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THE DEPUTY SECRETARY OF THE TREASURY

WASHINGTON
. MEMORANDUM FOR SECRETARY RUBIN - ACTION
FROM. LAWREN(EH SUMME RS%J
SUBJECT: - - I’mxab!e Bridge Loan for Thailand

* ACTION FORCING EV}INT:
- 'Thaa}and may rcque>t U. b hnds:,e oan absastance to.supplement its IMF program It does appear
- possible for the ESF to offer, as part of a multilateral bridge package, a moderate amount of .
short-term bridge financing. Any bridge could have multiple tranches, with actual disbursements
. ‘tied to corresponding loan dxsbursements from the IBRD and the ADB, thus minimizing the .
. period of exposure for the ESF. The D’Amato Amendment certification requirements apply when
~ " there are more than 60 days between the date of an ESF loan disbursement and the date of its ‘
~ scheduled repayment ' b : - o

»We will. need to Lonsult wut i ( onvre:)uona mder«hxp prnor to going dhead wnh any tmal
" decision. There may be a negative Congressional reaction. [t is.too early at this stage to- know xf
Congress wnll tdke action to hold up any Trc.amry .lsmstance o :
o R!&COMMLNDAIIOI\
' rhat you autho: 1Z€ us to explore the tuassbmty ofa "I 1ea:>ury br:dg)e loan wuh primary emphasns '

on participation in a multilateral bnd% It there is v1able phm we will seek your- authonzatlon
to begm actual nwouatlons : - o

' jVApprove , _/__ [)zsapp:ove R Let;sv{j.;ggug;;“ L
: VBACKGROUND/ANAL\ SlS

Before dsscu:,sm;_, the pros and cons ot a mulnlateml versus a bn!ateral mechanism, some analysus '
: |s necessary ot techmcal issues, as well as pros and cons, for zmy form of bridge | loan for Thaxland S

rl. ‘TCC]’\I’IICHLISSU&SI
o T .Future World Bank and ADB hnancn] secto: loans for Thazland would have to back any-
~ bridge. In the- near-term, the two msmutwus are going. 0. announce a willingness to

. pmwde (optxmxsncally) a. total ot up to $2 hlhon in sm,h 10dl’lb for Thalland

e [ There. hiis bem SO dnst.uwon ot a multﬂatua! bridge rx,pcud by Lhe second tranche of an
; iMF pros,nam Fhe umpednx (;md !reaburv mm) Lonmder thls option to be complelel

Y P AT L
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: unacééptable because ( 1) there is uncertainty whether the Thais in the future would be

able to satisfy Fund conditionality for release of the second tranche, and.(2) it would
underming conditionality as bridge creditors might pressure the Fund to loosen up.

Lo St
. .
\

‘But the quality and quantity of the World Bank and ADB financial sector [oans are unsure,

because the loans are still in an early stage of gestation Neillher bank has developed the

“outline of'a tinancial sector.loan, .and neither has sent a project appraisal mission yet to

Bangkok for such a loan. (At the height of the Mexican crisis, the World Bank and the

- IDB announced an intention to lend $3.25 billion to Mexico.. Most programs were not .

brought to the respective boards for several months after the announcement. Also, in"
Mexico’s case, the two banks had done mo-e preparatory work on the new Ioans than the

1BRD and rhe ADB have done in. the mslant case.)

lt lemain> to be seen whether both institutions cwuld‘prep'ire approve; and then make
effeCtive’a sutficient amount (c g, $7 bl”lOll) in qund\ dl\bulsmg Ioans wnhm the next few

“months..

; Actual dlsblusemem\ under. the bridge loans could oceur in txanches wnh the amount

disbursed in each tranche equalmg the amount ot the wnespondmb tranche ofa pamcular.
ADB or IBRD loan - _ :

'Dlsburscmem woul(l not occur until a Ienel came from the xe\pecnve bank manag,ement '

stating both that management had recommended to the board that a particular financial -

“sector-oan be approved and that all other conditions tor the first disbursement had been
- met. Thc. exposure. time for- bridge Ienders would thus be xouuhly 20 days.

General Pro_sland Cons F_or- Any Tha_ii Bridge L._oein_ .

'-Prowdes Oﬁludl cndorsement of the Thais’ economic pollue\ and some, enwurd"ement '
-~ for p!lleL hndnual mstltullons to mdlntam or muedsu lhu: prosurc : '

,‘ Can be done w_i'th an assured source‘ol’ répuyment -- 1F’Lﬁnancing. -

vaes the U S a seat at 1he lablc and 510na|s a wmcrn fur tmanual sldblhty n Aslan _
arkets : C :

) lees the U S a baxxs 1o requlre more detallcd information hom Thatland should it be '
: necessary : '



(%]

The koan LOLl'd cast dOubt on the adequacy of the cmel gency tmancmg mechamsm
estabhshed in respome to the Halifax. Summu request

‘Timing could be awl\watd given the deSlld])lll[y ot avondmu dny comphcanon of Treasury '
. efforts to achieve Congressional approval of the NAB -- Congress goes to conference on

~_the NAB in September.. But the reaction may be minimal. C ongress did not scrutinize

U'S. participation in a similar Argentine facility two years ago, ata time when the ESF

: !endms to Mexxco had attracted great. atten jon.

There may bc contusaon in the publlc mmd )etween U S pammpatlon in a short- term Than ,

bridge loan, backed by IFI financing, and T “easury’s medium-term facility for Mexico.

