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DEPARTMENT OF THE TREASURY
WASHINGTON :

UNDER .SECRETARYA_ ' N . May 1, 1995 -

, MEMORANDUM FOR SECRETARY RUBIN

- FROM . " Lawrence H. Summer%
Under Secretary

International Affairs

SUBJECT: Renewal of $1 billion Short-Term Swap Line with Mexico

ACTION FORCING EVENT:

~ The Government of Mexico has submitted a request to the United States monetary authorities
for renewal of its $2 billion drawing under a 90-day swap line, scheduled to mature on
May 3, 1995. The request includes renewals for both portions of the drawing, $1 billion
from the Treasury Department’s Exchange Stabilization Fund and $1 billion from the Federal
Reserve, for a value date of May 3. With your approval of this roll-over, the total amount
outstanding under the U.S. Mexico Framework Agreement will remain at $8 billion.

RECOMMENDATION:

That you authorize the roll-over of Treasury’s $1 billion swap-line for an additional 90-day
period, with a new maturity date of August 1, 1995.

__Agree Disagree o _Let’s Discuss

 BACKGROUND:

‘Mexico made two drawings of $250 million each on the Treasury and the Fed short-term
swap lines on January 11, 1995, and January 13, 1995, for a total of $1 billion in January
It drew an additional $2 b11110n on these short-term swap lines on February 2, 1995. It made
a $3 billion medium-term swap drawing on March 14, 1995, and repaid on that date the $1
billion of the January drawings. Most recently, Mexico _drew $3 billion from the vmedium'
term swap facility for value date April 19. Mexico has not missed an interest or repayment
date under either the short-term swaps under the ESA/NAFA or the medium term drawmg

~-under the MTA..

With your approval of this fenewal, the total amount outstanding under the U.S.-Mexico
‘Framework Agreement will remain at $8 billion. The General Counsel’s Office reviewed the



@

issue of whether, for this renewal, Presidential- certification is required under the Mexican
Debt Disclosure Act. The Office has determined that no such certxﬁcatlon is required, and
the Department of Justlce has concurred. ’ :

Enclosed at Tab C are two authorizations, one for the renewal of the Treasury Drawmg, and
the .other authonzmg the Federal Reserve to renew its portion. »

ATTACHMENTS: Tab A: . Mexico's Request for Renewal
Tab B: Implementing Annex No. 5
Tab C: . Proposed Authorizations
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FINAL DRAFT TELEX ‘FROM BANCO DE MEXICO

REQUESTING RENEWAL OF $2 BILLION DRAWING MATURING MAY 3, 1995

(TEST]
APRIL __, 1995

TO:
NO.

1.

FEDERAL RESERVE BANK OF NEW YORK
ATTN: PAULINE CHEN

—

WE REFER TO OUR MESSAGE NO. 23 TO YOU DATED JANUARY 31,
1995, REQUESTING A DRAWING IN THE AMOUNT OF USD $2,000
MILLION ("DRAWING") TO BE ALLOCATED EQUALLY BETWEEN THE U.S.
MONETARY AUTHORITIES PURSUANT TO (A) THE U.S. DOLLAR/MEXICAN
PESO RECIPROCAL SWAP ARRANGEMENT BETWEEN THE. FEDERAL RESERVE
BANK OF NEW YORK ("FRBNY"), ACTING AT THE DIRECTION OF THE .
FEDERAL OPEN MARKET COMMITTEE, AND THE BANCO DE MEXICO DATED
APRIL 26, 1994, AND AS AMENDED JULY 26, 1994, AND APRIL 3,
1995 ("REGULAR SWAP ARRANGEMENT, AS AMENDED") AND (B) THE
EXCHANGE STABILIZATION AGREEMENT AMONG THE UNITED STATES
DEFARTMENT OF THE TREASURY (“"TREASURY"), WITH THE FRBNY
ACTING AS THE TREASURY’S FISCAL AGENT, THE GOVERNMENT OF
MEXICO, AND THE BANCQ DE MEXICO DATED APRIL 26, 1994 '
("SEPARATE AGREEMENT"). THE DRAWING IS CURRENTLY SCHEDULBD
TO MATURE ON MAY 3, 1995.

IN ACCORDANCE WITH PARAGRAPH ITXII OF THE REGULAR SWAP
ARRANGEMENT, AS AMENDED, WE HEREBY REQUEST A RENEWAL OF THE
FRENY PORTION OF THE DRAWING FOR AN ADDITIONAL 30 DAY
PERIOD, WITH A PROPOSED NEW MATURITY DATE OF AUGUST 1,.1985
{("FRBNY RENEWAL") .

WE HEREBY REQUEST A RENEWAL OF THE TREASURY PORTION OF THE
DRAWING FOR AN ADDITIONAL 90 DAY PERIOD, WITH A PROPOSED NEW
MATURITY DATE OF AUGUST 1, 1895 ("TREASURY RENEWAL"). WE
UNDERSTAND THAT THE TERMS AND CONDITIONS FOR THE PROPOSED
TREASURY RENEWAL WILL BE SET FORTH IN THE NEW IMPLEMENTING
ANNEX TO BE AGREED BETWEEN THE TREASURY AND THE BANCO DE
MEXICO ("NEW IMPLEMENTING ANNEX") .

WE CONFIRM THAT THE PROPOSED FRBNY RENEWAL WILL BE SUBJECT
TO THE TERMS AND CONDITIONS OF THE REGULAR SWAP ARRANGEMENT,
AS AMENDED, AND THAT THE PROPOSED TREASURY RENEWAL WILL BE
SUBJECT TO THE SEPARATE AGREEMENT AND THE NEW IMPLEMENTING
ANNEX. WE ALSO CONFIRM THAT A REQUEST FOR RENEWAL HAS BEEN
MADE TO THE BANK OF CANADA PURSUANT TO PARAGRAPH S5 (A). OF THE
NORTH AMERICAN FRAMEWORK AGREEMENT DATED APRIL 26, 19394, AS
AMENDED. |
REGARDS, |
'ALONSO GARCIA
'MARIO BEAUREGARD
BANCO DE MEXICO
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‘IMPLEMENTING ANNEX NO. 5 -- APRIL 28, 1995

‘Pursuaht to

(a) * the North American Framework Agreement among the
Government of the United Mexican States, the Banco de Mexico, the
United States Department of the Treasury, the Federal Reserve
Bank of New York acting at the direction of the Federal Open
Market Committee, and the Bank of Canada, signed on April 26,
1994, as amended, ' :

(k) - the Exchéngé Stabilization Aqreemént among the United

‘States Cepartment of the'Treasury, with the Federal .Reserve ‘Bank

of New York acting as its fiscal agent, the Banco de Mexico, and
the Government of the United Mexican States, signed on April 26,
1995 (the "ESA"), . : : .

(c) Vthe Implementing Annex No. 1, dated January 5, 1995,
among the United States Department of the Treasury, the Banco de
Mexico, and the Government of the Unlted Mexican States ("Annex
No. 1"}, and

(d) the Implementing Annex No. 4, dated February 23; 1985,
among the United States Department of the Treasury, the Banco de
Mexico, and the Government of the United Mexican States (“Annex
No. 4") ' ’

] . : .
the United States Department of the Treasury (the "Treasury"),
the Federal Reserve Bank of New York (the "FRBNY"), acting as the
Treasury's fiscal agent, the Banco de Mexico (the "Bank"), and
the Government of the United Mexican States (the "Government of’
Mexico") hereby agree in this fifth implementing annex ("Annex
No. 5"} to the ESA that: :

(1) the draw1ng of U.S. $1.0 billion, for a value date of
February 2, 1995,. currently scheduled to mature on May 3, 1995
(the “Txeasury Draw1ng"), may be renewed for an addltlonal 90-day
period, with a new maturity date of August .1, 1995 (the "Second-
Treasury Drawing Perlod"), ) '

- (2) forAthe Second Treasury'Drawing Period/‘the Bank shall

utilize the same interest rate and dollar-peso exchange rate for
the Treasury Drawing as those calculated by the FRBNY for. the
FRBNY Renewal, as set forth and defined in the Regular Swap
Arrangement, As Amended. Undefined terms in this Implementing
Annex have the same meaning as in the Bank's Telex Requesting a
Renewal of the $2 Billion Drawing Maturing May 3, 1995;

(3) on Méy 3, 1995, the Bank shall pay, in U.S. dollars, to
Treasury Special Account No. 2 .at the FRBNY, the amount of
interest accrued on the Treasury Drawing, which amount shall be



the same as that paid to the FRBNY under the Regular Swap .
Arrangement, As Amended;

' (4) by transmitting a copy of this Annex No. 5 and an
authenticated telecommunication to the FRBNY containing the word
"Silver'" and its name, Treasury indicates its consent to the
terms of this Annex No. 5; and . ‘

(5) by transmitting a copy of this Annex No. 5 and an
authenticated telecommunication to the FRBNY containing the word
"Gold" and its name, the Bank indicates its consent and the
consent of the Government of Mexico to the terms of this Annex
No. 5. : ‘ :
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UNCLASSIFIED
1 1 011430  MAY 9 PP PP UUUU
DEPT OF THE TREASURY WASH DC
FEDERAL RESERVE BANK OF NEW YORK
ATTENTION: MESSRS. FISHER, BENTLEY, AND
REISACH

UNCLAS'

- QQQQ

SUBJECT: AUTHORIZATION FOR RENEWAL OF §1 BILLION MEXICAN
' DRAWING UNDER THE EXCHANGE STABILIZATION AGREEMENT

1. WE REFER TO THE REQUEST MADE BY THE BANCO DE MEXICO
("THE BANK") IN ITS MESSAGE NO. 53 TO YOU DATED APRIL 28, 1995,
FOR RENEWAL OF ITS DRAWING, MADE ON FEBRUARY 2, 1995, DUE
- MAY 3, 1995, AND IN THE AMOUNT OF $1,000,000,000.00. THIS DRAWING
WAS MADE BY THE BANK PURSUANT TO ITS MESSAGE NO. 23.

