic Strategy Institute, Washiugton, D.C. « A
: “The New Jnternationalism; Nexus Between American National Ynterests and Globalism”

T'mi very pleased to be here today, Thxs meetmg is a critical annual assessment of where '
U.S. and international economic policy. has been and where it’s headed. Clyde Prestowitz and the
Economic Strategy Institute dre to be oommended for helping to provide an honest, open forum
They help ensure thart all points of view are heard

That’s especially important at this wne In the wake of the defeat of last year's fast track
effort it’s important to have an open, honest discussion abaut what course we should be
followmg It s u'nportant to understand what the debate was all about, and what it was not about.

The vote on fast track wasn’t a \ncto!ry for prot:cuomsm It wasn’t about orgamzed
interests pressuring [egislators. It wasn’t about fear of open mariets. - And it certainly wasn’t
about stopping trade o ! : ,

The vote an fast track was a signal tliat citizens all across this cauntry, as well as thetr
clected representatives, want those in cha.rge to fight for their interests. Amercans are interested
in a clear, counsistent approach to globalization that recognizes that we’re in a world economy and
there’s no going back, But they are concerned that even though we arein a global economy, we
still have national interests, These are umversa( interests as well. : '

AmL as the leader of the wosld econc‘:my, Americans demand we fight for standards and
conditions that ensure that trade is truly a force for progress rather than downward pressure on

~ living standards and 1deals S ]

Fast track was a ﬁghf about what ouﬁ trade policy for the future should be. The message -
was that the public doesn’t believe that the status quo is good enough. They embrace
mtomanondhsm yet demand & change in our future trade policy:;

t
, ' Some commentators portrayed the posmon against Jast fall’s fast track as s b!anket
cpposmon to free trade. In the heat of the moment, it’s often impossible to have a real debate

about the issues. But we must make sure that these mtsundcrstandmgs do not obscure the rcal
issues at hand. ¥ ‘

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 of the lowest average tariff rates in the'
world. Smce we face protectionist barriers all around the globc it is critically unpcrtant to see

‘ l
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! “The New Internationalism” — Page Two

those reduced asa sxmple marter cf our nanenal interest.
[ .
One way to ger. those barriers to our 'competitive products ehmmated is through the

leverage of our market, Regrettably, this effort — pnmanly the use of Section 301 and Super 301
~ has largely been abandoned. |

' A second way is through multilateral \e&'orm liks the World Trade Organization. 1
supported the creation of the WTO because I believe, ulmately, that our interests lie in having
international rules that are fairly spplied and adjudicated. But, as with the Fuji-Kodak case, |

- don’t believe that junsdiction should be ngeriz to the WTO where rules have not been negotxated
.. and defined. 1

| If we have negotxated rules, then the US and other countries should abide by them. But

i until there are defined rules we must fight umlaterally for the interests of our farmers workers and
" businesses. : |

!

‘ The third way is the use of trade agreements — bilateral, regxonaJ or multilateral. This is
' the primacy approach of this Admunistration. : :
|

[ want new trade agreemcnts to be negotiated in order to improve the status qub. But
- they cannot be ratified without some justification — they must produce an impravement in the
condition of trade. Too often, ncgotxa:ed agreements do not live up to th.lS standard.

. Since the planned furst use of fast track trade negotiating authority was to expand
; NAFTA, its success or failure is an appropnaxe point for the start of the debate

. An important companent of free markets are free labor markets. By refusing to address
the enforcement of Mexican labor laws, the NﬁF TA endorsed the artificial limits on collective

bargaining, wage increases and ali of the other components of free labor markets.

| :
Mexico has started down the road of genume democratization, Opposition control of the

Jegislature has presented interesting challenges to the ruling PRI, New independent trade unions .
* are being formed. The current political turmoil and economic crisis have brought progress on the

‘margins, Yet, Mexico's labor lsws remain unenforced in practice for the vast majority of

- ~workers. Their bargaining power remains severely limited by the current pohtxcal legal and
veconormc system. . | .

|
l

i~ Employment of Maquiladora plants along the border has almost doubled since NAFT &
but environmental enforcement has nat kept pacc
’ . :
I am not seekmg to unpose US standa:ds on the world. But ta start, T want othe:
‘countries ta be required to enforce their laws. The rule of law should be the basic component of
any trade injtiative, Over time; we all want standards to be increased — this will occur through -

!

|
1
|
i
|

I
I
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|
i
n
|
negotaauons as well as the political demauds}of the citizens of the world.
|
Tust as the business community &xpeéts its intellectual propetty to be protected and the

laws to be enforced; our workers sh(m]d expe.ct the product of the|r mind and muscle to be
- protccted i

Dev eloping countries aren’t going to ‘adopt our minimum wage — we’re having enough
trouble getting the Republicans 10 increase curs to the level it should be. But, the minimum wage
lawrs these nations have adopted should be enforccd And, as developmeat in their country
increases, as their productivity, quality and entrcpreneuna! spirit yield results, workers should be
able to baxgam for and share in the profits from their hard work.

This isn’t a marter of Ingh-rmndedjdejahsm. It is a matter of hard-core pragmatism. If we
can't create middle-class consumers around the globe, we won’t have anyone to buy our
products. And we'll see the continuing dcwn’lward pressure on our wages.

And there are provisions in U.S, law?%-' health, safety, environmental protectians -- which
must not be diminished, Right now. it appears the WTO is attempting to weaken US
environmental [aws through its dispute resolution process. We can’t stand for such action; it is
beyond the WTO’s mandate to !ower environmental standards and 1 hope the Adrmmstranon
opposes this decision. 5 B

: |

The American people understand that ’globahzanon is a fact of life — but they want
po!icyxnakers to put it in context. And while it is a fact of life, its face, its contours, its
complexion are aJt up to us. Taday, T want to;spell out what steps we need to-take to ensure 3
high and rising standard of Jiving for our people, and people all across the globe,

<

First, we have ta combat efforts of the Republican leadership of Congress to derail the
funding package for the International Monetazy Fund. President Clinton and Secretary Rubin
have energetically and passionately warked ta get Congress to act on this issue. Two weeks ago
80 percent of Democrats in the House joined toger:her to advocate the inclusion of IMF funding

that the President has requested. But Speaker, Gmgnch led the Repubhcan opposition to this
_amendment , !

T
IMF replemshment is insurance agamst fisture global ecanomic crises and i is in our deep
national self-interest. The Republicans are phymg a dangerous game of chicken with our
economy -- they are jeopardizing our growth. Wl'ule the Asia region is quiet at the momenr, the
contagion could still spread to other nations. R:ght now, the IMF doesn’t have the resources to
bailout another major economy. The Repubhcan leadership have allowed the radical isolationist
wing of their Party to hijack our trade agenda, bloc}qng DMF funding at every turn this spring.

1 was the Frst elected leader in Desember to support the Presuient s rcquest 1did so -
without being asked. This was a logical extcnsmn of my position on fast track. A country an the

|
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brink of bankmptc:y isn’t going to enfcrcc us labor or environmental laws — it wxl! probably
undermine ther. 1t will try and export its way to growth and erect barmiers to imports.

l

" Recently, I joined with Secretary Rnl':in in advocating the IMF package before the

Chamber of Commerce. urged the representatives of the business community ta redouble their
efforts to pass the IMF funding. Don’tjeopardize our economic security. Dor’t succumb to the
myopia of the Republican leadership. Don’t Jeopardxze our efforts to build a new trade coalmon
— one that has the support of a8 wide spectmm of Amcnca.ns

We must not sbandon efforts to fund the IME. This cou[d tumn out to be a tragic mistake.

It’s time to get the IMF package passed. Obviously the IMF isn’t perfect and is in need of
renewal sad reform. The IMF must become more transparent and better promote stronger human
rights, labor, and environmental standards in recipient countries. However, before you remodel a
buxldmg, you have to shore up its Eoundauon |

| .

1 believe that we need an IMF that promotes economic growth with equity, not one that is

a rubber starmp for winner-take-all economic plans :

Because it’s in our self-interest, we need to replenish the IMF to provide a backstop to the
economies in Asia and clsewhere arcund the wor]d But we must 2lso demand immediate and far-
reaching refaorm as well. -i

Tn the last two weeks, the issue of capital account hberahzanon has come up — this is
part of an effort to amend the IMF charter. This is a serfous issue that cequires serious debate.
People fram diverse points of view have raised concerns abaut this change at the IMF. However,
we must not sk support for IMF fundtng on thlS issue.