. The latter ‘mudel was recently characterized as not likely to be used for Thailand. - - :

: Th‘e Multilafcre\! bption

~This would be a BIS ed op\ ration, panemed afier the $1 bsllxon bridge to Arventma in EC)QS

The BIS would provide the xctual bridge hnfmcmE, to Thailand, but the BIS members’ B
partlcxpatmv would have to guarantee Thai repayment to the BIS. (For the Argentine bndg,e the
U.S. guarantee, extended by the FRBNY and ulnmately backed by the Exchanoe Stab: ization
Fund, was for 2‘3% of each” \rbemmc drawmu ) '

-Vp;-%I’

This would demonstmte mululatcral suppont for an Lﬂmt to atabxhze Asmn currency

markets and thus would 1eIp diminish pub ic dnd Cons,n,sslonal cnt:cnsm

‘ Expdsuie would be \harcd and it i.s Iikely that the overall u. S exposure wod!d be

reduced. Also, without U S. pamupanon the Europeans mléh[ be ess wdlmu to

' partlupdtc

» "The BIS would d:a!l all documenmtlon The BIS wouild be better posmoncd to put

pressure on the ADIS and IBRD manasemem and boards, exerting multilateral presqure
for loans of acceptable quality and quantity The BIS would also be more able to-head off
Asianor Jdpanese bridge Iendus seel\mu b‘xd\mg fm 1he|r iauhtles trom the same World E

Bmk or ADB loans

The BIS fakes.a Ionu time to pul to“uher bndue muhtm and hds to clear ail chang,es
* with each participating central bank -- a tough- pnou:ss in August. The time requxred for a

bndwe could be douhle that requured tox a bulateral facility.



__— In dealing wrth the S G.. the BIS will tall- dtreetly only to the Federal Resewe Thrs

comphc"ttes Treasuw S partlcrpatlon i drafiing the necessarv documents

| A '_ “The Bilaternl Op.tion: '

i Fhls would be a c.las»u, short-term ) ESF. bridge loan, set up in the torm ot a swap Irne upon Wthh
‘ Tharland could draw dollars up to a certarn amount. :

~ Pros -

. A Wl“ grvegrez‘tter_\./_is.,ibi.lity to the .lL:J.S.'contnb_ution to assisténee to 'l._'ha.ilandfi'-
.. g—om . . ‘
‘ . 'Molre..lik_ely to'at_traet..Con'g.r.eeeional 'and publ.ic‘attentinn.':

('_- " 'Would require mdjOI -eﬂort by Treasuty and close uxndrnatmn with the .l h'n

o Governmenl

5 ”Congre_ssicmal (‘.onsiderations.

-

Under erther scenario, we vul! need 1o (.Ollbllll with the Bankmv Foreign/lrlterndtional Relations,

. Finance, Ways and Means. und Appropnatrons Comnuttees prior to going ahead with any final
‘decmon -1f a decision is made to provide some form of U.S. assistance, our involvement will be
, needed in advising not only the Chairs and Ranking Members of the relevant committees, but also

Leadershrp In light of our Mexico experience and the dttheu]tles we have faced movm5 the NAB

B through Congresb the Hl“ may not be very 1u.ept1ve

\

tis our view thdl any 4 1s>rstance mvolwng 'i loan’ will draw immediate comparisons to the

~ Mexico situation, pattreularly trom Chairman D’ Amato. His statt has already indicated that, if
‘Thailand’s economic condition were to detenorate slg,mheantly, then there would be no way to
- predlct Conuessmml wn(.tmn : S

The: most serhtant mmgal ny tdc.tm huwe\er is that C ongress has tended to hold the Asran ‘

- governments in high regard for their economic policies, desprte the Korean and J1pane¢.e bank
~crises.” If so, crjticisin otTTImiland'ztnd-U.S. HSSIb[d e \\ould be. muted : :

- Congress wrll be most intere >ted n the level of U S exposure measures that wuid have been-

taken to avoid the crisis altogether; the lnte"nty of the IMF’s past-and future involvement; and the .
reconciliation of this IMF assistance program with the pending existence of the NAB and the need

: _‘for a Quota Im.rease wlnch 1S known by the relevant commltteu. to be on the honzon



6. Legél Consideratiofis’ :
Wxth exther optmn there could be D’ Amato Amendmem limits on the ESF Iocm or guarantee

fth riod of ESF ex sure (ume of di uuemeng to umg of repaymenn is 60 days or less:

No D’ Amato dmendmuu coverage -- no matter whal amount of tmd ncing.

o Ifexnexure is over OU days No matter What amo‘um of financing ,{here‘ will have to be a

Presidential certification to. both banking committess that there is s an OMB- -approved iterest rate
.on the loan and that the ESi lendmw is ade( Juately b: 1<.ked by an dbbuféd source of repayment

f; pg;‘g;re i3 Q\fea 180 day; Ag,am no matte: whal amount of tmanuny“ there w1ll be lhe above :
requirements plus, under the ESF statute. a Presidential notification 1o Congress that “unique and
: ‘emergency urwmstan&.es jllblliy a kmn ora credal wnlh a nmlunty Over six momhx
o Ifex stur‘g '> over 180 dayx dnd tor an: wg«;vlc‘;mre mumm over $1 billion: /\Il of'the ,
requirements above, plus, urider. D’ Amato, Treasury will need an act of Congress, unless.the
. President certmes a threat to vital US economic interests or to. the stability of the international
‘ ﬁnancxal system Poas;ble(onuessmnal vc.to ot such P| wdmtnl action: : '

,/{/u, 7“0 /LM/; N
C4cfﬁv)

e atont
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‘TREASURY CLEARANCE SHEE™ | o " No._

Date

x SECRETARY O DEPUTY SECRETARY O EXECUTIVE SECRETARY
x ACTION O BRIEFING  INSORMATION [ LEGISLATIO
[J PRESS RELEASE - [1 PUBLICATION. D REGULATION D SPEECH

MLEMORANDUM FOR: SECRETARY RUBIN =
. FROM: DEPUTY SECRETARY SUM\JERS
SUBJECT: Possxble Bndge Loan for Thaxland :

REVIEW OFFICES (Check when office clears)

-0 Under Secretary for Finance [ Enforcement . O policy Management
[ Domestic Finance . - JATF . - O scheduling
' Economic Policy - Ocustors . O Public Affalrs:‘Lsa;son
" OFiscal =~ S OFLETC - . [ Tax Policy
-OFfmws - O secret Serv:ce O Treasurer -
O Public Debt X General Counsel , OE& P
o O inspector General - OMint
O Under Secretary for Int'l Affairs JIRS. L E] Savmgs Bonds
~International Affairs Legislative Affairs '
‘ : B Management oo Cl Other
DOCC » -
DavidD.Joy | Dog [ 8797 | GURm.2013-MTB | 6221945
REVIEWER(S):
I Rusenmunk | poos | 8797 | GURm.231eMTB | 6221898
| TmDulaney | . | ., IMORm. 2409-MTB | 6222052 .
Jim Lister ﬁ //) g }7{77 - DO/IMF/Rm. 5050 0112
Todd Crawford e .gm gy CINARmSZIMTB | 6224859
Dan Zelikow' MZ/ i/? /72 _IN/Rm. 3222-MTB ©622-71222
Linda L. Robertson " |* ‘( *ﬂ‘.}[@? L/Rm.3134MTB | 622-1900
Il Edward s. Knight ,' t?’,ﬁ 5 K(‘?” (7)  G/Rm.3000-MTB -~ | 6220287