. , PURSUANT TO SUBPARAGRAPH 4 OF IMPLEMENTING ANNEX NO. 5
DATED APRIL 28, 1995, TREASURY SENDS “SILVER" AND AGREES TO
AND AUTHORIZES THE REQUESTED RENEWAL AS DEFINED HEREIN.

3. PLEASE NOTIFY US OF NEW EXCHANGE RATE AND INTEREST RATE.

4. PLEASE CONFIRM YOUR RECEIPT OF THIS MESSAGE.

TIM GEITHNER

DEPUTY ASSISTANT SECRETARY :
INTERNATIONAL MONETARY POLICY
MAY 1, 1995

DRAFTED BY MTF/DHOLMES, 622-7262 /Oﬂ/ // §// / 75

i [
CONCURRINCE BY MTF/MBUDINGTON/D IKOW /V),% S / /{v S @WJ
IMO/JLANGE /) r [pen phe
GL’RMUNK/DJOY 90/

7u
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UNCLASSIFIED
1 1 011430 MAY 95 PP PP UUUU
DEPT OF THE TREASURY WASH DC
FEDERAL RESERVE BANK OF NEW YORK
'ATIENTION: MS. PAULINE CHEN
'UNCLAS
QQQQ

SUBJECT: ~CONSENTING TO RENEWAL OF FRBNY SHORT-TERM
SWAP MATURING MAY 3, 1995

l. - WE REFER TO:

(A) MESSAGE NO. 23 TO YOU FROM THE BANCO DE MEXICO

("THE BANK") DATED JANUARY 31, 1995, REQUESTING A DRAWING__.

IN THE AMOUNT OF USD $2,000 MILLION TO BE ALLOCATED
EQUALLY BETWEEN THE UNITED STATES DEPARTMENT OF THE
TREASURY ("TREASURY") AND THE FEDERAL RESERVE BANK OF
NEW YORK ("FRBNY") AND THAT WAS ORIGINALLY SCHEDULED
TO MATURE ON MAY 3, 1995 ("DRA\VING"), ‘

(B) THEU.S. DOLLAR!MEXICAN PESO RECIPROCAL SWAP
ARRANGEMENT BETWEEN THE FRBNY, ACTING AT THE
DIRECTION OF THE FEDERAL OPEN MARKET COMMITTEE, AND
THE BANK DATED APRIL 26, 1994, AS AMENDED JULY 26, 1994,
AND APRIL 3, 1995 ("REGULAR SWAP ARRANGEMENT AS
AMENDED");

(C) MESSAGE NO. 53 TO YOU FROM THE BANK DATED APRIL 28,
1995, REQUESTING A RENEWAL OF THE FRBNY PORTION OF THE
- DRAWING FOR AN ADDITIONAL 90 DAY PERIOD, WITH A NEW
MATURITY DATE OF AUGUST 1, 1995 ("FRBNY RENEWAL“);

(D) THE LETTER DATED FEBRUARY 21, 1995, FROM ROBERT E. RUBIN
SECRETARY OF THE TREASURY, TO ALAN GREENSPAN,
CHAIRMAN, BOARD OF GOVERNORS OF THE FEDERAL RESERVE
SYSTEM, AND WILLIAM J. MCDONOUGH, PRESIDENT FRBNY

» ("TREASURY LETTER") AND

(E) -THE LETTER DATED FEBRUARY 17, 1995, FROM ALAN GREENSPAN,
CHAIRMAN, BOARD OF GOVERNORS OF THE FEDERAL RESERVE
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SYSTEM, TO ROBERT E. RUBIN, SECRETARY OF THE TREASURY.

2. THE TREASURY HEREBY PROVIDES WRITTEN CONSENT TO THE FRBNY
RENEWAL AND CONFIRMS THAT THE TREASURY’S COMMITMENT
CONTAINED IN THE TREASURY LETTER APPLIES TO SUCH RENEWAL. .

TIM GEITHNER

DEPUTY ASSISTANT SECRETARY
INTERNATIONAL MONETARY POLICY
MAY -1, 1995,

DRAFTED BY MTF/DHOLMES, 622-7262 aff // / 7S
D
CONCURRENCE BY MTF/MBUDINGTON/DZELIKOW /14 €, / / =, oo
IMO/JLANGE Okl f~ 9/~ s
G/RMUNK/DJOY
(1}e8 /Ru
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DEPARTMENT OF THE TREASURY
WASHINGTON

UNDER SECRETARY ‘ . . May 1, 1995

ACTION
'MEMORANDUM FOR SECRETARY RUBIN

- FROM: . Lawrence H. Summer%& |
. Under Secretary - -
' International Affairs

SUBJECT: Renewal of $1 billion Short-Term Swap Line with Mexico

ACTION FORCING EVENT:

~ The Governmient of Mexico has submitted a request to the United States monetary authorities
- for renewal of its $2 billion drawing under a 90-day swap line, scheduled to mature on
May 3, 1995. The request includes renewals for both portions of the drawing, $1 billion- -
from the Treasury Department’s Exchange Stabilization Fund and $1 billion from the Federal
Reserve, for a value date of May 3. With your approval of this roll-over, the total amount
outstanding under the U.S. Mexico Framework Agreement will remain at $8 billion.

RECOMMENDATION:

That you authonze the roll-over of Treasury’s $1 billion swap-line for an additional 90-day
period, with a new maturity date of August 1, 1995.

_Agree _ Disagree | . Let’s Discuss

BACKGROUND:

Mexico made two drawings of $250 million each on the Treasury and the Fed short-term
swap lines on January 11, 1995, and January 13, 1995, for a total of $1 billion in January. .
It drew an additional $2 billion on these short-term swap lines on February 2, 1995. Tt made
a $3 billion medium-term swap drawing on March 14, 1995, and repaid on that date the $1
billion of the January drawings.” Most recently, Mexico drew $3 billion from the medium
term swap facility for value date April 19. Mexico has not missed an interest or repayment
date under either the short-—term swaps under the ESA/NAFA or the medium term drawmg
under the MTA. ‘

With your approval of this renewal, the total amount outstanding under the U.S.-Mexiéq |
Framework Agreement will remain at $8 billion. The General Counsel’s Office reviewed the

EXECUTIVE SECRETARIAT
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issue of whether, for this renewal, Presidential certification is required under the Mexican

Debt Disclosure Act. The Office has determined that no such certlﬁcatmn is required, and
the Department of Justice has concurred. ~

Enclosed at Tab C are two authonzatxons one for the renewal of the Treasury Drawmg, and
the other au!honzmg the Federal Reserve to renew its portion.

ATTACHMENTS: Tab A: - A Mexico’s Request for Renewal
Tab B:- Implementing Annex No. 5

Tab C: S Proposed Authorizations
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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C.
May 16, 19%5

SECRETARY OF THE TREASURY

President William J. Clinton
The White House
Washington, D.C. 20500

Dear Mr. President:

Under Section 406 of the Mexican Debt Disclosure Act of 1995,
which is Title IV of the Emergency Supplemental Appropriations
and Rescissions for the Department of Defense to Preserve and
Enhance Military Readiness Act of 1995, you are required to
submit to Congress a certification that five conditions have been
fulfilled before funds can be made available from the Exchange
Stabilization Fund to Mexico. -On April 14, you provided such a
certification to Congress with respect to the April 19 swap
drawing under the Medium-Term Exchange Stabilization Agreement
(MTA) between the United States and Mexico. On May 9, Mexico
requested a $2 billion swap drawing, under the MTA, for value
date Friday, May 19. :

This 1etter\is to provide the basis for certification that the
first four conditions of Section 406 of the Mexican Debt
Disclosure Act of 1995 have been met. After careful
consideration, I have found that the first four conditions, which
follow, have been met, and I recommend that you certify that:

(1) there is no prOJected cost (as defined in the Federal
Credit Reform Act of 1990) to the Unlted States from the
proposed swap transactlon,

(2) all loans, credits,'guarantees, and currency swaps to
Mexico from the Exchange Stabilization Fund or the Federal
Reserve System are adequately backed to ensure that all U s.
funds are repaid;

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

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

The bases for my findings are as follows:

Condition (1). There is no projected cost (as defined 'in the
Federal Credit Reform Act of 1990) to the United States from the
proposed currency swap with Mexico. We have provided in the
Mecdium-Term Exchange Stabilization Agreement, concluded with
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Mexice on February 21, 1995, for the United States to be paid
interest on a quarterly basis equal to the rate assessed on a
91-day Treasury Bill plus a premium determined by the United
States. The interest and premium on the proposed swap will be
sufficient, according to the Office of Management and Budget, to
offset the cost of the swap as calculated under the Federal
‘Credit ‘Reform Act of 1990 for countries having a credit rating
like that of Mexico.