The Democratic coalition is prepared to work aggn:sswely with the President and the
Treasury ta replenish the IMF — to strengthen its foundation. Then we should take the time to
revxew and reform the IMF to ensure that it caln mccessﬁ.:lly meet the challenges of the ﬁmxre

Democraxs support the President on replemshmem for the IMF because it is the right thing

to do.. But the Republicans must 3bandan the:r |solanom>m and join us to restore confidence to
world financial markets. ;

Ultimately, if the IMF program is to beisuccesstul, Japan must play a constructive rolein
resolving the Asia crisis by reforming its own economy. America cannot absorb all the new

+ exports from the region.. But right now, Japan is dcmg the apposite of what’s nccdcd attempting B
to export its way to economic recovery
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{ » “The New Inremafiondfsm » ~ Page Five
I have been talking for years about the failure of Japan to make the transition from expart-
led to domestic consumer demand-led growth. The time to bring about [asting change is now. If
Japan refuses to change, 1t risks bemg pushed ta the 51dehnes and hzmng its role in the world
economy dirninished. '
1 find it ironic that those of us — Clyde, myself, Chalmers Johnson, many others — who
demanded change in the past were labeled “Japan-bashers.” Today, our views are accepted as

commen wisdom and common sense. ‘ §

|

From crisis comes opportumty And'at cVeJy oppottumty in concert thh our allies we
need to be persistent in our efforts to change Japan. I favor devoting major portions of the G7

summit in England and the 50% anniversary of the WTO in Geneva to bring about change in the
" systemmic problems of the Japanese economy

We have to move beyond Jawbonmg to concerted action.

The Asia crisis is the immediate 1ssue} The longer term issue is how do we move forward -
.on further trade integration. I’ve already talked about fast track ~ what the fight was about.
I intend to continue rmy fight for 3 progressive replacement for fast track. One that recognizes the
complexity of the issues and the role that Congresq must play. One based on the need for a new
arthxtecmre for world trade. 1

The supporters of the Republican effort should not undcrcsﬁmate my resolve or that of
those who were part of the coalition opposmg their effarts last fall. At the same time, they should
not overestimate the power of their money ~ this was an issué of pvnncnple not politics.

' l
1 welcome a dialogue on this issue. And one of the ways to build a bridge between the
views is with corfidence building measures. |- ‘
+ Just prior 1o the vote on fast track, a number of proposals were offered to address labor
and enviranrneatal issues. They were tac ht’de, tao late. They were many of the same proposals
that had been offered before and not succcssﬁllly implemented. A commitment to and
understanding of these issues would begin to buzld confidence in the process for thase of us who
opposed fast track last fall, Let me be specu’ic about some steps that must be taken to help
-rebuild a pro-trade coalition in this coxmtry §

A re-authorization package for Trade Adjustment Assistance must be developed -- one
that isn’t just marginal reform, but that recognizes the real need to cnsure that the victims of trade
know that they aren’t going to be abandoned. That today‘s losers can become tomorrow’s
winners. It must be fully funded, accessible anfl responsive to the task at hand,

. . . {
. . . ! ] '

This isn’t welfare, it’s the center span of that bridge to the future.

H ’ -~
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“The New Internationalism” - Page Six

It means getting serious about using the provision which requires U.S. representatives at
multilateral tcndmg msmunons to use tthr vmce and vote to promote workers rights.
| :
- It means that labor and emnromnemal issues shouldn’t be treated as “academic issues” or
. berelegated to part of 2 debate about “civil secxety” in the negonattous on a Free Trade

Agreemcnt of the Amencas They are trade | issues and should be given equal status with al] ather
trade issues.

1

. The one issue I thought everyone could apree on was the need to wage a fight agamst the
use of child labor. No one should profit by robbmg kids of their childhood.

Some time ago I wrote to Speaker Gi:ngnch asking him to work with me on 2 bipartisan
package to begin to address the scourge of child labor, 1haven’t heard back from him. But for
the children around the world, the sound of sx!ence coming from this Repubhcan—controlled :
Congress is deafening. [ now ask the Spcaker to begin the process and join me in bringing before
the House of Representatives 2 resolution endorsmg the global march against child labor.

Soon, [ wﬂl push for other legislation | thar has been introduced as well as offer new
legislation to prohubit the importation of products made with child Iabor. And I challenge every
business in the country to pledge that they won't profit at the expense of the world’s children. On
an issue of such a basic American value, com!mon ground should be easy to find. S {

Thers are many other steps that can be taken, steps that will show the American people
that their message during last fall's debate was heard.
B .
- We must further a trade palicy that promotes our values. Ametican valuas, but universal
in their importance. Whether it’s human rights, children’s rights, environmental rights, religious
and political freedom, workers nghts Amencz must stand on the s:de of what's right in the world.

Xim Dae Jung put it best when he sald T believe that the fundamental cause of the -

financial crists, including here m Korea, it becausc of placing economic dcve!opment ahead of
dermocracy.”

I

There are too many voices that put commerce above values. ’
We've got to stand for something more than money A world trading system that degades our
pnnaples — that suppresses democracy and the fundamental rights of all people is unacceptable.
It offends our values and ultimately leads to mstabihty and corvuption.

i . .

We need to use the leverage of our commercial and moml ieadershxp to create a new

architecture of trade. A blueprint that will crezﬁe healthy and growing countries while also

ensuring that the benefits of this growth are felt by the working people whase efforts bring about
this gmwv;h A pew architecture that will promote both sides of the coin of “democratic
capitalism.”

|
Ny
|
I
?
i

|
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l

Contrary to the theories of the Chmcsa leaders, human rights are universal rights. Lincoln
embraced this basic belief - that the Declaration of Independence “gave liberty not alone to the
people of the'countsy, but hope to all the world for all future time.”

He was right. Just ask Wei J’mgsheng - the yeaming for freedom and democra.cy 1snot a

matter of cultural irnperialism — it is a2 matter which touches the souls of all human bemgs the
world over. , ! ‘

 !'

We must pursue a trade polxcy for the flext cenmry Not ] just a new American Century ~

where our commercial goods reign supreme. ‘ ' But a new A.mencan Century where Amencan
values have greater cumancy than our maoney.

i
|
I HH

Contacts; Laura Nichols/Enk Smith (202) 2 25-0100
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DRAFT - 4/6/98, 11:10 am

- The Honérablt; William Jefferso

Dea{r Mr. President:

Enclosed is a copy of House Minority Leader Gephardt’s speech of yesterday to.the
Economic Strategy Institute, “The New Intematlonahsm Nexus Between American National
Interests and Globalism.” In case you have not yet had the opportunity to review it, I wanted to
draw your attention to Dick’s strong expression of support for our IMF funding requests. I think
this is especmlly important in hght of the Ietter he and several House colleagues sent me last
week, in which they noted serious Democratxc 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 wx! be meeting with Dawd Bomor as well to address
their particular concerns. A j A i

“We must not abandon efforts to ﬁmd the IMF... Democrats support the President on
replenishment for the IMF because it is the: nght thing to do,” says Dick in the speech. More
specifically, he states, “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 support for
IMF funding on this issue.” \

I much appreciate Dick’s firm reafﬁ:rmation of support for the Administration’s IMF
funding package, and we will continue our intensivejoi'nt efforts to secure passage. We will also

be sure to consult closely with Dick and hlS colleagues as we continue to consider the cap1tal
account issue. . : !

i

o
Sinceirely,
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Roberit E. Rubin
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WASHINGTON, D.C.
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ASSISTANT SECRETARY

MEMORANDUM FOR SECRETARY RUBIV
DEPUTY SECRETARY SUMMERS
FROM: Timothy F. Geithner "i/?‘— |
Assistant Secretary (International Affairs)

SUBJECT: Legislative Proposals for IMF Transparency Reforms

House and Senate Appropriations Committees are scheduled to begin action on FY99 Foreign
Operations bills in mid-July (commencmg thh the House subcommittee on July 15), and are
now expected to include IMF funding in those bills. The amounts and related conditionality are
still undecided, but House appropriations staff have requested that we begin serious substantive
discussions this week, especially on transpal;ency reforms, which loom as among the most
prominent and pivotal in the debate. (Other serious issues also remain outstanding, including
provisions relating to Korean directed lendmg and certain reporting requirements; we will
address these separately.) While we expect mark -up and perhaps even floor action prior to the
August recess, the ultimate shape of IMF fundmg legislation is unlikely to be determined until
September, primarily a function of the ongomg controversy over fundmg for international
population programs. :

|
The purpose of this note is to lay out some s)ubstantxve reform proposals on transparency and a
few thoughts on how to pursue them in the legxslatlve context at this point. As has been the case
throughout the 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
needs to become a more open institution. The primary difficulty arises from the ‘form of many
of the legislative proposals, which would colndmon the NAB and/or quota increase (mostly the