INSTRUCTIONS: Please call Louvenia Anderson or Teena Davis for pickup--X622-0420 (1A} .
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;MEMORANDUM FOR SECR RETARY RUBIN o SN S
FROM o LAWRENC‘LH SUM\AI RS o [ s
SUBJECT: : Possible Bridge qum for Thailand

' ACTION FORCING‘EW:NT:

Thailand may request U'S. rldue loan assnstance o supplement xts IMF proaram It does appear -

possible for the ESF to offer, as part of a mu nlateral bridge package, a moderate amount of

* short-term bridge financing, Any bridge could have multiple tranches, with actual disbursements
 tied to corresponding loan disbursements from the IBRD and the ADB, thus minimizing the

' \Approve __ leapplove _ Lets Dismass_!__

. period of exposure tor the L:SF. The D’ Amato Amendment certification requirements apply when .
;there are more than 60 days between the date of an ESF loan dtsbursemem; and the date ofits =
scheduled repaymem v : SR

', RECOMMENDAIION

: That you aulhonze us to explore the 1ea>xb1hty of ¢ Fle1sury budx:,e loan w1th prlmary emphasns '

on participation in a muluhtem br :dg,e f there ) is viable plan we wnll seek your authonzanon ,
to beg,m actml neuotxatmns : S v

BACKGROUND/ANA L\ blS

: Before drscubsuw the pros i 1d cons. of a mu]nlateral »ensus a bxlateml meehamsm some analyszs SR
s necessary of techmcal 1ssues as well as pros and cons, for 'my form of bridge loan for Thailand.

s 1 ~Techmc'al Issues: .

'e. - Future World B'mk and ADB tmanual sector foans for Tha1 and would have to back any

- bridge. In the near-term, the two institutio 1s are going to announce a wn]lmg,ness to
' provxde (optamlst:cal y)a total of" up to $2 |)l”|01] in sueh |<mns for Thaxland

e There has bt,en some dtscusmon of‘a multll.ltelal bndue lepaxd by the seeond tranche ofan*

IMF program. The Europeans (and Treasury statt) consider this option to be completely
unacceptable because (1) there is uncertainty whether the Thais in the tuture would be -
“able to satisty Fund «,ondxtlondh(v for release of the second tranche, and (2) i would
undermine condmondhty as budue cred:tors might puexsme the Fund to Iomen up.’
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THE DEPUTY SECRETAR Y OF THE TREASURY
WASH!NC TON

'.‘VA oust 151997 . -
| -_“?"S T ACTION

ME\/IORANDUM FOR SEL RFTARY RUBI\J

FROM: ~. LAWRENCEH SUMMERS
SUBJECT: | THAILAND - BIS BRIDGE LOAN
| 'ACTION FORCING EVENT

A number of moneta:’y authurmes inc ludi ng the Bank of Japan have. approached the BIS to
_coordinate a. bndge van for the Bank of Thailand to demonstrate the support of the mternauonal
A ‘fnancna] commumty The toml amount of the BIS facility would be up to $1 billion. The BIS
~ proposed facility would bridge to disbursements expected from the World Bank and the ADB:
- (BIS bridging to the second.tranches of the IMF and the Export-1 mport Bank oFJapan isoffthe
. " table for now.) The Assistant General Maiager ot the BIS, Andre Icard, has sent a etter (Tab B) '
L to Chalrman Greenspan rec uestmg aureemem in prmaple on the ioan ‘ : : .

: -'The pamclpatlon of the Umled States and mon{,tary' authontaes irom other G 10 countries would '
~ take the form of an agreement to guarantee and repay the BIS in the event Thailand failed to ‘
~ repay it. Mr. [card has proposed that the United States and other G- 10 central banks (excluding
 the Bank of Japan), plus the Spanish and Austrian cemrai banks, back one-half of the total BIS
.bridge, and that the Asnan (,entral banks and the BI3, acting for its own account, back the other
half of the BIS bridge. In any event, assummg, that the U.S. share in its half of the BIS loan is
- approxxmately 35-40%, based on the relative IMF quota shares of the participating countries, the
: total amount of all u.s: part:cxpdtxon in, aH such bndgc drawmg,s would not exceed $700 mtlhon
- TheU.S pamc pduon would bc modclfed atter our pdrtlcxpatmn m the 199‘3 $l bllhon BlS facnhty o
. for Argentina.- = : S : o

| .fRECOMM EN DAT ()N

; That you sxgn the atl ached kttes to C hasrman G:eenspan (T ab A} conhrmmn Treasury s
~ agreement in principle to participate in the G-10 section of the proposed BIS bridging loan for
_Thailand. Each bridge drawi g would have to be repaid wthm 60 days. The actual bridge .
drawmas from the BIS woul Id be contingent upon h iaving approplmte pregondxtsons in place,
mcludmv adequate assurances of timely sources of repayment. Such assurances- would include -

“comfuort letters” from the Piesidents of the World Bank and the ADB reporting that Thailand has. oo

' satisfied all major Ican conditions and that- the Pres: dent has re.commended to the respectxve board{ o
- 'that the d:sbursement be appro»ed I : :

/'.

_ Approye __E_,.. » Dnsapprove‘ o ‘,L"etfs Discuss _

EXECUTIE ;zim. mmm


http:failed.to

£sY

3

and ADB loans, whxch ate not: yet developed “The total amounl ofthe BIS fac:hty would be up tO'

' $1 billion.