In addition, the United States has secured three tiers of backing
for the repayment of currency swaps extended to Mexico: the full
faith and credit of the Government of Mexico, an assured source

of repayment including an 0il proceeds facility, and the currency.
(pesos) that w1ll be swapped for dollars. V

The proposed medlum—term transaction is a swap of dollar -assets
for peso assets, accrues interest, and is subject to a
maintenance of value provision for full repayment (in dollar
terms) at the maturity of the swap. Treasury has provided
dollars to Mexico through swap transactions numerous times in the
past, and Mexico has always fully repaid all obligations under .
them.

Condition (2). Mexico is meeting the requirement that "all
loans, credits, guarantees, .and currency swaps are adequately
backed to ensure that all United States funds are repaid...."
As noted above, the "backing" for the U.S. package is primarily
in three forms: first, the "full faith and credit" of the
Mexican Government; second an assured source of repayment,
including an oil proceeds mechanlsm that would allow the United
States a "set-off" against the proceeds of Mexican crude oil,
refined product, and petrochemical exports flowing through a‘bank
account in New York in the event that Mexico fails to meet its
obligations to the United States; and, third, the currency
(pesos) swapped for dollars.

Mexico remains current on its medium and short-term drawings from
the United States, recently making its first payment of interest
on the $3 billion medium-term swap that was extended on March 14,
1995. The United States has no reason to question Mexico’s "full
~ faith and credit" commitment to repay all of its obligations in a
- timely manner, as Mexico has promptly and fully repaid Treasury
for all of its past swap drawlngs.

As for the second form of "backing", the o0il proceeds facility is
in place. Through early May, approximately $1.28 billion in oil
- proceeds has flowed through the Mexican Government account at the
Federal Reserve Bank of New York. (Last year, Mexico earned
about $6.5 billion from the export of crude o0il, and over $700
million from the export of refined products and petrochemicals.)
If, for any reason, the proceeds of crude oil, refined product
and petrochemical exports fall below the floor ‘established in the
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February 21, 1995 agreements in order to ensure adequate backing,
Mexicc must find an alternative source of repayment which is
satisfactory to the Treasury Department teo avoid prepayment and
possikle denial of additional funds under the agreements.

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

Furthermore, Treasury has drawn on analyses from various sources
(including other U.S. government agencies) regarding future
Mexican o0il export revenues, to compare them against Mexico'’s
principal and interest payment obligations arising from
Treasury’s financial assistance. The Department of Energy’s
analysiis, for example, supports the conclusion that there is
adequate backing for a $20 billion facility.

Condition (3}

The ‘Bank of Mexico (the Bank) is already legally independent.
Mexico’s constitution asserts that the Bank "shall be autonomous
in the exercise of its function and its administration, " and that
"[i]ts primary objective shall be to ensure the stability of the
purchd51ng power of the national currency."

The Bank has empha51zed its independence by establishing a limit
on net domestic credit creation for which it, and it alone, will
be held accountable. This nominal limit is far less than the
projected rate of inflation, implying a decline in real credit
over this year. '

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

The Bank has demonstrated its independence by keeping monetary
policy tight. The monetary base has decreased substantially by
several measures. Between December 31, 1994 and May 9, 1995, the
nominal monetary base dropped. 20 percent a decline of close to
40 percent in real terms through April 28. Some of this decline’
is due to seasonal variations, but comparing the year-over-year
change in order to eliminate these effects, restraint on money
growth is still evident. The nominal monetary base increased 13
percent between April 1994 and April 1995, a 17 percent real
decline; this contrasts with a nominal increase of 21 percent
between December 1993 and December 1994, a 13 percent real
increase. Meanwhile, the peso has appreclated from above NP7 per
U.S. dollar to below NP6 per U.S. dollar.
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The Bank has also made progress through institutional reforms -
that enhance its .independence:

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

Moreover, the Bank is implementing a new system of
interbank transaction clearing. This new mechanism
should 1limit the exposure of the Bank to risk from
potential liquidity problems in the commercial banks.

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

Consistent with its independence, the Bank of Mexico is a
separate signatory to the Framework Agreement governing U.S.
support for Mexico, and its accompanying conditions.

Condition (4). Mexico has in effect a significant economic

reforn effort designed to reduce government spending and
involvement in the economy, redeem and reschedule short-term
government debt, and keep monetary and credit conditions tight so
as to maintain a strong peso. These steps will help to restore
economic confidence, increase private savings and investment,
raise productivity, and spur private initiative and growth. -

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

Fiscal measures that will improve the federal budget
balance from a deficit of 0.3 percent of GDP in 1994 to
a projected surplus of 0.5 percent of GDP in 1995, even
allowing for a rise in interest costs to 3.9 percent of
GDP. These steps are helping to lower domestic
consumption and increase national savings. Available
information confirms Mexico’s ongoing commitment to
maintaining tight fiscal policy. The GOM’s overall
economic budget surplus was NP5.1 billion for the first
quarter of 1995 compared to a surplus of NP4.3 billion
for the first quarter of 1994. The GOM ran a primary
surplus, excluding interest payments, of NP19.1
billion, well above the NP11.4 billion surplus for the
first quarter of 1994.°
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A strengthened monetary policy, as described above.

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

Sharp reduction in the stock of short-term, dollar-
linked tesobonos. The government has redeemed short-
term, dollar-indexed tesobonos to bring down the
outstanding stock of such obligations from $29.2
billion on January- 5, 1995, to roughly $12.5 billion
(as of May 11). - .

Steps to implement Mexico’s commitment "to undertake
privatization and concession operations," expressed in
the economic policy memorandum underlying Mexico’s
February 21 agreement with the United States. During
late April, the GOM took several steps to meet its
commitment to accelerate structural reforms. The GOM
submitted, and the Mexican Senate passed, a bill to
open long-distance telecommunications services to
private and foreign firms. The GOM also submitted a
bill, which the Chamber of Deputies passed, to amend
its constitution to allow private companies to build-
and operate natural gas pipelines and distribution
networks. This will help facilitate the privatization
of electricity and petrochemical plants, which use
natural gas, In addition, the Mexican Congress passed
constitutional changes allowing private and foreign
investment in railroads and satellite transmissions.

Re-establishment of a peso futures market in Chicago,
in which trading was activated on April 25, 1995.
Steps were also taken toward the establishment of such
a market in Mexico City.

Implementation of a the PROCAPTE program, a mechanism
which helps banks meet minimum capital requirements
while providing incentives for bank owners to take
corrective actions. In addition to these efforts to
support the banking sector, the Government of Mexico is
working with the World Bank and the Inter-American
Development Bank to secure a total of $2.25 billion in
loans to help finance troubled banks and teo strengthen
banking regulation. The World Bank Board is scheduled
to meet on June 15, and the IDB will meet on June 7.
It is projected that $1.3 billion would be made
available in July, with the rest becoming available in
early 1996. . :
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Creation and implementation of a program that allows
banks to restructure approximately 14-22 percent of the
loans outstanding throughout the banking system by
creating inflation-indexed loans (UDI’S)

Removal of certain limitations under the NAFTA on
foreign acquisitions of Mexican banks to facilitate
foreign investment in the banking systemn.

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

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

Please do not hesitate to let me know if you require further
1nformatlon concernlng this matter.

Slncerely,.

—2ugedil_

Robert E. Rubin
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‘ DEPARTMENT OF THE TREASURY )
' WASHINGTON

GENERAL COUNSEL

May 15, 1995

MEMORANDUM FOR SECRETARY RUBIN

FROM: LAWRENCE H. SUMMERS
UNDER SECRETARY (INTERNATIONAL AFFAIRS)

 EDWARD S. KNIGHT*%?ééLw~
GENERAL COUNSEL

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

ACTION FORCING EVENT:

Before $2 billion can be made available to Mexico next week
under the Medium-Term Exchange Stabilization Agreement, the
President must certify again to Congress that five conditions
set forth in the Department of Defense Emergency Supplemental
Appropriations act (signed into law by the President on April
10) have been met. As required for the April 19 Presidential
certification, the White House Counsel’s office has requested
a letter from you to the-President stating whether you have
found that the first four conditions have been met, and
whether you recommend that the Pre51dent certify that they
have been met.

RECOMMENDATION:

That you sign the tached letter to the President stating
that you have foydfd that the first four conditions have been
met and recommgAding that the President certify that they
have been me ,

Agree Disagree Let’s Discuss

BACKGROUND:

The Mexican Government has submitted a request to the
Treasury Department for a third drawing under the Medium-Term
Exchange Stabilization Agreement which was signed on February
21, 1995. If you approve the request, it is anticipated that
the drawing will take place on Friday, May 19, 1995.