; latter) on the adoption of reforms by the IMF

The attached matrix attempts to summarize §he major demands for reform, comparing them to
current IMF policy, our position and assessments of what is achievable at the IMF. Here are
some tnitial suggestions on an approach. We should be prepared to support three 51gn1ﬁcant sets
of transparency-related reforms that embrace most of the Congressmnal proposals:

““ |
(1) The mandatory or presumptive issuance of PIN s (Press Information Notices
containing summaries of Executive Board discussions) on staff reviews of counz‘ry
programs, Article IV consultat:ons ana’ staff policy papers.

|




|
(2) Release and Presentation of Fi znanczaz' Data Regular release of current IMF
liquidity data, including U.S. share of operating budgef and lagged release of the entire
operational budget. Improved audit procedures Jfor, and more accessible presentation of,
the IMF’s financial statements. . | :

" (3) Mandatory release of LOIs (Lett!ers Aof Intent) and PFPs (Pblicy Framework Papers)

for Fund programs, permitting a narrow range of exemptions from release, e.g.
z’nzervention targets and the idenlity bf vulnerable ﬁnancfal z‘nstitutions.

We should be prepared to accept one or mor‘e or some combination, of the following legislative
formulations:

cC:

‘Attachment: Transparency Reform Matnx

!
(1) Requirements that the U.S. use all ‘.‘neces&ary and appropriate means,” or similar

. | @ TN y 205 . ‘.
constructions stronger than the standard “voice and vote” language, to achieve the

above reforms. ~ !

‘
4

| (2) Conditioning of funding on .}‘"realsury certification that the G-7 supports and will seek

to implement these reforms in the Fund, similar to the language of the Senate bill
requiring program conditz'ons on tra"de liberalization and crony capitalism.

(3) A statement by Camdessus, ina form and context acceprable to Congress ( perhaps -
at the annual meeting in Seplember) in support of the above reforms.

'

N
i

Lipton, Robertson

t

|
|
|
|
|
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Summary of IMF Transparei?cy: Proposals, Policies, Possibilities

Category/Item

Culi;rent IMF

Possible IMF

minutes after 10
years.

Proposed Current or
Reforms' Policy Proposed U.S. | Deliverable??
. {Congress) ; Position '
(1) Staff Public Release | No public Mandatory PIN® | Presumptive -
Reviews of w/ redactions release in any issuance PIN issuance
| Country w/in 90 days form {i.e., issued
Programs - ‘ . | unless the
‘ _ . (Current) country objects)
(2) Staff Public Release Vohlmtary PIN Presumptive Presumptive
Reviews of I wiredactions issuance PIN issuance; PIN issuance
Article IV w/in 90 days ; Voluntary o ‘
Consultations - 5 release of Staff
' | Review
document
_ % (Proposed)
(3) Staff Policy | Public Release Selective public | Release, at least | PIN issuance
Papers (Non- w/redactions release in summary ‘ ‘
country issues) | w/in 90 days g form (Proposed)
(4) Minutes of Public release Embargoed for | Options: (a) probably the
Executive Board | w/redactions 30 y;ears : (a) H PINs maximum
Meetings w/in 90 days | above achieved, | achievable; (b)a
- ; no need for more remote
further releases | possibility, but
(b) Redacted perhaps not ‘
| summaries w/in | impossible
; 90 days
(c) Release full -

1
i
!
]
o
i
i
|
|
i

(

-  "Mostly as stated or implied conditioﬁs precedent from HR 3331 (Saxton-Armey bill), -
Gingrich—POTUS/Armey-RER letters, or HRi 3580 (House Approps. Committee bill).

r

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

time and political capital at the Fund.

|

3P1N (Press Information Notiée} As used here, per current Article IV policy,. refers to a
summary of the Executive Board discussion of the related issue or document, not a summary of

the document itself.




SENSITIVE

Summary of IMF Transparency: Proposals, Policies, Possibilities

Category/Item | Proposed Current IMF Current or | Possible _IMF
: Reforms | Policy Proposed U.S. | Deliverable?
(Congress) ] Position
(5) Operational | Public release Sorrzle liquidity | Release liquidity | Release
Budget (implicitly on info in annual data on regular | quarterly.
regular, current | report; country | basis (including | liquidity data
‘basis) list r;mt released. | U.S. share); (including U.S.
, | ' release country - | share, released
‘ , l list with 3/6- by Treasury)
| month lag :
‘ | (Proposed) 4
(6) Audit of Presumption Extémal audit (a)Release of Yes - (a) & (b)
Financial that F/S are firm does not signed, fully already in
Statements; | publicly audited, | sign'F/S, audit | aundited progress
more “‘user- with corporate- | committee is statements; (b) '
friendly” like audit loosely establish more
financial committee; institutionalized | permanent,
disclosures. general view and accountable | functional
' that current F/S g h " | committee .
unclear or ) accountable to
concealing i Exec. Board; (c)
] improve format,
- readability,
] clarity of
| financial data.
; (Proposed)
(HYLOI's & (No specific Vohgntary Mandatory Presumptive
PFP’s (Policy | proposals, but a reledse by reledse (with release, with
Framework general borrower narrow range of | exemptions? -
Papers) assumption S highly sensitive
toward | exemptions, e.g.
mandatory : intervention
release) | targets and
' ’ identity of
,1 vulnerable
! financial -
institutions)
{
“| (Current on
mandatory

release)
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Summary of IMF Tmnspare};zcy: Proposals, Policies, Possibilities

Culj‘rent IMF

‘Category/Item | Proposed Current or Possible IMF
k Reforms Policy Proposed U.S. | Deliverable?
(Congress) B Position '
(8) Independent | Various ‘ Seléctive, | Support more Yes
evaluation of proposals, peri;odic external | systematic and
Fund operations ' | ranging from evaluations of - | more frequent
-~ | 182-member specific policies | external
| IMF advisory : ‘ evaluations,
board to internal "beginning with
IBRD-like immediate
evaluation unit. assessment of
' Asian crisis
r programs;
presumption of - -
i public release of
| all reports.
i (Proposed)
{9) Non-IMF ‘Permit outside No:t permitted; Expand and Yes
participation in | groups (NGO’s, | staff regularize
field missions labor, etc.) to increasingly separate staff
' participate in meets separatély | consultations
IMF staff with local | with local
discussions groups groups
w/governments ( (Proposed)
(10) Executive | (No specific No! public Publish - Publish, perhaps |
Board Reports proposals) reléase in any ' in summary
to Interim ‘ form - form?
Committee (Proposed)
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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C.-

ASSISTANT SECRETARY ‘ . !

July 8, 1998
Recommended Telephone Calls

MEMORANDUM FOR SECRETARY RUBIN

1
THROUGH: Linda L. Robertson | ‘9/
o : - Assistant Secretary m

Legislative Affairs § Public Liaison
-FROM: , Rick Sinkfield
Deputy Assistant Secretary
' : : 1 .
‘ ' | : :
SUBJECT: Calls to Chairman Ted Stevens, Chairmen Bob Livingston and Sonny

Callahan, Minority Leader Dick Gephardt and Rep. Dave Obey, regarding
the deteriorating situation in Russia and Asia, particularly in Indonesia and
the expected increase i:n multilateral assistance, and the ramifications for
Congressional passage; of the IMF. ’

: .

DISCUSSION:

Chairman Stevens (224-3004): Chairman Stevens 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 debrief on your Asia trip, given his longtime interest in
the region, particularly Australia and Indonesia. Note: there was a recent FT article describing
the exceptional effects of the Asian crisis on New Zéaland and Australia. He has also been a
reliable prognosticator of the House Rept.bhcan Leadership behav1or, S0 you may want to share
with him our best mformatxon for venﬁcatlon purposes. :

thairm@n Livingston (225-3015): ,ChairmanlLivings'ton is prepared to include the full $18
billion for the IMF in the Foreign Operationsbill that he takes to the floor and is reviewing and -
vetting drafts this week. He believes that it 1§ no less pohtlcally difficult to carry both requests
than to split the NAB and the Quota. However he is very concerned about the political
ramifications that a new Russia program could cause, particularly in light of
Armey/Saxton/Shultz/Sachs criticisms of the{IMF role in Russia. He and his staff will 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 a hlgh degree of criticism from the Democrats and the
Administration about the overall funding Ievgls and specific accounts (Egypt/Israel, etc.)