- The condmons of effectiveness for all the WB and ADB-. loans are unique, and wil have to be -
 studied during the preparation of the final documenitation. ESF practice for financing bridged to
- IFI disbursements has prevented the actual bridge idrawing b) the borrower until the source of

~ repayment is assured.' Thus. each B1S drawing will be disbursed only upon receipt of a “comfort

letter” from the MDB stating that all major loan conditions for that. dlsbursement have been
satisfied. In light of these conditions. and the IFI lending schedule above, this means that the first
drawing on the BIS facility might not occur until early next year., Each drawing ‘would probably
be repaid by its. correspondmv lFl dlsbursement within 3 weeks, and no later than 60 days. The ‘

BIS has propoqed that drawn;__,s not be made to any IF1 dnsbursement commg after the end of
 'May]998 S ' L

Congréssionnl Coixsultmiun

The proposed facil :ty wzli nut trig yger. any D Amatc Amendment reqmresmnts

Treasury has mtormed the relevant (‘onuressaonal t,ommxttee staft both Ofltb mtenuon to

~partt01pate in the BIS bndqu facxhty and the g g,ener'xl terms ot the facility. . -

o Attachmems Tab A - Lem,r to Chan man Gxeenspdn (for swnature)

ab B - Leth.r of 8/13/97 from Andre [card to Chan man Greenspan -
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2.

4. 'I‘he quesunnwhctherwpm-ﬁmncememdu'anches cf&cwmdmloms o
would be considered hter in case ot’ need and in the hght of ﬁnancxal mﬁ mnomtcf
‘conditions. . A .

"mxopc yot:r msnmhon wm be able to agxee to this. ptcposnl md Iook ﬁnward to your reply by :

~ Monday, 13th August. I would be happy to answer auy guestions you may bave; my direct
: telephcne numbs:r is Hl 61 280 8770 and my mobﬂe telephone nmher is 441 79 321 28 14

k:Y‘w’“‘ ) '_ly, L

sl

© Anschment’
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Smtement in support of ﬂxe Tkan adj nsnnen: prcgramme

'The moncfary authontm of the G-ID coustries and [xx] othet Asian and Eumpwn
"+ countries, together with the BIS, are agreed that they sund ready in case of need 1o
- support the Bank of Thailand by providing liquidity on g short-term basis, under
- conditions to be determined. The funds would be made available as BIS credits,
- batked by the monetary audmntxes . quzsnon, to prc-ﬁnancc Ioans of mtcrnuhunal
orgamsauons o . R
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ST August15,1997
e ’DearAlan,’

5 I thank you fur you km& support to our eﬁorts to pztmde 3 Bls-based

o E bndgmg loan to the Bank of Thailand. I would like to lst you know that -
~ today Isent the amched Iettar to. Glo Govemors ta encoumge then to Jom g
i the BIS facility. ' : . ; -

. 1 heard that the IMI" is aomewhat skepucal about the need to bndge‘ L
- the IMF loan, and [ am concerned that thm could negammly affect G10 -
. central banks’ wdlmgneaa to participate in. this. part of the overa]l BIS .
- facility. So 1 emphasxzed in the attached letter the important’ aymbohc
‘effectof including in the facility tbe poamhxhty of bridging the second trenche
. of the IMF‘ loan at this stage, and o:gamzmg the bridge loan when'it is -
" deemed necessary. - I sent 8 mmilar lecter to the Managmg Dn'emr of the
[IMFasweli R :
o lale menuoned in the letter Governor Chmyawat’s recent vigit of -
. eur Bank As Mr. Truman had asked Mr. Nagashima to encourage the
Bank of Thadand to increase u:ansparenc; ‘of its foreign reserve position, I
 raised this issue during the westing. Governor Ohalyawat agreed that itis
‘ "meport.ant. to disclose the BOTs overall forward position (in fact, he said
~ disclosing it is his own responsibility to the Thai general public), and
- conﬁded w me lna 91&11 tn dn 80 shortly after the IMF Board approves the' L
- program. . - ;

-Wxtbtwafxﬁesﬁfézgaré& SRt :

* Attachment |
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Yoo Matuwshits . - e . xmioe

TORW zm:

i V‘A.ugust 15 -1997 o

' Dear'GovemarfE;e'sidant; -

- As you pzobably know very wen from media. repcm and other
" gources, the situation in Thailand has been moving very fast and, in my view, .
. im ‘the right dxrecmn. The Thm authorities have accepted a Fund-baeed
* geonomic ad)ustment program. The IMF Beard of Execul:xve Du'ecta:s is
- -scheduled to meet on August 20t dlscuss the Thai economic package. 2nd is
- expected to approve aloan amuunnng to appmxxmatzly $4 billion. .

We, the Bank uf Japan, think that the Thai authorxnes decxs:on to
o cooperate with the Fund is a very appropnata one, and strongly hope that .
- ‘this helps the currency and financial markets in Thailand as well as some -
' nexghbonng countries to stabilize ig dus course. There is aIWays e risk,
' however, that theix currencies face another specuiat.zve attack and are’
‘unduly put under downwa:d pressure. Also, Thailand will from now on
. need to underga a pmcess ot economic ad;ustment which is certamly not "
- very-palatable for the Thai general public.” For these 1ea8ons, it is hxgh.ly’ L
- useful for Thailand to receive an ac!&;tmnal support or ‘endorsement fromthe .
- internatiogal . ﬁnancml community, so_that market confidence . will be
_strengthened and the Thsx geoeral public will clearly see the legitimacy of
_,the IMF-based p:ogra:n I believe that the. BIS's and G10 centeal banks'
© initiative to cooperate in provxdmg a bndgzng loan faczlxty would serve tius e
i ”purpose very well. ’ : :

1 have been closely in touch wuh the Bank af 'I'haziand and Govemor 2
~ Chaiyawat came 1o see me on ‘Tuesday this week. He had. attended onthe
pravious day the donors meetmg held in Tokyo in which Asian countries -
gave the;x genercus support to Tbadand by pledgmg a substanual axnoum of
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 medivm-term credit. - He expméséd his sincere hope that. G10 centrél banks
would also ‘support his efforts to stabmze the Thai economy thrcugh the -
provxaxen of a bridging loan. He very convincingly presentsd various
B ad)ustmant measures the Thai authormes ars planging to unplement andI
wag impressed by his capabzhty 28 wall as his sense of raspansxbxhty Sol
told him that I will offer my full support to the Bank of 'I'haxland ) that it
can receive & BIS bridging loan. '