Pursuant to Section 406 of Title IV of the Department of
Defence Emergency Supplemental Appropriations Act, the
President must submit to a number of Congre551onal committees
a certification as to at least the following four matters
before such funding may be extended:



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

(2) all loans, credits, guarantees, and currency swaps

to Mexico from the Exchange Stabilization Fund or the

Federal Reserve System are adegquately backed to ensure
- that all United States funds are repaid;

(3) the Government of Mexico .is making progress in
ensuring an independent central bank or an 1ndependent
currency control mechanism; and

(4) Mexico has in effect a 81gn1flcant economic reform_
effort.

With regard to the final statutory certification concerning
the provision of documents to Congress, the White House and
Justice are exploring whether the prev1ous certification is
sufflclent. :

'As mentioned above, and as required for the last drawing, the
White House Counsel’s office has requested a letter from you
as to whether you have found that conditions (1)-(4) have
been met with respect to this proposed. drawing, and whether
_you recommend that the President certify that they have been
met. (Since the last medium-term drawing on April 19, there
has been no significant development or change affecting any
of the conditions (1) through (4).)

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

Attachment:  Tab A: Letter to the President
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DEPARTMENT OF THE TREASURY
WASHINGTON ’

UNDER SECRETARY V May 15, 1995

MEMORANDUM FOR SECRETARY RUBIN

FROM: Lawrence Sunmer
a Under Secretary
International Affairs -

SUBJECT: Your Memo to the President on Mexico’s Stabilization

ACTION FORCING EVENT: . é

Attached is a draft of the memo we dlscussed updatlng the
President on Mexico’s stablllzatlon.

RECOMMENDATION:
That y sign the attached memo.

I Agree Disagree V Let’s Discuss

BACKGROUND: -

In the memo, you highlight some recent indications that our
financial support program and Mexico’s policy adjustments are
working to bring about the country’s financial stabilization.

You explain that the total amount of U.S. funds outstanding.

will rise to $10 billion with this week’s disbursement. Finally,
you suggest that, while Mexico’s finances are stabilizing, its
economy continues to deteriorate, hlghllghtlng the stressed -
banking sector and the large and growing job losses in other
sectors of the economy.

" ATTACHMENT: Tab A: . Memo for signature
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4 DEPARTMENT OF THE TREASURY
WASHINGTON, D.C.

July 27, 1995

UNDER SECRETARY

ACTIGH

MEMORANDU& FOR SECRETARY RUBIN | QCTION
"FROM: Lawrence Summer%yé%jﬁ
Under Secretary = ¢
International Affairs
. SUBJECT: Roll~over of $2 blllzon in Short-Term Swaps with
Mexico

ACTION FORCING EVENT:

on July 26, 1995, the Government of Mexico submitted a reguest to
the United States monetary authorities to roll-over its $S1
billion short-term swap with the Treasury Department's Exchange
Stabilization Fund (ESF) and its $1 billion short-term swap with
the Federal Reserve. These swaps were rolled-over once before,
on May 3, 1995, their original maturity date. The new maturity
date following these roll-overs would be October 30, 1995 for
both short-term swaps.

With these roll-overs, the total amount outstanding under the
U.S.-Mexico Framework Agreement would remain at $12.5 billion.

RECOMMENDATION: .

That you authorize the roll-over of Treasury's $1 billion short~
term swap with 'Mexico and consent to the roll-over of the Federal
Reserve's $1 billion short-term swap with Mexico for an
additional 90-day period, both w1th a new maturity date of
Octobe/,30 1995,

V/ Approve _Disépprove » Other

BACKGROUND:

Mexico drew $250 million from the Treasury and $250 million from
the Fed in the form of short-term swaps on January 11, 1995 and
January 13, 1995, for a total of $1 billion in January. It drew
an additiomnal $2 billion on these short-term swap lines on
“February 2, 1995. It made a $3 billion medium-term swap drawing
from the ESF on March 14, 1995, and repaid on that date the $1
billien of the January drawings, $500 million to the ESF and $500
millicon to the Fed. Mexico drew another $3 billion from the
nmedium~-term swap facility on April 19, $2 billion on May 19, and
$2.5 billion on July 5. Mexico has not missed an interest or
repayment date under either the short term swaps or the nedium-
term drawings. :

EXECUTIVE SECRETARIAT



With these roll-overs, the total amount outstanding under the
U.S.-Mexico Framework Agreement will remain at $12.5 billion,
$11.5 billion from the ESF and $1 billion from the Fed. The
General Counsel's Office reviewed, prior to the first roll-over
on May 3, the issue of whether Presidential certification is
required under the Mexican Debt Disclosure Act. The Office
determined that no such certification is required, and the
Department of Justice concurred. :

The terms and conditions of the roll-over of the Treasury portion
of the drawing are set forth in Implementing Annex No. 6,
attached at Tab B. Attached at Tab’'C are two authorizations, one
for the roll-over of the Treasury Drawing, and -the other
consenting to the Federal Reserve roll-over.

ATTACHMENTS : Tab A: Mexico's Request for Renewal
' Tab B: Implementing Annex No. 6
Tab C: Authorizations .
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FINAL ' ‘

IMPLEMENTING ANNEX NO. 6 -- JULY 26, 1995

Pursuant to

(a) the North American Framework Agreement among the
Government of the United Mexican States, the Banco de Mexico, the
United States Department of the Treasury, the Federal Reserve
Bank of New York acting at the direction of the Federal Open
Market Committee, and the Bank of Canada, signed on April 26,
1994, as amended, .

" (b) the Exchange Stabilization Agreement among the United
States Department of the Treasury, with the Federal Reserve Bank
of New York acting as its fiscal agent, the Banco de Mexico, and
the Government of the United Mexican States, signed on April 26,
1994 (the "ESAY), :

(c} the Implementing Annex No. 1, dated January 5, 1995,
among the United States Department of the Treasury, the Banco de
Mexico, and the Government of the United Mexican States ("Annex
No. 1"}, '

(d}) the Implementing Annex No. 4, dated February 23, 19985,
among the United States Deépartment of the Treasury, the Banco de
- Mexico, and the Government of the United Mexican States ("Annex
No. 4"), and ’

(e) the Implementing Annex No. 5, dated April 28, 1995,
among the United States Department of the Treasury, the Banco de
Mexico, and the Government of the United Mexican States ("“"Annex

No. 5"%)

the United States Department of the Treasury (the "Treasury"},

the Federal Reserve Bank of New York (the "FRBNY"), acting as the
Treasury's fiscal agent, the Banco de Mexico (the "Bank'"), and
the Government of the United Mexican States (the "Government of
Mexico") hereby agree in this sixth implementing annex ("Annex

No. 6") to the ESA that:

(1) the drawing of U.S. $1.0 billion, for a value date of
February 2, 1995, currently scheduled to mature on August 1, 1995
(the "Treasury Drawing"), may be renewed for an additional 90-day
period, with a new maturity date of October 30, 1995 (the "Third
Treasury Drawing Period");

(2) for the Third Treasury Drawing Period, the Bank shall
utilize the same interest rate and dollar-peso exchange rate for
the Treasury Drawing as those calculated by the FRBNY for the
FRBNY Renewal under the Regular Swap Arrangement, As Amended;



(3) on August 1, 1995, the Bank shall pay, in U.S. dollars, to
Treasury Special Accouht No. 2 at the FRBNY, . the amount of
interest accrued on the Treasury Drawlnq, which amount shall be
the same as that paid to the FRBNY under the Regular Swap

Arrahgement, As Amended;

(4) by transmitting a copy of this Annex No. 6 and an
authenticated telecommunication to the FRBNY containing the word
“Turquoise" and its name, Treasury indicates its consent to the

terms of this Annex No. 6;

{5) by transmitting a copy of this Annex No. 6 and an
authenticated telecommunication to the FRBNY containing the word
"Lapis" and 1ts name, the Bank indicates its consent and the
consent of the Government of Mexico to the terms of this Annex

No. 6; and

(6) undeflned terms in this Implementing Annex. have the same
"meaning as 1in the Bank s Telex Requesting a Renewal of the $2

Billion Draw1ng Maturlng August 1, 1995.
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DEPT OF THE TREASURY WASH DC
FEDERAL RESERVE BANK OF NEW YORK
ATTENTION: MESSRS. FISHER, BENTLEY,
REISCHACH, AND DUNGCA; MS. CHEN

UNCLAS
QQQQ

SUBJECT: AUTHORIZATION FOR RENEWAL OF $1 BILLION MEXICAN DRAWING
UNDER THE EXCHANGE STABILIZATION AGREEMENT

1. WE REFER TO THE REQUEST MADE BY THE BANCO DE MEXICO ("“THE

' BANK'") IN ITS MESSAGE NO. 72 TO YOU DATED JULY 26, 1995, FOR
RENEWAL OF ITS $1 BILLION DRAWING WHICH WAS MADE ON FEBRUARY
2, 1995 AND RENEWED PREVIOUSLY ON MAY 3, 1995 FOR A CURRENT
MATURITY DATE OF AUGUST 1, 1995. THIS DRAWING WAS MADE BY
THE BANK PURSUANT TO ITS MESSAGE NO. 23 AND RENEWED PURSUANT
TO ITS MESSAGE NO. 53.