' **There were also wire reports today, suggesﬁng that Mexico City has been-delinked from the -
IMF. This could mean that it has been lmked to fast track. You should deﬁmtely raise this issue
with hlm




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

Rep. David Obey (225-3365): You should alppnse him of the situation in Indonesia and Russia.

. He has been one of the strongest supports of U.S. economic engagement in Russia. He is critical
to keeping Democratic support for the IMF, smce he will be the key Democrat in any future
appropnatmns conference. You should seek‘ his opinion on how we will fare with the Democrats
in light of an expanded Indonesia program and an expanded Russia program. It would alsobe
useful to reassure him that the Admlmstratxon is not planning to abandon the Democrats over fast -
track. (We are proposing the D/S Summers meet next week with the Democrats that were
assembled a couple of months ago to discuss 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.)

L i :
. i R
Minority Leader Gephardt (225-0100): Youishould 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 of weakening 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 behe*lfe that Leader Gephardt has to be vigilant about
keeping Dems in line, not only on the IMF, but also on important, tangential issues like possible
amendments to the ESF. ‘
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The Habibie Go?ernment?s Steps on Political Reform

' While the polltical situation in Indonesia remains

. unstable and the economic sxtuatmon is increasingly dire,
the Habibie Government has taken initial steps toward making

Indonesia a more democratlc‘and open society. There is as
of yet no consensus among key poelitical players in support
of Habibie's timetable for political reforms and elections
(a general election in May 1999 and an Assembly session to

elect a new president and vice president at the end of
'1999), but Habibie and his gavernment have taken a number of
significant steps including; ‘ :

Release of polltical prisoners

Hablble ‘has granted amnes%y to or dropped charges against
approximately 20 politica& prisoners including Muchtar

Pakpahan,

leader of the formexly banned Indonesian.

Prospercus Trade Union, pblitical activist Sri Bintang

and 12 EBast Ti
The

Pamungkas,
government activity.

morese indicted for anti-"
GOIL has pledged to review the ’

cases of all other politlcal prlsoners

 Reform of political laws

s ®

- The Indonésian’People‘an‘
date of November 10 for a

- On June 25,

Habibie has called for re

aerady forming freely.

The Ministry of Justice ¢!
Anti-Subversion Law. . The
expressed his belief that

Indonesia's National Comm:

supports its abelition.

drafting of a number of the

major political laws, including those affecting elections
and the formation of political parties.

New Parties are
' *

as formed a team te review the
Justice Minister has publicly
the Law should be abolished.
ission on Human Rights also

onsultative Assembly has set a
special session to revise or

repeal the "five political laws" governing political

activity and to decide on

a date for a general electicn.

the GOX launched a Nataonal Plan of Action to

provide a five-year framework for national policies.and

|

strategies for promoting and protecting human rights.

: ‘ o
The GOI has announced its:
Nations Convention Against Torture.

- The actions of the Habible government to date indicate
“that this could be more than mere window dressing, -

intention to ratify the United
The GOI has also

pledged to work toward ratification of the Convention.on -

the Ellmlnatlan of Rac1al

Dzscrimination.

Geoz
Qoo2
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Labor Rights ‘

Political Debate/Press Freedom

In addition to releasing Pakpahan and officially -
recognizing his labor union, on June 5 the Indonesian
Government ratified the ILO Convention B7 governing the
freedom of asscciatien and protection of the right to-
organize. t

In April, the Indonesian %overnment indicated it would
also ratify ILO Conventions 105 (on abolition of forced

labor); 111 (on employment and occupational

discrimination); and 138 (on minimum age of workers)

On East Trmor

President Habibie has allowed a free political debate in
the press and on TV. Previously banned publlcatlcns have-
begun publishing again,

There has been a sea change in the atmosphere for freedom
of the press since Soeharto s departure. Political ‘
debate in the media has been lively and unfettered and
has focused.on many subjects previously off limits.

|

Althcugh there has been no major breakthrough on reaching
a final resolution to the sitnation in East Timor, the N

* Habibie Government has. clearly distanced itself from many

of the policies of the previous regime. A GOI proposal

_for broad cauteonomy for East Timor covering all areas

except foreign policy, external security, and fiscal
policy has generated serlous discussion at the UN, in

'Lisbon, and among EBast Timorese leaders.

The GOI has allowed 1ncreased access to {but has made no

‘indication of its intent to release) ‘imprisoned Timorese

leader Xanana Gusmao, and Habibie has met with Bishop

Belo.

Although there have been three recent incidents in which
security forces killed Timorese,. the GOI has apologized,
initiated-investigations,Iand pledged to hold to account
those responsible, We are continuing to press the GOI to
undertake confidence hulldlng measures in the immediate
term to improve the humanwrlghts and secarlty sxtuatlon
on the ground for the East Timorese. ' :

|
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. Exponents and their arguments

‘Counterarguments: L §

\
-
\

Critiques of IMF plans amdlof the ofﬁcnaﬂ response to the
Asian crisis and counterarguments |
i

Critique #1: Moneti;ry policies (high intei}est rates) have worsened the crisis

|

Exponents of this view are many (Sachs, Stlghtz, Feldstein, Portes—Ito Wade Mahathlr .)..'I'he .
arguments are various: A ] A '
1. Monetary policies of high interest rates have worsened the crisis. They have not prevented
currency depreciation, have led to wndespread banks and corporate bankruptcies and exacerbated
the recession caused by the crisis. Because gompames are now generally unprofitable and not
paying corporate taxes, the net-of-tax intereslt rate has risen sharply.

- | : .
- 2. While high interest rates were necessary at 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. There is a vicious circle at work: the credit crunch leads to -
further ecoriomic downturn; this in turn causes higher non-performing loans and higher credit risk;
these in turn cause further retrenchment in crledit supply that worsens the recession. :

3. According to some critics, lowering 1nteregt rates will strengthen the economy and cause the
currency to apprecxate ‘& C

: ; i

4. Some argue that since we are happy with very low interest rates i in Japan, why shouldn’t we

prescnbe the same for the rest of Asia? |

|
|

1. In early stages of a currency crisis, onIy tight money and hlgh interest rates can prevent a crisis
and/or limit the amount of currency deprecnatlon Looser monetary policies would have led to
further currency devaluations that would have been disastrous/contractionary given the large
stock of foreign currency denommated foreign liabilities. :

2. Part of the severity of the crisis was caused by the unw:llmgness of government to increase
interest rates before the onset of the crisis and even after the currency crisis had started. For
example, Malaysra kept its policy of low interest rates until the begmnmg of December,
exacerbatmg the currency plunge. g
3. The argument that lowering interest rates wﬂl cause the currency to appreciate, i.e. that there
isa currency/mterest rate Laffer Curve, is “as| sxlly as it sounds” (quotatxon from Krugman 1998).

| |

1 .
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Also, for countries seeing their exchange rates in near free fall and with little reserves, there are
not many options: increasing the interest rate is the only way to defend the currency.
. A

4. One of the risks of reducmg interest rates mlght be ﬁthher currency depreciation that could

have very harmful effects given the large size of currency denominated foreign debt. For example,

the Korean won has recovered over 20% ofJits value since the bottom values in January and the
‘ Than Baht has also partly appreciated. Do wc want to jeopardize this?