You ha.ve probab)y read by pow a letter from Mr Icard Assistant
: Genaral Manage: of the BIS, explammg the outlme of the bridging loan
facxhty currently’envisaged. Flease note that the fac:hty includes bndgmg
" the second traache disbursements of the IMF and the Japanese Export— :
‘ Import Bank loans. Whether this is in fact needed depends oz the tiging ot o
the second tranche disbursements (i.e. whether there ‘is some time Iag:';'
 batween when the Pund becomes reasonably sure that the September »
?perfomauce criteria will be met and the Managmg Director can recommend .
" “the drawmg of the second tranche to the Executive’ Board, and when the .
second tzanche funds become available for drawmg) and also on Thailand's
forexgn reserve ccndztmns at that time. Therefore. Thailand way actually
'ﬁnd it unnecessary to obtain short-tam hqmdsty by dtamng the BIS
’ bndgzng loan, but even if this is the case, I believe that it is extremely
, important that, by including the possxbxhty ‘of bridging an IMF loan in
. addition to the World Bank and ADB loans, the:G10 central banks can show
. their unanimous support t the Thai authantnes’ economxc ad;ustment _ '
] eﬁor‘ts based on the Funds program. ‘ : '

.~ More than a score of BIS bndgmg leans have been faxmulated in the
past, but none. has ‘been made to Asian countries. For this and other
reasons | stated above, I would like to ask you te gwe a favorable:
consideration to this matter, and hope thar. you will give the Bank of -
‘Thailand your kmd ‘support, by not exdudmg the bndgmg of the IMFs.Al
~ second tranche at this stage und. ozgamzmg the hndge loan when it is
. deemed necessary However, for now, all we need to do is to express in
general terms our intention to cooperate with Thailand in the form of a
. statement, without mdxcatmg specific contents of the bridging facility. - lem™ .
sure that all G10 countries can agree at least on this pomt by the tnne thev_ .
IMF Executive Beard decxdes on t.he loan o Thmland ‘ '
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MEMORANDUM FOR SBCRE&)RY RUBm’j o S
- DEPUTY SECRETARY SUMMERS S
 UNDER SECRETARY LIPTON
S ...4.‘1-‘ '
FI_{OM; - Trmothy Gelthner W‘* et ,'

A SUBIECT Thmland Next Steps

_ Overview: Tlns memo outhnes some opnons for ways we rmght reinforce Thaxland’s prospects
for recovery with a package of stronger economic reforms and addltlonal TFI -- and perhaps
= pnvate market - ﬁnancmg o S

Strengthenedﬂ\leProgram - 3

An IMF mission is currently in Thaxland As part of the March review, the Thais will be
 reinforcing their policy package. Many elements are already fallmg mto place under Fmance k
Minister Tarrin’s leaderslup o ) : . ~

= Fiscal. Due'to slower than expected growth and consequent revenue shortfall, Thalland
" will be unable to meet its ongmal target of a 1% of GDP surplus. The IMF has tentatively -
“agreed that fiscal targets will be adjusted to reflect lower growth estimates. On balance,
the deficit in 1998 will be contained to 1.5-2% of GDP. The Thais intend to take some -
- offsetting supplementary revenue measures, including eliminating exceptions on the VAT .
~ that would yield 0. 4% of GDP and to earmark pnvanzatlon revenues for bank '
: restmctunng costs. . ) u

. ~~Fmancna! sector rel'orm 'I'he IMF and the government are consrdenng proposmg a new -
-~ approachto Thailand’s financial sector problems. While only a portion of the Thai .
~ banking system was thought to be insolvent when the IMF devised its initial strategy, the
- deepening impact of the crisis on the real economy has resulted in widespread bank -
- insolvency, probably 100%. The most important difference in the new approach is the use
. of public funds to recapitalize banks. (See Tab Afora more complete list of elements to
] mclude ina comprehensrve restructunng plan) -

- The: IMF review now underway lS negotratmg the enhanced elernents of the package We. may ,
. want to encourage the IMF to press for. acceleratxng reforms, especially those i in the ﬁnancral '
RO sector as thls is key to the nucroecononne restructunng of the economy ‘ :

i
i

.,BrlateralSupport o s l

 In preparatzon tor the Chuan wsxt State has put together a brlateral package of ﬁnancmg mcludmg
C support from USAID, Exim, OPIC and some FMS debt reschedulmg State envisions that the
 size of the combined package could range from $400-600 million. Tab C contams a Irst of :
elements that nught be contaxned ina bﬂateral package ‘
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. _Possnble Augmentatwn of That Fmanclal Package 8

Recent data indicate that the balance: of payments is unprovmg more rapldly than expected Just a

- month ago. The current account has moved strongly into surplus in recent months, reflecting the

sharp fall-off in domestic demand. Rollover rates for short-term debt have been higher than -
expected. Reports suggest f‘orelgners are begmmng to. mvest in the stock market (see Tab B on' .

‘revised BOP estlmates)

There a’re stil], howe\;*e'r,‘ eoneerns about the financial adequacy of the progfain, “The Fundis

- looking into this issue right now. An estimated $53 billion in liabilities owed by the public and
. private sector comes due this year, including $18 billion of Central bank forward contracts. Inan
- effort to protect reserves, the IMF program assumes that those debts that are not rolled over will
- be financed in the fore:gn exchange market. This will place substantial downward pressure on the
o baht In addition, there is a strong undercurrent of concern given that reserves are roughly $25 -
S bllhon whereas central bank forward contracts commg due this year are $18 3 bﬂhon '