2. PURSUANT TO SUBPARAGRAPH 4 OF IMPLEMENTING ANNEX NO. 6 DATED
JULY 26, 1995, TREASURY SENDS “TURQUOISE" AND AGREES TO AND
AUTHORIZES THE REQUESTED RENEWAL AS DEFINED HEREIN.

3. PLEASE NOTIFY US OF THE NEW EXCHANGE RATE AND INTEREST RATE.
4. PLEASE CONFIRM YOUR RECEIPT OF THIS MESSAGE.
JSHAFER/ T

ASSISTANT SECRETARY
INTERNATIONAL AFFAIRS

DRAFTED BY MBUDINGTON/MTF, 622-7546 A4B
CONCURRENCE BY DZELIKOW/MTE Sy
JLANGE/ IMO
RMUNK /G o B
JLISTER/IM (& P P77

APPROVED BY JSHAFER/I
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SUBJECT:

1. WE
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(B)

(C)

(D)

(E)

(F)

UNCLASSIFIED

280930 ‘JULY 95 pp pp uuuy

DEPT OF THE TREASURY WASH DC.
FEDERAL RESERVE BANK OF NEW YORK
ATTENTION: MESSRS. FISHER, BENTLEY,
REISCHACH, AND DUNGCA; MS. CHEN

CONSENTING TO RENEWAL, OF FRBNY SHORT-TERM SWAP MATURING
AUGUST 1, 1995 ' :

REFER TO:

MESSAGE NO. 23 TO YOU FROM THE BANCO DE MEXICO ("THE
BANK") DATED JANUARY 31, 1995, REQUESTING A DRAWING IN
THE AMOUNT OF USD $2 BILLION TO BE ALLOCATED EQUALLY
BETWEEN THE UNITED STATES DEPARTMENT OF THE TREASURY
(“TREASURY") AND THE FEDERAL RESERVE BANK OF NEW YORK

- (“FRBNY") AND THAT WAS ORIGINALLY SCHEDULED TO MATURE

ON MAY 3, 1995 { DRAWING")

MESSAGE NO. 53 TO YOU FROM THE BANK DATED XXX,
REQUESTING RENEWAL OF THIS DRAWING FOR AN ADDITIONAL
90~DAY PERIOD SCHEDULED TO MATURE ON AUGUST 1, 1995;

THE U.S. DOLLAR/MEXICAN PESO RECIPROCAL SWAP
ARRANGEMENT BETWEEN THE FRBNY, ACTING AT THE DIRECTION
OF THE FEDERAL OPEN MARKET COMMITTEE, AND THE BANK
DATED APRIL 26, 1994, AS AMENDING JULY 26, 1994, AND
APRIL 3, 1995 (“REGULAR SWAP ARRANGEMENT, AS AMENDED") ;

MESSAGE NO. 72 TO YOU FROM THE BANK DATED JULY 26,

1995, REQUESTING A RENEWAL OF THE FRBNY PORTION OF THE
DRAWING FOR AN ADDITIONAL -90-DAY PERIOD, WITH A NEW
MATURITY DATE OF OCTOBER 30, 1995 (“FRBNY RENEWAL");

THE LETTER DATED FEBRUARY 21, 1995, FROM ROBERT E.

RUBIN, SECRETARY OF THE TREASURY, TO ALAN GREENSPAN,
CHAIRMAN, BOARD OF GOVERNORS OF THE FEDERAL RESERVE

SYSTEM, AND WILLIAM J. MCDONOUGH, PRESIDENT, FRBNY

. UTRBASURY LETTER") ; AND-

THE LETTER DATED FEBRUARY 17, 1995, FROM ALAN
GREENSPAN, CHAIRMAN, BOARD OF GOVERNORS OF THE FEDERAL
RESERVE SYSTEM, TO ROBERT E. RUBIN SECRETARY OF THE
TREASURY.
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2 2 280930 JULY 95 PP PP UUUU
DEPT OF THE TREASURY WASH DC .-
FEDERAL RESERVE BANK OF NEW YORK
ATTENTION: MESSRS. FISHER, BENTLEY,
REISCHACH, AND DUNGCA; MS. CHEN V
UNCLAS

QQQQ

2. THE TREASURY HEREBY PROVIDES WRITTEN CONSENT TO THE FRBNY
RENEWAL AND CONFIRMS THAT THE TREASURY'S COMMITMENT
CONTAINED IN THE TREASURY LETTER APPLIES TO SUCH RENEWAL.

3. PLEASE CONFIRM YOUR RECEIPT OF THIS MESSAGE.

JSHAFER/I
ASSTSTANT SECRETARY
INTERNATIONAL AFFAIRS
DRAFTED BY MBUDINGTON/MTF, 622-7546 %>
CONCURRENCE BY DZELIKOW/MTF
JLANGE{Igg g
 RMUNK/GI |
JLISTER/IM MBY ?“’pm”“&<

APPROVED BY - JSHAFER/I
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FROM: Under Secretary Summers
THROUGH: I | |
SUBJECT:  Renewal of $2 billion short-term swap with Mexico

. REVIEW OFFICES (Check when office clears)
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~ [J Domestic Finance C [TATF.. . {J Scheduling
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ASSISTANT SECRETARY

DEPARTMENT OF THE TREASURY . ‘ A
: _ WASHINGTON, D.C. . : ?J_, @

19195 6

MEMORANDUM FOR SECRETARY RUBIN ' Information
THROUGH: * Deputy Secretary Summersﬁ |
FROM: Assistant Secretary Shafer 8
- SUBJ ECT: A Rollover of Outstanding Shert-Term SWaps with Mexico - Press and

Congressional Strategy

The Mexican government will request a rollover of the $1.3 billion balance of short-term swaps
outstanding, and we will be making a recommendation to roll this over. As you know, we anticipate
that this rollover will receive more attention and criticism from detractors of the Mexican support
program due to Mexico’s decision to repay $700 million earlier than expected. We have developed
the following strategy for press and legislative briefings to explain the conS|stency of this rollover
with our ongoing policy: -

\

PRESS:

. A press release announcing the publication of the October report to Congress on Mexico
would be issued on Friday, October 27. The release would highlight key points in the report
noting that both Treasury and the Federal Reserve are rolling over the $1.3 billion
outstanding in short-term swaps. (As has been the case each month, this rollover and those
that preceded it in May and August would be indicated in the text of the monthly report.)

. Public Affairs would direct key reporters to the mention of the rollover in the press release.

. We anticipate that this strategy would prompt low key coverage of the rollover over the
-weekend in advance of the end of the month.

CONGRESS:.

. We will contact staff of Congressional supporters of the Mexican support program on
Thursday night and Friday morning of this week. To the extent that we deem it warranted on
the basis of feedback from staff, we will recommend calls to key Congressional supporters of
the package. We will use these telephone calls to (1) inform staff and/or Members of the
rollover, (2) answer any questions, and (3) provide background material explaining why the
rollover is consistent with both Treasury policy and Mexico’s performance

The rollover 1tself would take place on October 30, for a new maturity date of January 29, 1996
You will receive a decision memorandum on the rollover by this Wednesday.
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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C.
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INFORMATION
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MEMO]RAN])UM FOR SECRETARY RUBIN' ‘  Information W % '
THROUGH: Deputy Secretary Summersﬁ ' Tjrca—m QD O--/\ "
FROM: Assistant Secretary Shafer ¥ $lho AL l('Cj T K-rv .
be Mo M. Sl ‘/l

SUBJECT: Rollover of QOutstanding Short-Term Swaps with Mexico - Press and VI

Congressional Strategy |

. -3

The Mexican government will request a rollover of the $1.3 billion balance of short-term swaps (=2,

outstanding, and we will be making a recommendation to roll this over. As you know, we anticipate gy,
that this rollover will receive more attention and criticism from detractors of the Mexican support Jé-—us- ,};
program due to Mexico’s decision to repay $700 million earlier than expected. We have developed

the followmg strategy for press and legislative briefings to explam the consistency of this rollover

with our ongoing policy: k

(2
: %B‘ m < leﬂ'
PRESS: | ' KT
. . <
. A press release announcing the publication of the October report to Congress on Mexico L"“’t
would be issued on Friday, October 27. The release would highlight key points in the report Az ,.SIZ,Q}
noting that both Treasury and the Federal Reserve are rolling over the $1.3 billion S

outstanding in short-term swaps. (As has been the case each month, this rollover and those L\“

that preceded it in May and August would be indicated in the text of the monthly report.) yA ~ '
cad.d
. Public Affairs would direct key reporters to the mention of the rollover in the press release.
. We aﬁticipate that this strategy would prompt low key coverage of the.rollover over the

weekend in advance of the end of the month.
CONGRESS:

. We will contact staff of Congressional supporters of the Mexican support program on
Thursday night and Friday morning of this week. To the extent that we deem it warranted on
the basis of feedback from staff, we will recommend calls to key Congressional supporters of
the package. We will use these telephone calls to (1) inform staff and/or Members of the
rollover, (2) answer any questions, and (3) provide background material explaining why the
rollover is consistent with both Treasury pollcy and Mexxco s performance

The rollover itself would take place on October 30, for a new maturity date of J anuary 29, 1996

You will receive a decision memorandum on the rollover by this Wednesday. )

EXECUTIVE SECRETARIAT
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DEPARTMENTOFTHETREASURY
i WASHINGTON, D.C.
| June 18, 1996

SECRETARY OF THE TREASURY

MEMORANDUM FOR THE PRESIDENT
FROM: . Robert E. Rubln QL((L/

SUBJECT: Potentlal Prepayment by Mexico

Mexico is working to arrange prepayment of a substantial portlon of -
the $10.5 billion still owed to the United States. The. ‘prepayment
would not be received until August. However, a transaction supporting
the prepayment is now going to the market. ' Rumors and press reports
are beglnxlng to surface.. f ' ‘ :

The prepayment would entall a "carve-out" (release) of some.of the
Mexican o0il export revenues associated with our financial support
program. The balance of the U.S. swaps will remain fully protected.

e A majority of the prepayment would come from proceeds of a bank
loan, backed by released oil export revenues in a structure akin.
to the U.3. facility., Mexico and its bankers are targetlng a
deal of $2.5 bllllon,,or possibly more.

. Mexico has also commltted to make an additiomal prepayment to the
'~ U.8. from other recent or prespective market flnanc1ngs :

. Because of the beneflts to the U.S., we are prepared to release
our claim®&to some oil. export proceeds to facilitate these
prepayments. %&e share of oil proceeds carved-out would be less
than the share ®f U.S. swaps prepaid, preserving adequate

coverage of Mexico's remalnlng obligations..

Now that prospects of completing a deal are ehcouraging, we will
inform key players in advance of a public announcement. :

. We could receive cr1t1c15m of the transaction from some in
Congress. However, most Members - and the public - will likely
view Mexico’s large prepayment - the results of a transaction:
structured to protect: U.S. interests - as ‘a major sign of the
program’s success. ! ' : :

*  Other G-7 members and the IMF may question why a large prepayment
should bée made to the U.S. without a corresponding reduction of
the IMF’'s exposure. The answer is that the prepayment 1is ‘
justified by the release of oil flows that we now control and the
extraordinary nature of the U.S. program .

CC: Leon Panetta 5 : ‘ o IR
Tony Lake - :
Laura Tyson



DEPARTMENT OF THE TREASURY
i WASHINGTON, D.C.

‘UNDER SECRETARY i
b

MEMORANDUM FOR SECRETARY RUBIN -
| . .
THROUGH : LawrencetSummers(;

"+ Deputy Secretary

FRCM: Jeffrey ﬁ Shafer

. \ Cpnder Secretary _
Internatlonal Affalrs
. i .

SUBJECT: ' Memorandum to the President on
Potentia% Mexico Prepayment
ACTION FORCING EVENT: |
Mexico -is working to arrange prepayment of a substantial portion
of the $10.5 billion still owed to the United States. While the
deal would not be completed, and prepayment received, until
August, a transaction is now goihg to the market. Rumors .and

press reports are beginning to surface.
~ RECOMMENDATION: |
t

That you‘sign the attached memorandum to the President. -

, N _ :
t
Agree i Disagree . .Let’'s Discuss

BACKGROUND: }

| 4 :
The prepayment would entall a "carve-out" (release) of some of
the Mexican oil export revenues associated with our financial
support program. A majorlty of the prepayment would come from
proceeds of a bank loan,. backed by released oil export revenues
in a structure akin to the U.S. facility.  Mexico and its bankers
.are targeting a deal of '$2.5 billion, or possibly more. Mexico
has also committed to make an additional prepayment to the U.S.

Because of the benefltslto the U.S., we are prepared to release
our claim to some 0il export proceeds to facilitate these
prepaymants. The share’ of 0il proceeds carved-out would be less
than the share of U.S. swaps prepaid, preserving adequate
coverage of Mexico’s remaining obllgatlons Prospects of
completing a deal are encouraging. ~

We will inform key players in advance of a public announcement.
We could receive criticism of the transaction from some in.
Congress, but most Members - and the publlc - will likely view
Mexico’s large prepayment as a major sign of the program’s
success Other G-7 members and the IMF may question why a large
prepayment should be made to the U.S. without a corresponding
reduction of the IMF's exposure; prepayment is justified by the
release of o0il flows that now protect our loan and the
extraordinary nature of the U.S. program.
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e WHITE HOUSE

T . WASHINGTON :
|
DATE: 6-19-96 |
'_‘_‘____.‘--"-""-.--‘
|

“ |

 NOTEFOR: The Honorable Robert E. Rubin
: . {

. The President has 1€V jewed the attached: and it is fqmarded to you

for your: ’ ‘ ' '

information . [

|

¢
‘Action [ ;
|
!

Thank you. o .
(x6-2702)

e ‘ ‘ !
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DEPARTMENT OF THE TREASURY

WASH!NGTON D.C. | gst Is PB . 25

- June 18, 1996

SECRETARY OF THE TR EASUR’Y"

FROM:" o Robert E Rubln ‘LC(L/

SUBJECT: Potentlal Prepayment by Mexico:
. o \ ‘

Mexico is working to arrange prepayment of a substantial portzon of -
the $10.5 billion still owed to the United States. The prepayment _
would not be received until August. However, a transaction supporting

the prepayment is now going to the market Rumors and press reports
are beginning to surface. r - '

The prepayment would entail a, "carve-out" (release) of some of " the
Mexican oil export revenues associated with our financial support
program. The balance of the U 3. swaps will remain fully protected.

» A majority of the prepayment would come from proceeds of a bank
loan, backed by released' oil export revenues in a structure akin-
“to the U.S. facility. Mexico and its bankers are targetlng a
deal of $2.5 billion, or’ p0581bly more.

. Mex1co has also commltted to make ‘an additional prepayment to the
U S. from other recent or prOSpecthE market financings. :

] 'Because of the benefits to the U S., we are prepared to release
our claim to some oil export proceeds to facilitate these
‘prepayments. The share of o0il proceeds carved-out would be less
than the share of U.S. swaps prepaid, preserving adegquate
coverage of Mexico’s remdaining obligations.

. i ’ )
Now that prospects of completing a deal are encouraging, we will
lnform key players in advance of a publlc announcement .

. We could receive CIlthlsm of the transaction from some in
Congress . However, most Members - and the public - will likely -
view Mexico’'s large prepayment - the results of a transaction-
structured to protect U. S interests - as a major sign of the
program’" success. : :

e ' Other G-7 members and theé' IMF may -question why a large prepayment
should be made to the U.s. without a correspending reduction of
the IMF’s exposure. The answer is that the prepayment is
justified by the release of oil flows that we now control and the
extraordinary nature of the U.S. program. T

CC: Leon Panetta
‘Tony Lake
Laura Tyson
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DEPARTMENT OF THE TREASURY

WASHINGTON D.C. S QBJUN IS Pg: 25

,iJnne lg, 1996

MEMORANDUM FOR THE P

NFROM: o Robert E. Rub:m {LC(\/ , ya

SUBJECT: Potential Prepayment by Mex1co

A i
Mexico is working to afrangd prepayment of a substantial portion of
the '$10.5 billion still owed to the United States. The prepayment
would not be received until August. "However, a transaction supporting
the prepayment is now going to the market Rumors and press reports
are beglnnlng to surface. :

The prepayment would entail;a "carve-out" (release) of some of the
Mexican oil export revenues associated with our financial support

_program. The balance of the U.S. swaps will remain fully protected'

l
. A majority of the prepayment would come from proceeds of a bank
loan, backed by released oil export revenues in a structure akin
to the U.S8. facility. MeXlCO and its bankers are targeting a
deal of $2.5 billion, or possmbly more.

. Mexlco has also commltted to make an addltxonal prepayment to the
i U.s. from other recent or prospective market - flnanc1ngs

. Because of the benefits to the U.S., we are prepared to release
our claim to some oil export proceeds to facilitate these
prepayiments. The sharel of oil proceeds carved-out’ would be less
than the share of U.S. swaps ‘prepaid, preserving adeguate
coverage of Mexico’s repalnlng obllgatlons

Now that prospects of completlng a deal are encouraglng, we will

inform key players in advance of a public announcement.

. We could receive cr1t1c1sm of the transaction from ‘some in |
Congress. However, most Members - and the public - will likely
view Mexico’s large prepayment - the results of a transaction .
structured to protect U.S. interests - as a major sign of the
program’s success, ,

1

. Other G-7 members and the IMF may questlon why a large prepayment
should be made to the U.S. without a corresponding reduction of"
the IMF’s exposure. The answer is that the prepayment is
‘justified by the release of oil flows that we now control: and ‘the
extraordlnary nature of the U.s. program. ' :

CC: Leon Panetta
Tony Lake !
Laura Tyson
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NOTEFOR: The Honorable Robertf E. Rubin

H

The President has reviewed the attached. and it i forwarded to you
for your: : ' ’ 3

[Information  [] ?