5. Japan is very different from the rest of Asxa because 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

consequences because these countries were exther net international creditors and/or had a very

small amount of currency denominated foreign debt,

f

‘Caveats: , o |
v | »
1. 1t is harder to implement a successful refonn of the financial system if there is a recession and
interest rates are high. A credit squeeze can prevent solvent domestic firms from getting working
capital and exploiting the export Opportunmes deriving from a currency depreciation. A possible
. solution: make sure that credit goes to solvent firms and/or subsidize borrowing by firms. .
2. High interest rates are ineffective in stabili;zing exchange rate if other policies are out of line and
lead to a lack of credibility of the overall government policy; in this case high interest rates do not
calm investors’ expectations and may make ttixings worse. :
: ' o ,
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 tighti nght now. One would have to consider specific
country circumstances to make such a Judgen;xent There may be room for monetary easing now
that currencies have stabilized. For example, the 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: retrenchment in credit leading to
further economic downturn leading to higher non performmg loans and credit risk leading to more
retrenchment in 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 compensate the banks for capping interest rates in
this way by expandmg the government fund that is intended to recapttahze banks :

i
5. One should consxder the potential bcneﬁts for Asza and the world economy of a global

monetary expansion in the G-7 area. The U.S.!may be going towards a period of very slow (of
zero) growth for a couple of quarters. Also, th|ere is a sharp slowdown in growth in the UK as

" This document explains the views of critics, not the views of members of the administration.
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monetary policy is very tight now followmg renewed inflationary pressures some easing in the
UK may be warranted. Moreover, the recovery of growth in continental Europe is still shaky and
Europe is running a very large current account surplus. So, as short-term interest rates converge
_ to the same value by January 1, 1999, the common European interest rates should be kept closer
to current German/French rates rather than ratcheted up. Fmally, a monetary easing in Japan may
be. helpﬁzl for growth and will have less cﬁ‘ects on the yen if it is part of a global monetary
expansmn As currently the risks of a global slowdown (or outright global recessxon) are
increasing, one should consider the potentlal benefits of a joint G-7 monetary expansion that will
prevent a further worsenmg of the Asian crisis and the threat of a spread of the recession tothe
global economy. , \

Critique 2: Fiscal policy reqmrements m IMF plans have been too tight and worsened the
crisis

Exponents and their arguments:

Sachs, Portes-Ito, Wade, several regiona! commentators, IIF.
1. Fiscal polrcy requrrements in IMF plans have been too tight and unnecessary

|
2. Asian countries had very low budget deficits (as a % of GDP) and very low public debt before
the onset of the crisis, unlike typical IMF cherlrts in past crises.

3, Also, durmg a recession, you want an easre\r fiscal pohcy to stimulate aggregate demand. Tight
fiscal policy has made the recession worse. | . «

4 A coordmated fiscal expansion wou!d strmulate aggregate demand with no adverse external
balance consequences. ‘ |
_ , |

Counterarguments: i

1. Loose fiscal policies at the onset of the crisis would have made things worse by reducing the
credibility of the policy makers. Fiscal trghtemng prevents a crisis or further currency drops once

the devaluation has occurred. For example Brazr[ avoided a run on its currency once a
speculative attack occurred, by announcing a cut in the fiscal deficit equal to 2% of GDP.

2. While Asian ﬁscal deficits and debt were lo\Lv before the crisis, the fiscal cost of baiﬁng outthe

financial system will be in the 10 to 20% of GDP range in most countries; so the implicit public
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 and/or

guaranteed by the governments. Even if one wants to smooth over time these bailout costs, the

i
i
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extra burden of servicing this extra debt will be in the 1-2% of GDP range per year. Therefore, a
primary adjustment of this size is necessary to prevent an explosion of the-debt to GDP ratio over
time. The IMF suggested that its fiscal requirements were exactly in the amount necessary to

service these bailout costs. - i

3. The size and magnitude of the recessionary effects of the crisis were unexpected (at least by the.
- country governments) and grew over time. It would not’have been possible mma]ly to persuade
the countries of forecasts of negative growth. As the recession became worse in these countries
the IMF progressively loosened its fiscal conditions to allow for countercyclical/ cychca!iy-

. adjusted fiscal deficits. The latest IMF plans allow for a fiscal deficit of 8% of GDP in Indonesxa
4% in Korea and 2% in Thailand. o

4. Fiscal adjustment at the onset of the cn'sis;lwas requiied to reduce the current account
imbalances that could no longer be financed.

|
I

is

‘Caveats:

1. The IMF might have been slow in makmg its fiscal criteria more flexible; it eventually got it
right but perhaps it did so too late. A recent IIF study suggests that the revision of fiscal targets
downward might in part reflect the madequate recognition by the IMF of the severity of the
incoming recession; the author suggests that ,more explicit attention to cyclically adjusted fiscal
targets would have been useful.

2. The solustlon to overcapacity in a crisis econ'omy is un!ikely to be contractionary fiscal policy.

3. One may want to consider the benefits of a coordinated fiscal expansion in the reg:on AIready,
countries such as Hong Kong, Singapore and China (less affected by the crisis) are moving in that
direction. However, it would be a mistake to think that the external ﬁnancmg constraint - '
disappears just because expansion is joint. Only a global fiscal eXpansmn would allow the region

to expand without hitting the current account constraint.

|
|

Critique #3: The IMF should ‘stlck to its knitting’, not be too intrusive
|

Exponents and their arguments:

This crmque was advanced by Martm Feldstcm in hlS May!June Fcretgn Affaxrs article. The same
arguments have been made by regional commcntators resentful of IMF intrusion and imposition of
structural changes in these countries’ economlc regime (the famous image of Camdessus
menacing]y standing over Suharto as he sign'ed the IMF agreement). The argument is that the IMF
should not impose major structural reforms (m financial markets, governance policy, labor
markets, competition policy, trade lxberahzatlon) but should instead concentrate on its traditional
macro adjustment (monetary and fiscal) tasks

I
|
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Counterarguments:

Note: Flscher rephed to Feldstem in July/August Foreign Affairs.
1. Mam counter—argument the crisis in Asia was due to structural problems rather than traditional
macro imbalance. Therefore, dealing with the crisis means addressmg these structural problems
For example, structural weaknesses in financial sectors were a main determinant of the crisis
(poor supervision and regulation following hl‘mrahzatlon, implicit and explicit government bailout
guarantees leading to moral hazard and large amounts of nonperforming loans, lack of
transparency and disclosure, lack of incentive-compatible deposit insurance schemes).

2. Similarly, good governance (avoid crony capitalism, reform corporate governance, have more
transparency and disclosure, create good bankmptcy laws, liberalize foreign direct investment

I

policies) is crucial to avoid future crises, |

3. Thisisa umque opportumty when it may be politically possﬂale to make some of the reforms
that Asia should have made anyway.

Caveats:

I
1. One may wonder whether it was 1mportantl to stress changes in labor market laws, trade
liberalization and competition policies in IMF plans. Were all the conditions of IMF loans really
necessary to fix these countries? After all, labor markét rigidities, competition policy problem and
trade restrictions are often observed in many ‘Fountries (including several advanced industrial
economies). Note that the IMF has shown flexibility on these issues, e. g in-Indonesia, as

- economic conditions in the regton have gotter‘) Worse.

2. Also, creditor countries should not use bailout packages to obtain bilateral trade and
investment concessions that are not directly rélevant to solving the crisis. There is a perception
that the crisis has been used to unilaterally ram through concessions on many unrelated issues.

3

Counter—variant of the above critique: the iIMF should be more intrusive

According to some misguided critics (especnally in the Senate) the IMF is not intrusive enough,
_rather than too intrusive. They argue that M conditionality should include measures to
safeguard labor standards, protect the environment, 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 reforms do.
1

[

|

Critique '#4:‘ IMFplans to close insolvent b‘lfmks led to bank runs on solvent banks driven »
by sheer seli~fulfilling panics; this led to the; collapse of the financial system

\ .
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Exponents and their arguments:

1. Sachs made this argument discussing the i)ank runs in Indonesia following the first IMF plan
requiring the closing of 16 insolvent banks. Note also that an internal IMF document conceded
that its requirement that 16 insolvent Indonesian banks be closed as part of the bailout plan partly '
backfired, as an unexpected run on the bankmg system occurred. The report, however, did not in
fact imply that the IMF bore any responsxbxhty 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
failing to enact promised reforms in exchangle for the $40 billion international rescue eﬁ'ort '

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

. [

Counterarguments \

I. You need good incentive-compatible deposit insurance scheme to avoid bank panics and runs
on otherwise insolvent banks. The IMF is not at fault if such schemes were not in place.

2. If the IMF made an error, it was that it did not close enough banks, not that it closed too
many. Initially only 16 out of 270 banks were 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 of bank closing did not take care of all insolvent banks. In fact, 14 more
banks were closed recently and, as early as September 1997, lists of unsound Indonesian banks
were circulating widely and had more than 1§ banks on them. »

o |
3. The prompt reopening of a closed bank ov'«lmed by one of President Suharto’s sons suggested to
the public that the bank closure decisions were heavily affected by polmca! considerations. This
reduced the confidence of the public and led to the bank runs.

4. The requirements imposed on Indonesia byI the IMF, including the closing of insolvent banks,
are similar to those demanded of Thailand and South Korea, the other Asian nations that have
needed enormous international bailouts in recent months. Neither of those nations appears to-
have experienced a bank run of the magnitude of the one that hit Indonesia.