Thailand 1998 Matunng External Llahllmes o

» - (USD billions) - »
'Sborvt- (owed | (o‘w‘edf Central “',_ R AP ,“T'o‘in‘l ' ‘
term | by ~ by .| Bank | (of which | (of which | Short-
~ Debt | banks) | non- ‘| Forwards | onshore) | offshore) |- term &
v o | bank) | - | I Forwards
istof 11 | @4 | @n |t e | 64| @n | 202
lae | | ] 0 I R e
lond | 72 @) | en| 11 | @9 | @n | 13
b [0 | e | e w1 | 3 | a4 | 127
Sl | sr ey | @e | 04| 0 | 04 | el
| Total | 35.0% | (22.4) | (12.6) 183 | ©n | ‘(9.2), 533 |
BELH N : R 1

forward contracts ‘and make no allowance for oﬁ“ balance sheet transactlons

P

o * ‘, About $20 bllhon is owed to forexgn banks Another $8 bilhon is owed to Thaz banks; o

D Our estimates — calculated on the hasas of adtmtted[y mcomplete mformatlon -- mdxcate that
S .Thaxland has an adequately financed package. But these calculations hinge upon important -~ -
assumptions regarding rollover rates for short-term external bank debt and for centra] bank



1998 BOP Inﬂows/Outﬂows and. Reserves «

(U SD bilhons)
 Outflows | USDbns = |- Inflows/Reserves |  USD bns_
(pessimistic | . .. |  (pessimistic . | - .
" 'scenario) ' "‘ ~ . scenario).
 Short-termdebt | '~ 105 0| Current Act. . | 40
rolloffs of 30% e S R
‘Forward Contract | -~ - 19~ | IFI and Bilateral L399
~ rolloffs of65% -\~ 7 | Financing Package R R
| “ | M&LTemCap | = 43
 Reserves (end-Dec.” ; “ 259
L I R ) N R
Total | . 224 | Toa | = 381
| - | Reserves (enafbec.’ o 15_.7';
o 1998) . | B
o Mts assummg 50% rolloﬂ‘ of forward contracts In Dec short-term debt rolloﬁ's were

20%. - The table assumes that short-term debt rolloffs would be matched by Central Bank -
foreign exchange draw-downs to offset downward pressure on the baht. The present
practice, however, is for such flows to feed into the market. The IMF also assumes = -
about $1.5 bﬂhon m net portfoho mﬂows whxch are excluded from the above table

VOn baiance, ngeu the pohtu:al backdrop, the tenuous nature of the balance of payments
‘calculations, and our desire to buttress Thalland in the face ot‘ the uncertainties in =
‘Indonesia, I believe that there is a good case for sngnahng at this time that we would
support some augmentation of the Thai fin inancing package ‘Against this background

we may want to consider announcing that we would support tapping the IMF’s :
Supplemental Reserve Facility (SRF) for up to $5 billion should it be needed, condltloned
upon Thailand ralsmg pnvate sector fmancmg through bouds or bank loans

Consnderatmns. Ifwe were to gam acceptance for SRF fundmg, lus m:uattve would be seen by .

. the Thais as a strong signal of U.S. support and would shield us from pressures to use the ESF to .

~* provide contingent support for Thailand. The funds could heIp promote market dlﬂ'erentxatmn to
better insulate Thadand from regxonal shocks ' R W

. Onthe other hand, wlthout a clear and compellmg ﬁnancmg need, it m:ght seta bad precedent for “ ‘
-others, crimp IMF hquxdxty further and comphcate our eﬁ’orts to constrain Camdessus hberaI
lendmg pollcxes S =

' Ifwe decxde to support SRF fundmg, we need to consuier how the Tha\s use the funds Lxsted
below are several optxons - ‘ _ ,




. Option I: Increase mternatnonal reserves. Along with demonstratmg U.S. support for-

Thailand, this option may increase overall confidence in Thailand given earlier concerns -
- regardmg the adequacy of the mternatlonal support package. However, it may notbe a
- 'very efficient use of resources. The cost of these funds will exceed what Thailand will .

earn from them; and the resources would do nothmg directly to alleviate. exchange rate

"pressures or the rrucroeconomlc problems that are contnbuted to them

- Optmn II Peg the baht at & substantnally hlgher value. If successful this optxon
" would substantially ease the hqu1d1ty and solvency problems of many Thai companies and

financial institutions. However, g:ven the large potential demand for dollars to repay
short-tenn debts Thaxland’s resewes could fall rapidly. :

Optmn I Pamally offset downward pressure on the baht caused by commerclal '

- bank repayment of short-term debts. (The scenario in the BOP table assumes the

Central Bank fully offsets these rolloff flows.) This option would have the Central Bank
offset a primary downward force on the baht cauised by rolloffs of short-term debts. For

* example, a 20% rolloff of short-term debt in 1998 represents a $7 billion hard currency -
‘demand within the baht foreign exchange market. Interventions or regular auctions of -
‘ 'forelgn exchange would increase the liquidity of the baht exchange market and . s
accommodate selling pressure on the baht emanating from short-term debt rolloffs. Such S
. “intervention” would probably be heawly stenhzed 50 as to llmxt upward pressures on
o ,mterest rates. o : : :

A

' Optlon IV Create a speclal Central Bank wmdow for commerclal bank repayment
. of short-term debts. This option would basxcally produce the same positive effects as
' ,Optnon 1. Presumably the exchange rate used by the Central Bank would reflect the
. prevailing market rate.- The downside nsk is that demand for this window could be - very
‘substantial, forcing the Central Bank to closeit. In addmon, the optlcs of' setnng upa.

specxal wmdow for banks may not be good

If we demde to go forward with addmonal IMF ﬁnancmg, we would recornmend a combmaﬁon . .

of Optxons I and IIL. Option III, by deﬁmuon, mcludes a combmanon wnth Optmn I
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Bank Restructurmg in Thatland ‘

An IMF mission left for Thatland on February 2to negotlate a banhng system restructuring plan

- with the Thai government. The fundamental purpose of the plan is to 1) recapitalize the banking -

~ system quickly in order avoid a financial system breakdown with severe costs to the real \

' economy, 2) lessen the severity and duration of a credit crunch that would exacerbate the decline’
* in economic activity, and 3) attract new capltal (conﬁdence) to be the baszs for a resumptron in’
' lendmg : ;

The IMF s initial strategy focused on ﬁnance compames The main elements were; 1) closure of
insolvent finance companies, 2) comprehenstve guarantee of liabilities, 3)- nnprovements in
- prudential standards, and 4) creation of bad bank/good bank (Fmancxal Restructunng
Agency/Asset Management Corporatlon) to deal with assets. of the finance compames

‘ tThe IMF recogmzes that 1ts initial strategy has. to be modxﬁed Thls is because the scale of
Thailand’s banking sector problem has increased significantly since the initial IMF and World - -
Bank financial sector programs were armounced last August-and September respectively. While ~.
only a portion.-of the Thai banking system was insolvent then, the deepening impact of the crisis
" on the real economy has resulted in widespread bank msolvency, probably 100% now..