Action O !

Thank you. Staff Secretary

(x6-2702)

cc:

|
!
i\ .

i
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i
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DEPARTM ENT OF THE TREASURY
| WASHINGTON, D.C.

|

¥

UNDER SECRETARY . o
MEMORANDUM FOR SECRETARY RUBIN

THROUGH: - . Lawrence; Summers
‘ Deputy Secretary

- FROM: Jeffrey R. Shafer
’ Under Secretary
Internatlonal Affalrs

BUBJECT: Memorandum to the Presxdent on Mexico Prepayment

ACTION FORCING EVENT:

On Thursday, Mex1co w11l announce a prepayment of at least $6.

- billion of the $10.5 bllllon still owed to the United States.
The 'precise amount will be determined Thursday afternoon.
Payment will be recelved on or about August 6.

RECOMMENDATION: i

!
That you 51gn ‘the attached memorandum informing the President of
the expected prepayment.

Agree V -Dﬂsagree Let's Discuss
— | —_—

i

BACKGROUND. ‘ l'

The prepayment would entail a "carve—out" (release) of some of
- the Mexican o0il export revenues backing our financial support .
program. All but $1 billion of the prepayment would come from

proceeds of a bank note deal backed by the carved out revenues in .~

a structure akin to the U.S. facility. An additional $1 billion
payment to the U.S., as well as a $1 billion payment to the IMF,
are largely to be funded from other recent private financings.
Mexico had previously announced that it would prepay $4.7 billion
to the U.S. The share of oil proceeds carved out would be less
than the share of U.S. ;swaps prepaid, preserving adegquate
coverage of Mexico's remalnlng obligations.

o , ! ,
We will inform other Xey players  in advance of a public
announcement Thursday. We could receive some criticism of the
transaction from some in‘Congress, but most Members - and the
public - will likely view Mexico's early (and larger than
previcusly announced) prepayment as a clear 51gn of the program's
success, ’ \

o~

|
i
!



Other G-7 members and the IMF have questloned why a large
prepayment should be. made to the U.S. without a correspondlng
reduction of the IMF's exposure. We have explained that
prepayment is )ustlfled both by Treasury's release of oil flows
that now protect our loan and the extraordinary nature of the '
U S. program i i

!
i
I



.DEPARTMENT OF THE TREASURY
1 WASHINGTON, D.C.

SECRETARY OF THE TREASURY . - July 24, 199‘6
' MEMORANDUM FOR THE PRESIDENT

l . N
|
Ro : : »
FROM , »Robert‘: E .RubinQ €. &€,
BUBJECT: . Prepayment by Mexico
. : : !
sSunmaxy, d

On July 25, we and the Mexicans will announce that their new loan
will enable the Government of Mexico to make at least a $6 billion
repayment, two years ahead of schedule. With this prepayment, we
will have gotten most of our money back, as. well as $1.2 billion
in interest. !

A month ago I informed you that Mexico. would be issuing a large
new syndicated loan and would repay the Treasury with the
proceeds. The market's' reaction to this loan has been very
strong. = Originally set at $3 blllion, the offering has been rated .
"investment-grade," which has pushed it to at least $5 billion. :
This anount may still be increased somewhat further, making it
possible for Mexico to prepay at least $6 billion .of the $10.5
billion still owed to the United States. We will know the precise
amount on Thursday, and'understand that President Zedillo would
like to telephone you that mornlng to tell you this news. We

" expect to receive the prepayment in early August.

. i . N .

To finance this prepayment, Mexico will use the proceeds of the
bank loan and another $1 billion from other recent market
financings. The combined payment will entail a "carve=-out"”
(release) of some of the Mexican o0il export revenues backing our
financial support program; the . balance of the U.S. swaps will

“ remain fully protected. The share of o0il proceeds carved-out would
be less than the share of U.S. swaps prepaid, preserving'adequate‘,
coverage of Mexico! s remalnlng obligations.

Mexico will also announce that it will prepay $1 billion to the
IMF. We have consulted with IMF management and with our G7 allies .
regarding ‘these developments. Some have expressed concern that
the IMF's exposure is not being reduced proportionately along with
ours. . We have explalned that the U.S. program was an
extraordinary one crafted in an emergency, that the crisis has now
passed and that contlnulng IMF involvement is consistent wlth its
role in the 1nternat10nal financial systen.

'&
;
!
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i
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These early repayments come as more qood news for both the U.S. |
and Mexico. While the effects of last year s recession are still
being felt, Mexico's eccnomy is once again growing. Mexico's
1nternat10na1 reserves have increased, and it can now refinance:
the emergency support package on more attractive terms. The U.S.
-is being repaid ahead of schedule and with interest earnings that
so far have totaled $1.2 billion. Our exports to Mexico,
meanwhile, have been running at record levels this year. We will
ensure that the publlc and interested Members of Congress are kept
1nformed of these develcpments. :

cc: Anthony Lake :
Laura Tyson :



13

1

'TﬁEASURY CLEARANCE SHEET MO

Deate
|
MEMORANDUM FOR: (J SECRE’I'ARY I DEPUTY SECRETARY [J EXECUT IVE SECRBI’A.RY
gacr ION O BRIEFING (J INFORMATION (] LEGISLATION
(] PRESS RELEASE C}PUBLICATION CJREGULATION g SPEECH
a ’I'E:STIMONY : EI OTHER
FROM: Sectetary Rubin
THROUGH: ___ L :
SUBJECT: Economic Sanctions
REV IEW OFFICES (Check when off‘ ice clears) ) ‘
O Uader Secrewary for Ffm:e ) (7] Enforcement - g Poifcy Management
{3 Domestic Fisance ! ‘ O ATF (J Scheduling
{J Economic Policy J Customs {J Public AffairwLisison’’
G Flscal ; « O FLETC : 0 Tax Pelicy
O FMS | { ‘ T Secret Service " O Tressurer
O Public Debt ; [ Generai Counnel OE& P
{0 Tospectar chnl [J Mine
£1 Under Scmu.ry for Inumnxond Allsirs . (CIRrRs o O Savmgc Bonda
O laternasional A!!m [T Legisiative Alfairs
: : 0 Management - [ Other
‘ Jocce )
NAME iPlease Typer INITIAL| DATE S OFFICE ~ TEL. NO.
INITIATORIS) - ! ' «
WEBarreda | 7z | omsAnT ‘ | 622-0168

REVIEWERS

DLiﬁdn - b{/ l 7/2vf 1A | f : 622-1270
| o
i ' .

'SPECIAL INSTRUCTIONS

= Review Officer ‘ o iDate CI Executive Secretary ‘ Date
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MEMORANDUM FOR:

| ‘
TREASURY CLEARANCE SHEET

b
s
i

!

Date

NO.

July 25, 1996

i ' , .
SECRETARY [1 DEPUTY SECRETARY [] EXECUTIVE SECRETARY

& ACTION i 1 BRIEFING {J INFORMATION [J LEGISLATION
[J PRESS RELEASE {0 PUBLICATION [J REGULATION [0 SPEECH ‘
{0 TESTIMONY | {0 OTHER

FROM: _ Deputy Secretar\f_Simmers

THROUGH: i !

SUBJECT: _ Mexican Carve-Out and Prepayment Plans

REVIEW OFFICES (Check when office clears

[ Under Secretary for Finance

[ Domestic Finance
[3 Economic Policy

[ Fiscal
0 FMS

[ Public Debt

£3"nder Secretary for Intemational Affairs

[J international Affairs

1

i
t
[
{
i

}

] Enforcement

3 ATF
- O Customs |

3 FLETC

0 Secret Service
0 General Counsel
O Inspector General
[JIRS

- [ Legisiative Affairs

O Policy Management
3 Scheduling
[ Public Affairs/Liaison
[0 Tax Policy
[ Treasurer
JE&P

" [J Mint

{0 Savings Bonds

[ Review Officer

1 Management O Other
; 01 ocC
NAME (Please Type} INITIAL | DATE . OFFICE TEL. NO.
INITIATOR(S) E
Sherman Boone %} [5 | 7506 | po:mm 27224
- |
Andy Berg {é ?‘“ « 7/‘1.5 DO: INM 27392
Daniel Zelikow %WL | DO: IN 27222
David Joy VOSH " DO: GCI 2.1945
Russ Munk DhThc oM " " PO: GCI 2-1899
Ed Kaight %{4 DO: GC 2.0287
David Lipton e . DO: 1 2-1270
I
|
|
|
| SPECIAL INSTRUCTIONS y
' i
Datie O Executive Secretary i)aie

. DO OF 80-02.1 (04/89}
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THE DEPUTY SECRETARY OF THE TREASURY
- WASHINGTON

July 25, 1996

|
'MEMORANDUM FOR _ SECRETARY RUBIN

FROM: = Depu_tyiSeeretary Summer

SUBJECT: | Mexican Carve-Out and Prepayment Plans

|
i

This memorandum provides further detarl on the oral briefing you received Wednesday aﬁernoon
regarding the Mexican oil carve-out and plans to prepay the United States. Previous memoranda to
you on the Mexican carve-out and prepayment are attached at Tab A.  Although there will be other *
memoranda and documents to be signed should we go forward, we would like to receive your

agreement that the plans outlined below meet with your approval.
z

i
!