, o . :
5. Studies of bank restructuring (Dziobek and Pazarbasioglu, IMF 1998) suggests that countries -
that were the quickest to diagnose the problem, assess the losses and restructure their banking
systems were 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.

‘ 6 The case agzunst closmg banks is pretty weak If some banks!ﬁnancnal institutions are insolvent
and you let them continue operations you makle things worse: a) moral hazard is exacerbated as

This document explains the views of critics, not the view‘s of members of the administration,
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they will take bigger risks and gamble for sa!vatton (take the extra money and gamb eit); b) the
public sector’s cost-of their eventual bailout becomes even larger. See the S&L crisis, the Japan

bankmg crisis and many other episodes. |

7. Not all bank runs are undesirable. Informed runs, where deposxtors sluﬁ funds from weak to
strong banks, are a desirable element of the adjustment to banking problems

. |
Caveats: ' ‘ * §

1. While banks’ cleanup and restructuring ar}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 of Asia, such effects may be Iarge as legal procedures and resources for cleamng up
the banks are lmuted i
2. Also, otherwise solvent firm may now be |‘suff‘er‘mg of a credit squeeze as the réstructuring of
the financial sector is occurring very slowly.iShould policy makers try to help/subsidize firms that
are otherwise solvent and now suffering of the effect of a credit crunch? '

i

|

Critique #5: Need to step in to prevent banking dlsruptmns and firm bankruptcies
Exponents and their arguments:

l

|

!
‘ Feldstein Wade, Stiglitz. T
|
Policies of hngh mterest rates, tight credit, banks and firms closing have worsened the crisis. They
have led to mdespread banks and corporate bankruptcies and exacerbated the recession caused by
the crisis. When a crisis hits you need to help solvent institutions; otherwise you throw away the
baby with the dirty water |

‘ Counterarguments: : ’;

- Many banks and firms were already insolvent 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 b@nkrupt before the fall of the Thai Baht. And many
Indonesian banks were insolvent before the collapse of the rupiah.

Counter-variant of the above critique: ’I‘h!ere is a need to step in to force closmg of bad
banks and raising of prudential standards and regulation

See responses to critiques #3 and #4 for elaboranon 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
crisis. ’

This document. explains the views of critics, not the views of members of the admuustratmn
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Critique #6: Need to lean on Western baﬁks and other investors to take more of a hit and
bear the responsibility of their actions (m:orai hazard issue)
Exponerits and their arguments: ‘ :

I
Calomms Litan, Schultz-Simon-Wriston, Sachs Schwartz, Meltzer, Hale etc Note that the goal
of ensuring that the private sector takes ﬁjll\responmbx ity 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

- Birmingham- Chaxrman Statement and the G7 Finance M;msters Report).
I

{

1. Many creditors (especxally commercial banks) made very risky investments but were eﬁ'ectnvely
‘bailed out by crisis countries’ govemment guarantees of private debts and by IMF-led bailout .
plans. While the residents of the crisis countries suffer because of the severe recession, the .
creditors are being bailed out and do not bcar a fair share of the burden of the crisis.
2 Hale: The U.S. did not play early on as effecuve a role in rescheduling Indonesian loans asit
- had in Korea. The IMF, by default, should have assumed such a role but it was reluctant to take
responsibility for debt rescheduling ahead of the banks themselves. The result has been one of the
most unnecessary economic tragedies in the modern era, the collapse of the Indonesian economy. . -
Counterarguments:
‘ ! : .
; I
1. Many private creditors (especially bond-holders and equity investors) took a huge hit during
the crisis. Only commercial banks were Iargely spared. Even the banks were partly hurt as several
(e.g. Citibank or Chase) have large mortgage loans and credits card operatlons in the region: the
_recession has hurt their profitability in these countries.

2. This Issues has been recognized by US/G?ﬂMF and there is now a Halifax II process to
develop ideas/reforms to help make sure that private creditors bear the costs of their decisions.
The Birmingham Chairman Statement speaksiexplicitly of “ensuring that the private sector takes
full responsibility for its own decxsmns in order to reduce moral hazard”, So does the G7 Finance
rrumsters Report |

3. Eventually credltor commercial banks (and]other creditors) 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 uncertasnty about their size, the existence of a very -
large number of banks and corporate debtors and creditors. Only Halifax II types of reforms may
"be able to deal with the problem of orderly debt workouts in the presencc of a large number of
bondholders and debtors. l :

!

i
Caveats: :
|
i
{
i

! )
|
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1. Already after Mexico and as part of Halifax 1, proposals were submitted to address the
creditors fair burden sharing issue but many | of the proposals recommended in the Rey Report
were not implemented. The risk is that the same might happen this time around. We should make
sure that all the talk in Halifax IT will lead tol some substantial action; we should avoid another
Asian crisis in the next few years. ;

|

2. Litan argument: the Fund and the U.S. government 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, thhout forgiving any amounts due. To be sure, some of the
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 high<:ar than those the banks were previously charging.

3. The IMF should not wait until Halifax II reforms 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.

4. Future crises may be even harder to solve without serious reforms of the international financial
architecture; these reforms are becoming urgent. As the share of bonds in debtor countries
liabilities grows, orderly workouts will become very hard to implement without serious changes in
the nature of debt contracts and without charllges in IMF policies towards arrears and debt
standstills. Proposals to be seriously discussed are many. First, rewriting bond/loan contracts to: -
a. clarify the representation of investors (modnfy loan contracts to include collective
representation clauses designating a trustee to speak for creditors or even form standing steermg
committees of creditors); b. permit a quahﬁed majority vote to restructure lending terms (to
prevent,a minority from blocking a restructuring until it is bought out by other creditors or the
debtor government); c. require the sharing of 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 upa settlement). Second, encourage the IMF to
consider Jending before a government has reached an agreement with its creditors to clear away
its arrears. Third, give the legal authority to t‘he IMF to approve formally debt standstills.

[

: Critiqué #7: Need to reduce USz’G?/IMF rble to reduce moral hazard

- Exponents and their arguments: o
Calomiris, Sachs, Feldstein, Schu]tz-Simon—WristOn' Meltzer, Vasquez, Wall Street Journal
Editorial page, conservatives inside and outside Congress, etc. Note that the goal of avoiding the
potential moral hazard problem of IMF packages isa mamstream view accepted by many, not just
cnt:cs of the IMF o :

1 Oﬁicnals in debtor countries may take excessive risks because they know that the IMF will be

This document explains the views of eritics, not the views of members of the administration,
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there to bail them out.

2. Because of the expcctatlon of IMF bailouts, investors and crednors will not monitor their
investments, will not appraise risks and are too w:llmg to lend: A big moral hazard problem.
l

. L
3. The IMFF plans bail out wealthy investors|in creditor countries. -

[

Counterarguments: : %

1. To argue that countries will follow bad pohcles 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; polmcnans whose countries have a crisis are booted out of power. Also,
conditionality gives incentives to pohcymakers to do the right thing. So, if thereis a moral hazard
problem denvmg from IMF plans, it affects more the creditors than the debtors
I
2. Many private creditors (especially bond- holders equity investors and others who lent to banks
and firms) took a huge hit during the crisis. By the end of 1997, foreign equity investors had
nearly lost three-quarters of the value of the:r equity holdings in some Asian markets. Many Asian
" firms and financial institutions will go bankrupt and their domestic and foreign lenders will have
ldrge losses. Only commercial banks were Iargely spared. Even the banks were partly hurt as
several (e.g. Citibank or Chase) have large mortgage, loans and credits card operations in the
region: the recession has hurt their profi tablhty in these countries. Also, in Korea the banks have
been now bailed in and the same will happeril in Indone51a

3. This moral hazard issue has been recognized by US/G7/IMF and there is now a Halifax II
process to develop ideas/reforms to make Sl|1re that the IMF does not systematlcally bailout
countries experiencing a crisis. . |

4. The alternative 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 been denied market access for a long time with serious
costs in terms long-run growth. Mexico regamed market access in a few months; same thing for
Korea and, pretty soon for Thailand. - i
5. The IMF tries to help countries to avoid a standstill because of a fear of contagion. A standstill
in one country, when markets are nervous, would be likely to spread to other countries and
possibly other continents. | -

1

) '

Caveats: ‘ : ‘ }
|

i

1 The response to Russia may make the moral hazard problem worse. Also, Pakistan may be |
another example of IMF-related moral hazard at work. Security risk arguments (nuclear bombs in
Russia and Pakistan) and systemic risk arguments (possible contagion form Russia to Eastern

|
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l
Europe) have been put forward to justify IMF bailout packages.