(Nonperforming loans widely estimated at 25% of total loans) Credit is extremely tight although '

. the central bank is supplying substantial liquidity support to banks.- While a credit crunch is part
of the adjustment process; there isa concern that xf it contmues too long the i nnpact on the real -
economy could sp:ral ~E : : : -
. The Fund is a.lso aware that eﬁ’orts by banks to xmplement mterest and loan classxﬁcanon/capxtal
adequacy standards and promote rapid Tecapitalization without government intervention would-

* create a massive credit crunch. At the same time, ‘writing down current owners’ equity to account

 for problem loans would take them out of the picture, but without sufficient additional sources of
‘private capital and a pool of managers that could step in. Foreign banks are holding off on -

= ‘buying Thai banks while the situation detenorates Legal hurdles remain to the sale of banks to

foreign investors. The need to attract new capital means, in turn, that there is more urgency in -

S addressing the bad loan problem and applying unmedtately mtematlonal standards for loan

‘classnﬁcauon and d:sclosure wrch adequate capxtal
" The New Approaeh

‘ “The: most tmportant dlfference in the new approaeh is the use of publxc ﬁmds to recapltahze
~"banks. Ifthe banking system is truly insolvent and there is a reluctance by private investors to.

o invest in banks in light of the uncertamty that exists, a case can be made for govemment
* - assistance. The government asststcmce must be subject to the appropnate condmons to limit
: moral hazard o . ‘ :

- I;The Fund is ‘mclmed toward a mechenism that will involtre the followirtg elemerlts::



Loe write downs in the equity of current owners (pama! or total dependmg on the conchtton :
of the bank after assets have been eccurately valued) . : '

"« retention of current managers (reflecting the limited managenal pool)
-+ - injection of private capital from existing or new (possibly foreign) investors; .
- matching injection of govemment capital (with preferred stock or possxbly a form of
.. subordinated debt with provisions for participation in gains); U
R keepmg problem loans on the banks books (reﬂectmg hopes to tmprove chances for :
: workouts), S u
, * - provisions to limit losses of new owners (black-ho[e protectron) and -
e Vtrmely 1mplementation of capltal adequacy, loan clasmﬁcanon and prowstomng rules R

‘ thle in our view of the F und’s mtended approach is sound in terms of creating the nght V' -
incentives and ltrmtmg moral hazard, the details of the plan must be examined. For exampie we -

. will need to examine closely the alternattve of usmg subordmated debt as the means to recapttahze L

banks. -

- The bank restructunng plan agreed by the Fund and Thai government should be des:gned to
y balance fairly the range of competmg interests, minimize moral hazard and create incentives for
~ sound management of banks going forward Ideally, any public support for a bank should be

_‘accompamed by a write-down of the equity of current. shareholders and the replacement of

‘management. However, in Thailand there is not a pool of managers that can stepinand runall .
- the banks, and there are a number of relatxvely well—run banks that have srmply been overwhelmed
- by the i impact of the cnsxs o

Consequently, there should be dxstxnctlons in approach between good banks and bad banks
- Owners and managers of bad banks should be repiaced, with entirely new investors found if
- possible, or else the bank should be closed. In the case of good banks, there should be part1al
. write-downs in shareholder equity and additional capital put up by either cutrent owners or new -
" investors (or both) to match the government’s contribution. - This should be structured to prowde .

o for partxclpatmn in up-side gains for all contnbutors

Wlth profound uncertamty over the condition of the banks, new pnvate mvestors vnll want to .
~ have stop-loss (or “black-hole”) protectton which could be structured in a number of ways.
However, the exposure of the government should be symmetncal -- the prxce for bIack-hoIe |
, protectxon should be addxttonal govemment parttcxpatton in the up—sxde gams L

o "On balance it may oﬁen be better to leave the bad assets on the books of the banks to work out 4

than to sell them to an asset management company. The interests of foreign investors also have
. tobe taken mto account, while recognizing that the sale of the largest banks to forergn mvestors L
. ;at drstressed pnces would face strong pohtxcal opposztxon ' S '
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o The Ideal Model for Bankmg System Restructunng

- Followmg is a list of the eIements of our "Stage 2" 1dea1 model for a That bankmg system :

restructuring plan, which should be announced_ to the market as a comprehensive ‘plan Lo

L

Use publie fonds to recapitalize bénks (opexi ‘bank essist.an"ce)e

| ) ‘The govemment (through a restructunng ﬁmd or agency) shou Id purchase shares in
. eligible banks via some combination of cash or securities. The shares should have rights
' to common stock (e.g., in the form of equity warrants or convertible preferred stock) to

allow the ‘government to sell its shares to the market when the operation is complete

o (Pray’ened stock should be zfsed to give preference over existing shareholders, but not =
 depositors, in the event. of bankruptcy, subordinated debt should not be used since it does
| not dzlute exfsr:ng shareholders or provzde the govemment with ups:de benef its) - :

S The use of govemment funds should be subject to the several condmons to minimize
- moral hazard ' - - ~

. ’;

-~ . a wnte-down of exxstmg equ!ty owners shares

R - amatching formula (e.g., 1:1 or 1:2) fori mJectlon of private domestxc or foretgn

capital into common stock; (It is zmporfant to dilute the shares of ex:stmg
.. shareholders to avoid a subszc{v tothem,) :
-- ~  priority of pubhc claims over those of common shareholders but not depos:tors

RN replacement of old management by new management; (could be wazved :f the

" mariagerial pool is limited and the bank’s management was sound )

PO repayment of pubhc ﬁmds based on bank earmngs

-~ " asunset provision; and

 — " iftheshares are non—votmg, the govemment should mamtam some authonty over ra

* .. bank sxmllar to that of shareholders.