RECOMMENDATION:
. That we proceed with the Mexican carve-out prepayment and pubhc announcement along the hnes
outlined below. '
' * «&\‘“
. ) i
Agree Dlsagree Let’s Discuss
BACKGROUND: | |

1. Prega‘y:ments to be Made by Mexico

~ Today, Mexico would like to announce the prepayment of $7 billion of the $10.5 billion still owed to
the United States. The marketing of the floating rate note issue has gone extremely well, particularly
after both Moody’s and Standard & Poor s gave the issue investment-grade ratings (subject to
documentation). The issuance size wnll likely be $6 billion. With the issuance and the additional $1
billion payment, from previous rnarket ﬁnancmgs total prepayment to Treasury will be $7 blllmn

2. Timing i

Mexico would like to make a public announcement regarding the prepayment at 2 pm (Washmgton
time) today. We understand that President Zedillo would like to place a telephone call to President
Clinton this morning informing him of the prepayment. (A copy of your memorandum to the
President as well as an earlier one to-him on the subject is attached at Tab B) President Zedﬂlo will

likely make subsequent public reference to the prepayments

The Note Purchase Agreement. between Mex1co and the banks is schedu]ed to be 31gned at the close
~ of business cn Monday, July 29, in New York. Secretary Ortiz w1[l sign for Mexrco Trading of the

I |
} .

¢ Ry w-) il )

‘ | ~ IPUTIVE SECRETARIAT



new Mexican floating rate notes (FRNs) will commence the next day. ‘The FRN transaction
- documentation is tentatively scheduled to be executed August 2 or 6, also in New York, with funding
on August 6 or 7. The U.S. would receive its prepayment at the time of the FRN fundlng

i
3. - Legal/Documentation Issues '

All bilateral issues have béen resolved; in particular, we have reached agreement with Hacienda and
their lawyers on Treasury s consent to the FRN and the requisite amendments to the February 21
Agreements. l

Before the Purchase Agreement is signed, we may need to get your agreement to signal, by a letter,"
the banks involved in the FRN transaction of Treasury’s "intent" to approve the FRN carve-out and
make the requisite amendments to the February 21 Agreements that will permit the carve-out. A
separate decmon memo regarding thrs letter will be forthcoming as necessary.
|
Several documents require the signature of a Treasury representative on or before the closing. These
_documents will be presented to you next week for formal approval. You may delegate signing to
another appropriate Treasury Department representatlve At present, these documcnts present no
legal problenis. :
|
1) February 21, 1995 Oil Proceeds Facrlrty Modlﬁcatron & Carve-out Consent Letter
» approves the private note offering ‘ ,
« conditions release of oil proceeds upon prior prepayment by Mexico
* approves modlﬁcatlons to the Oil Proceeds Facility Agreement necessary to
‘ accommodate the support arrangements for the note offermg
. |
2) February 21, 1995 U.S. Mexico Framework Agreement Modification Letter
« requires Treasury approval of any new financings backed by .oil proceeds
released as a result of this deal ‘
¢ requires Mexico to prepay Treasury if Mexico prepays other creditors
holding debt backed by oil proceeds released in this deal
» provides Treasury cross-acceleratlon rights w1th such credltors

Prior to the closing, Treasury will have to agree with the FRBNY on a procedural telecommumcatlon
detailing the procedures for Mexican prcpayment to the Treasury.

'Other documents provide for Mexico’ s' issuance of FRNs backed by the oil proceeds released by the .
Treasury Department in this deal. These documents will be signed at the closing. The Office of the
General Counsel has reviewed drafts of these documents and they pose no legal problems, but are not
yet close enough to final form to recommend formal consent:

1) Transactron Faclhty Agreement - FRBNY, Mexrco Bank of Mexrco PEMEX Trustee
. prov1des for ol proceeds backing for FRNs

2) Purchase Agreement - Mexrco Bank Managers, Bank Purchasers
« provides for underwriting of the FRNs

: 9
!
i



3) Indenture Agreement - Mexico and Trustee (Deutsche Bank, New York Branch) -
* describes rights and duties of the Trustee for FRN holders

4, IMF!'G? Consultatlons

" Mexico has informed the IMF that the prepayment to the Treasury could be higher than the $5
billion the Fund had anticipated. The Mexicans argued that the $1 billion IMF prepayment
represents a 50:50 split of non-transaction resources between the U.S. and the IMF.

I spoke with the G7 Deputies on Moinday'about the anticipated size 6f the Mexican payment to the
United States. I also spoke to IMF Managmg Director Camdessus to apprise him of Mexico’s intent,
and the U.S. Executive Director’s Off ice is fully bnefed to handle questlons from the Fund

management, staff and Board. ;
|
i

5. Public Announcement |

Guillermo Ortiz is going to make this announcement at 2 pm (EDT) today. You are scheduled to
‘brief the press "round table” this afternoon. We have prepared a statement for your use, along with a
press release and a prepayment ”factlsheet " (These are attached at Tabs C-E.) - :

l
‘The prepayment}fact sheet will be c1_rculated to Mcmb(:rs of Congress as well as business leaders and
individuals in the other pubhc/non—gbvemmental orgamzauons with an interest in Mexico. We will
also be making telephone calls to Congressnonal leaders in advance of the press announcement. A
listing of people to be called is attached at Tab F) »

i

cc: Under Secretary Shafer

Attachments:

" Tab A: Previous Carve-Out Memos

Tab B: Memos to the President

Tab C: Draft Press Statement

Tab D: Draft Press Release ;

Tab E: Prepayment "Fact Sheet"

Tab F: Congressional/Public Llaxson "A351gnments
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e DEPARTMENT OF THE TREASURY
= ’ . WASHINGTON,DC :

I\EMO]RANDUM FOR SECRETARY SUNIMERS

FROM: qf Ted'rmmWﬁ’)

Ce e ,-.

SUBJE(‘T ' o o Memorandum to the Pre51dent on Mexico

Mexxcan President-elect Vicente Fox w111 be in Washmgton on August 24 for an informal
meeting with President Clinton and Vlce Presxdent Gore. Attached is a memo to the President on-

Mex1co 3 economic situation.
|
' RECOMMENDATION: g
o

- That you sign the attached memo to the President.
: . {

t
i
|
i
l

' Agree Dlsagree Let s dlscuss
Lite ¥ TTo AuTo PEN [PEE MM 13- 29
TR A 0T oPEANED ' '
lﬁmw(g(r\;&u’\’a NQTTE”HQU_»;e -
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A Coape € BRigsens : . . . -
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DOCUMENT NO. SUBJECT/TITLE ' DATE RESTRICTION
AND TYPE , :
004. memo Lawrence H. Summers to POTUS 1e: An Update on Mexico's 08/23/00 P5

Economic Performance & Challenges in Advance of President-elect

Fox's Visit to Washington (2 pages)
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" RESTRICTION CODES

Presidential Records Act - |44 U.S.C, 2204(a)| !

P1 National Security Classified Information [(a)(1) of the PRA]| !

P2 Relating to the appointment to Federal office [(a)(2) of the PRA]

P3 Release would violate a Federal statute [(a)(3) of the PRA] |

P4 Release would disclose trade secrets or confidential commercial or
financial information [(a)(4) of the PRA] i

P5 Release would disclose confidential advise between the Presndent
and his advisors, or between such advisors [a)(5) of the PRA} )

P6 Release would constitute a clearly unwarranted invasion of |
personal privacy [(a)(6) of the PRA]

C. Closed in accordance with restrictions contained in donor's deed
of gift.
PRM. Personal record misfile defined in accurdance with 44 U. S C.
2201(3).
RR. Document will be reviewed upon request.

Freedom of Information Act - [5 U.S.C. 552(b})]

b(1) National security classified information [(b)(1) of the FOIA]

b(2) Release would disclose internal personnel rules and practices of
an agency [(b)(2) of the FOIA]

b(3) Release would violate d Federal statute [(b)(3) of the FOIA]

b{4) Release would disclose trade secrets or confidential or financial
information [(b)(4) of the FOIA]

b(6) Release would constitute a clearly unwarranted invasion of
personal privacy |(b)}(6) of the FOIA|

b{7) Release would disclose infermation compiled for law enforcement
purposes [(b)(7) of the FOIA]

b(8) Release would disclose infoermation concerning the regulation of
financial institutions [(b)(8) of the FOIA]

b(9) Release would disclose geological or geophysical information
concgrning wells |(b)(9) of the FOIA]
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FROM: Assnstant Secretary Truman
SUBJECT: Memo from you to President Clinton on the Mexxcan economy
: in advance of President-elect Fox’s trip to Washmgton on 8/24
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