2. Already after Mexico and as part of Hahfax 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 next‘7 Pakistan? South Africa? It appears that the moral
hazard problem is now worse than it was before Also, some proposals recommended in the Rey
Report were not :mplemented and the risk is that the same might happen this time around.

- 3. When are we going to let one country go without baxhng them out, force them to declare a
moratorium on external debt payments and let the market and the 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 foreseeable future. Are we going to bail out Pakistan, Ukraine,
South Africa, Romania, Brazil, India ifa cnsxs occlrs in these countries? When will we start to
implement a-policy of letting the private sectlor workout with a crisis country its pnvate and public
liabilities? It may be time to let one of these countries deal with a currency/financial crisis without
IMF exceptional packages. Even if the IMF'should intervene, the amount of its financial support
should be limited and should not cover all the short-term debt service obbligations of these
countries. -

3
i

Critique #8: Need to be more sympathetic to measure that slow down capital (especially
short-term forex bank inflows). Excessively rapid financial liberalization may be dangerous

i

_ Exponents and their arguments:

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

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 a period of liberalization. This|is often the case when the financial system is weak.
2. Hot money can be highly destabilizing in z;l world where rumors, panic, fads may lead to very
sudden and rapid reversals of capital flows even when there are not changes in fundamentals,
Multiple equilibria are possible and an economy may be suddenly thrown in a bad attack
equmbnum II
3 The speculative attack in Asia was not caused by fundamentals but bya sudden shift in
expectations : |

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. l

‘ ?

N
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5. Many point to the experiences of Chile, Colombra and-Slovenia with capital contro!s on short-
term inflows as a successful way to prevent short—term hot money inflows.
r
6. According to IIF data, the reversal of caprtal flows out of East Asia in 1997 was dramatic, over °
11% of their GDP, and a large fraction of it .was due to the sudden and dramatic reduction in
banking flows. : ; :
s : |

Countemr?uments: |

1. Studies suggests that the attacks on Asran currency were due to ﬁmdamental problems, not
irrational panic of speculators .- -

i . . ‘
2 Danger that temporary capttal controls wrll ]ead to more wrdespread capztal controls.

3 The rtght solutxon is not to impose capxtal controIs but rather make sure that the ﬁnancral
system is sound and well supervised/regul ated After all, severe speculative attack do not seem to
occur or have devastatmg eﬁ'ects in OECD countries as they have stronger financial systems.

4 When the S&L crisis hit, no o’ne in the Us, suggested that we should impose controls on capital
flows from NY to California. The right solutton was to fix the thrifts, regulate them and supervise
them better. So why should we impose controls on mter-natlonal flows when we do no impose
them on mter-regronal flows? As in the S&L crisis solution, emerging markets should have strong
a financial system,; in the medium run this is better than controls.

, .
5. It has been argued that the Chilean controIs on inflows have problemsand!or are not
responsible for the Chilean success. a) Very strong prudential supervision and regulation of the
banking system, more than capital controls, exp ains the success of Chile. b) There are leakages in
the system through trade credits. c) The policy favors big corporations at the expense 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 contréls on inflows to stimulate capital inflows.
6. If the imposition of capital controls is antxcrpatcd (especxally controls s on outflows), it may lead
to capital flight and actua ly cause an attack oin a currency.

l
Caveats: ;

t o .
1. While in the medtum/long run it is bettert : have a strong financial system that is well
regulated/supervised, in the transition to this system some controls on capital and a slower
liberalizatiorn may be better. So the suggested/controls are only transitory.

|

2. The IMF appears to be quite open minded about this issue. 1t appears to have rea]xzed that
financial liberalization and capital account ltberahzatxon may be dangerous when the financial

system is weak. So they are speaking about thle optimal sequencing of liberalization (Camdessus:
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“liberalize capital account flows in a prudent and properly sequenced way that will maximize the
benefits and minimize the risks of freer capital movements™).

3. The G7 are quite open minded about the issue of controls as well. The G7 Finance Ministers
Report statement at Birmingham about “helpmg countries to prepare for integration in the global
economy and for free global capital flows™ appears to sugest lmplxcxtly the need for sequencmg ‘
carefully the liberalization. » 1 :

4 Even Greenspan has effectively proposed |measures to reduce the amount of volatile short-term
interbank capital flows through restrictions on either the lending institutions and/or the borrowmg
ones (see his May 7 speech). o '

i

So there may be a growing consensus for some temporary capital controls and/or restncnons on
short-term capital flows. - |

|

i
Critique #9: Need to allow for further curﬁrency depreciations

- Exponents and their arguments:

|
|

Sachs, Feldstein. |
|

| |

1. We need further devaluations to stimulate the East Asian economies
|
2. The job was only half done. Larger devalugtxons would have allowed countnes to reduce
‘interest rates and avoid the credit crunch. | ’
|
3. Only when countries’ assets are properly vlalued (oreven ‘undervalued) will investors come
back in, , .

. Counterarguments: 1
. B 1

1. Depreciation will make things worse (wd cause stagﬂauon) ngen the large amount of currency
foreign debt. It also raises the costs of 1mported mputs for exponers

'2. The fact that East Asian exports have not sxgmﬁcantly mcreased in spite of the large
 devaluations suggests that the contractionary effects of devaluatxon may. be more important than -
the expansxonary ones.. B :

: i _

. - | . :

3. We cannot afford another round of “competitive devaluations”.
4. Since inflation has not kept pace with the nominal devaluation, we have observed a significant
real depreciation of the regional currencies. It is hard to argue that they are now overvalued in

1
4
!
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real terms. Note also that even before the crisis, these currencies had not appreciated in real terms
by large amiounts. :

5. Why not have lower interest rates anda 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 ,
more deprecigtions. \

i
Caveats: ' - l
!

While further devaluations may not be a good idea, a nominal and real appreciation (from the
bottom levels of the winter) may also be bad and might have to be prevented. For example, the
Korean won has appreciated by over 20% smce its lows and this is hurting Korean export
competitiveness. Of course, the apprecxanon helps the financial conditions of firms and banks that
had heavily borrowed in forexgn currency. | :

|

~ Critique #10 Manetary pohcy is currently too tzght in Japan. An aggrcsswe monetary
expansion will lead to a resumption of growth in Japan.

Exponents and their arguments; i

' - . g p : I .
Krugman, Greenwood, recent WSJ Op-Ed pieces, some Japanese economists.

While nominal interest rates are very low in .}Iapan right now, the country is stuck in a liquidity
trap and households are not willing to consume. 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 to zero, such a policy will lead to negative real mterest
rates and stimulate demand. l

Counterarguments: : : l
7/ .
1. A very expansionary monetary policy will'lead to a rapid depreciation of the Yen and stimulate
Japanese net exports. While this might be good for Japan, it would have two nefarious
consequences: s - | \
a The US bilateral trade deficit w1th Japan wxll become even worse leading to serious pohtncal
consequences (strong protectionist pressures in the US). Japan should not get out of its recession
|
through a beggar-thy-netghbor increase in extemal demand (expendlturewswntch policy) but rather
through an increase in domestic demand driven by a fiscal expansnon (expendlture-mcreasmg

This document explains the views of critics, not the views of members of the administration.
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policy).

b. A fall in the yen will cause panic in exchange rate markets in Asia and cause another round of
 stagflationary currency devaluations in the entire East Asian region; the risk is that even China and
Hong Kong will devalue their currencies. The fall of the yen might also spread to other regions:
the currencies of Russia, Eastern Europe and Latin America may be subject to speculanve attacks.
The currency-markets in Asia already pamcked in June before the joint US/Japan currency
intervention. The same will happen if the yen starts to fall again. Further devaluation in the crisis
countries in East Asia would be stagflationary because of the still very large burden of currency
denominated foreign liabilities, We cannot. afford another round of competxttvc devaluatlons in
Asia; it will be hlghly destabxhzmg %
‘ , :
2. Tt is not obv:ous that, given the lack of corifidence of Japanese households and firms, a
inflationary monetary expansion will have the desired effect on private.demand. It may just lead to
capital flight and accumulation of mﬂatlon-proof foreign assets rather than spending on domestic
goods. , 1
3. The last time Japan played the game of actively stimulating inflation to depreciate the yen
(1972-73), the consequences were disastrou$ as inflation exploded and Japan was then forced to
implement a sharp monetary tightening in 1974 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 ;‘)ohcy of aggressive monetary expansion as a way to
actively increase inflation and prevent ﬁmher appreciations of the yen that had appreciated
relative to the US dollar after the breakdown of the Bretton Woods system in 1971, This
monetary policy “mistake” in 1972-73 (i.e. ﬁght yen appreciation with an active pro-inflation
policy) together with very accommodative wage settlements after the onset of the oil shock
“explains the “Wild Inflation” ["Kyoran Bukka”] of 1974 (over 30%). The monetary tightening in
1974-75 that followed this policy mistake led to a rapid fall of inflation at a cost of a very severe -
recession in 1974 and early 1975. ‘ ;

i

4. Japan should fix its financial system and its banks. The lingering structural problems of the
financial system are one of the most importan‘t dragging forces on economic growth.

Caveats:

: ‘ | '
1. Krugman's reply to the Yen depreciation cBunterargument is as follows. “An inflationary policy
is definitely a weak yen policy. So? The curreht fear is that if the ycn goes, so will the yuan, and =
then there will be a free-for-all of co‘mpetitivél 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~<>lds 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 and ask about the findamentals. Suppose the yen falls
another 30 percent, and that non-Japan Asia devalues 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

This document explains the views of critics, not the views of members of the adminisiration.
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DEPARTMENT OF THE TREASURY : , :
WASHINGTON D.C. :

July pz, 1998

ASSleANT SECRETARY .
RS _ : , Information

MEMORANDUM F OR SECRETARY RUBIN
. DEPUTY SECRETARY SUMMERS
| |
FROM: Timothy F. Geithner iﬂ‘ %
Assistant Secretary (Internatxonal Affalrs)

SUBJECT: Summary of Pending Legisla‘ﬁve Proposals on IMF Funding -

. | .

- As we near the August recess, with prior Senate floor action now foreclosed, 1 thought it would
be useful to provide you with a summary of the key legislative provisions contained in the latest
versions of the bills moving through the House 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 majolr features and issues of pending legislative language;
there are other less problematic issues that we will continue to address at the staff level. Among
those, especially in the House bill, is a mynad of overlapping and onerous reporting - '
requirements that we will work to streamline and condense in conference; legislative staff have

: been generally receptive to thxs suggestion. *

I. Senate
The FY98 Supplemental Appropriation for [IMF passed in March by 84-16 and providing the
full $18 billion, has been added to the FY99 Forelgn Operations Appropriations bill adopted by
the Appropriations Committee on July 21 and is now awaitmg floor action. This makes the
supplemental fully conference-able with whatever IMF provisions emerge in the House’s version
of the FY99 Foreign Ops bill. To review the major features and outstanding issues in the

, Senate bill: : . :

Cbndit:‘omr on Availability of Funds

There are no conditions on the NAB.. Avai ablhty of funds appropnated for the quota increase is
subject to certification by the Treasury Secretary that the G-7 has “publicly agreed to, and will

- seekito implement in the Fund,” policies that require borrowing countries to (1) liberalize trade
restrictions, at a minimum consistent with existing international agreements, and (2) eliminate
the [pervasive] practice or policy of dxrected lendmg or provision of market-distorting subsidies.
We will push in conference to add ¢ pervamlve " as indicated, which the House appropriators
agreed to add to their latest language. As you know, we’ve had discussions with the G-7 on thls

" language and are confident that a public statemem to the required effect can be obtamed if and
when needed as a basis for certification. -

;1'
|
 1



Major Outstanding Issues

(1) “Micron” Language: As now drafted, the bill would require the Treasury Secretary to certify
that no IMF resources have resulted “in anyi form” of support to a number of specified major
industries, including semiconductors, in borrowing countries. Failure to certify would require
the USED to oppose program disbursements, and annual certifications would be required. This
is clearly unacceptable in both substance and scope (although we believe it was intended to
apply to Korea only), as we have explained to staff. Numerous subsequent discussions with
Micron have failed to satisfy their complaints and thus lay the basis for mutually agreeable
language, $0 this is likely to be an item for ﬁnal resolution in conference. :

12) Central Bank disbursement reports: The bill would require annual reports by the Secretary
n “the direct and indirect institutional recxplents of IMF resources in borrowing countries,
mc]udmg ‘the institutions or banks mdxrectly supported by the Fund through resources made
-available by the borrower’s Central Bank.” | ! i We have informed staff that this is unacceptable and
must be renegotiated in conference. I :
. . |
Other Notable Provisions l
(1) Advisory Commission: Composed of at least 5 former Treasury Secretaries, this IF1
. Advisory Commission would report within |1 80 days on the IMF’s future 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 conference, and we have not protested too loudly.
~ (2) Bretton Woods Conference: Would req:uire the President to call a conference of IMF, IBRD
and WTO representatives to consider the “structure, management and activities” of the three
. institutions, including merger, and their capacity to contribute to growth, exchange-rate stability
~ and crisis response. Also likely to be amended in conference, also not 1dennﬁed by us as a deal-
breaker. : !
|
II. House |

The full Committee’s markup of its FY99 Foreign Ops bill, scheduled for July 22, was called off
indefinitely (no action before September), but we know the language that was to be considered
and it should lay the basis for later House acnon and/or conference, since most of it was reported
by the Subcommittee after its July 15 markup That bill contained an appropriation for the NAB.
only; but has authorization language for the{quota increase (as well as NAB) and spec;ﬁes
conditions that would apply to the quota mclrease should it be appropraated at some point.

Condz!zons on Availabili ity of F unds
Quota Increase: )T he draft generally foilowé the Senate language on Treasury certification

2




of G-7 agreement on IMF reforms, although it helpfully drops the Senate enumeration of G-7
countries, at our request, and adds * pervasrve ’ to the lending condition requiring elimination of
directed lending and subsidies. Unhelpful]y, the Chairman of the Federal Reserve would be
required to provide a joint certification. (The Fed is not thrilled, but will not protest.) It also

adds a third lending condition, requiring thei borrowing country to “guarantee nondiscriminatory
treatment in insolvency proceedings between domestic and foreign creditors, and 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 see no major substantive objection to this new
condition, except to “guarantee,” which is lmpractrcally strong, we have cautioned that the i issue
has not been discussed w1th the G-7 and therefore could pose a serious problem and delay the
quota increase. - i
(2) The draft retains, from the House Bankrlng Comumittee bill, the Sanders-Bachus provision
condrtlonmg U.S. consent to the quota increase on a certification by the Secretary that “the
investors and banks have made a srgmﬁcant contribution in conjunction with a financing
package that, in the context of an 1ntematronal financial crisis, might include taxpayer-supported
official financing.” Staff knows this is unacceptable fidelity to the Banking Committee bill has
so far prevented the minority from accedrng to its deletion, which is acceptable to the majority.

NAB: The bill would subject NAB availabill_ity 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 requires 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
specified disclosure policies were drafted with our 1nput and describe reforms that we believe are
achievable, we have informed staff that it is|extremely unlikely that the Executive Board would -
adopt the changes in time for enactment thrs year, thereby delaying the NAB until next year, at
the earliest. (This would also make the Congressronal approval clause that much more
problematic, separating it from the larger bill and giving Congress greater potential leverage

later.) The required policy changes are: |

. Within 3 months of meeting dates, the IMF must publish summaries of Executive Board
meetings on Letters of Intent, Pollcy| Framework Papers, Article IV’s and changes in
general IMF policy, with redactrons for national security, market-sensitive and

, proprretary information.

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

|
Other Major Issue o

i
ESF The bill would require the Secretary to notify Congress 36 hours in advance of any ESF
disbursement as part of an IMF-led stabrhzatron effort. We’ve informed staff of our strong
obJectrons to any restrictions on ESF ﬂexrbrlrty, both on substantrve and procedural (i.e.




germaneness) grounds. o

'Other Notable Provisions ' S

| :
(1 ) Adw ory Commission: Similar to the Senate’s, but requires oniy 2 former Treasury
Secretaries and limits total membership to 8. It would also report within 180 days, but its
mission is stated more broadly than the Senate Shulz-oriented provision.

}

52) Internanona Adwsog{ Commlttee Rcl,qulres the USED to usé voice and vote to establisha .

permanent advisory committee to the Interim Committee, consisting of elected members of the
national legislatures of the S appointed chalrs (US, Germany, France, UK, Japan). ThlS is
reportedly a suggestion of Speaker Gmgnch :

|

|

cc: - U/S Lipton
AJS Robertson
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