~To encourage new mvestors the govemment should estabhsh a stop-loss agreement '
* with a bank to protect create greater certainty for new investors against unknown losses
.. from bad assets. Some percentage (e.g., 90%) of charge*oﬁ“s above somne agreed level
~ would be absorbed ﬁrst by exxstmg shareholders and then by the govemment '

- ‘Fundmg through the restructunng funds could be via any combmatlon of the foIIowmg

mechanisms: on-budget; specially-issued bonds collateralized against, say, ﬁm.re
pnvatlzatlon proceeds (aka the Japanese plan) and/or World Bank!ADB fundmg

,Address the msolvent bank problem' ‘



ot

The Thai govemment w1|l have to assess the viability of each bank and determine which ones
: should: be closed Resolutxons should be handled via one of the followmg three standard methods:' .

| a) . .-,Open bank assnstance transactlon '(noted in #1 above)'
- by Deposnt payoﬂ' pay off dep031tors and hqu1date assets;

-c) Purchase and assumptlon transaction (closed-bank transactlon) existing
.  shareholder equity is written down against bad assets; managers are replaced; the
- ‘bank is reopened under the ownership of a healthy institution, which has assumed
‘the deposit liabilities and perhaps some of the assets. The restructuring agency or
. "fund would provrde assistance (negatxve bxddmg) to conclude the transactxon

30 Clean up the bad assets on the books of solvent financxal mstxtutxonS'

. The govemment s asset management agency should be used only for its ongmal purpose of
" resolving bad assets from finance companies that cannot be sold. For commercial banks, a
" ." new scheme should be used.. Banks should utilize the “Good Bank/Bad Bank” concept to -
" place the bad assets in a separate entity within the bank for separate workout. Banks

o should be encourage to form pnvate asset management consortra to pool Tesources. .

L ‘_ (lee optzon creates the nght mcentzves Jor old and new shareholders allows new .
.. “investors to come in quickly, inaintains the assets on the books to allow an orderly
'_ workout and allows bank debtars 10 keep. thezr credit Imes open )

. F or the long term, the govemment should announce its mtent to reform bankruptcy laws and
' foreclosure procedures : :

ce _For the long term, the govemment should take steps to develop an asset-backed secuntles
D market : :

L 4. 'Im'prove'accounti‘n'g sta'nd'ards and disclesure'lrequirements -
e - Regulators and banks need to dlsclose balance sheet mfonnatlon |mmed1ately

e .Thalland should mtroduce US GAAP (or hrgh-qualrty, international acceptable accountmg
R standards) for its bankmg and corporate sector overa ﬁxed t1me penod (eg, ﬁve years)

5. _Strengthen bankmg supervnsron and standards
. »I The govemment needs to estabhsh a tlmetable to 1mplement the Basle Core Prmczples with o
“more immediate focus on measures to restcre market confidence, such as: strengthemng
' supervisory procedures (e.g., Prompt correctlve actxon) and prudentlal standards,
strengthemng the bankmg authonty - :



The Govemment of Thailand should renerate its commxtment under the [MF program to o
xmplementmg strict capital adequacy standards, accompanied by loan classification and
provisioning rules. (Implementmg the new sfana’ards should zmpmve the confi dence of

the marker )

Open markets to foreign investment

S Raise the 25% ceiling on foreignownership' of banks vvithont governmeni approval to’ 100%{ ‘
| Allow branches of fore:gn banks to lend based on the capxtal of the parent

A ‘Allow forezgn ownershlp of banks even after the ten year penod

i

Comtmue the guarantee system for bank hab;ht:es for a set penod

,"Contmue to guarantee all bank habxhtxes (except shareholder equxty and subordmated debt

holders) for a limited tlme period with an advance warmng for hﬁmg the generai guarantee '

- and movmg toa hrmted deposxt insurance system

» Estabhsh a deposit insurance corporatzon funded by the commereaal banks usmg nsk—based

~ premia, to guarantee deposits (per account or. per mdmduai) uptoa specific cellmg The
fund should have a call on banks for addmonal reserves, if needed. - -

T

~ iImpreve Corporate Governance
| anatlze state-owned banks where possxble, over txme

. Improve transparency of the ownersh1p structure of banks and the stmcture of connected -

lendmg or affiliations and introduce appropriate restrictions on non-arms length
transactxons between banks and theu' afﬁhates ' '

' -Introduce legaI protectxons for mmonty sharehoIders and ensure votmg nghts and

part1cxpat10n

Strengthen lega! and financial sanctxons agamst owners dn'ectors and semor management to .

ensure p:oper behavxor i

‘ Take measures to reduce the credxt crunch" ' , : ‘
~ Introduce micro-lending for small and medxum-sxze enterpnses from government and!or

World Bank and ADB sources

Enoourage the development of an asset-back secuntles market

i



- THAILAND - Revised Estimates

" Balance of Payments L IH1997 - - 2H1997

1Q1998

2Q1998

- 2H19%8

s s

{' - 1998]

‘V:VFXfesewes'gL begin-period . - 3730 730900
_~(§u&ent accgnnt.Salance : o . L 5.00 o 100
Cspital account balance . 130 417.30

Medium and long-term capital  * 430 - 220
. Short-term capital ' 040 . 540

_ Other B ~ . 340 260

~ Forwards/swaps o 000 P 1150

“EZO . .27  ; 240

Netbalsace . - 0 640 - -13.90
- Financiog package o - o o ) R 8.90 .
Fund S R b 240
.. Otber A I X (1]

iFXreservesat ead~perxod S 130.90 R 2590 -
* Months, unport coverage 578 - 484

Assumptlons ' ; R

25.90.
100

3.92 -

. 125

222
0.25 .

270
0.00

292

1.00

0.20.
080 -

23 98

15.05 .

23.98
100

524
125

1.44
0,25

480 -
0.0

424

Ll‘oo
020

0.80

2074
437

- - 20.74

-2.00

- -2.19
© 1.80

3.34]
L0
-L70)

- 0.00

o 40'.19 o

'1.90

030l

1.60

245l
473

< 25.90
4.00
1135
4.30
-1.00
0.5
-9.20 ‘
0.00

) -1.35
3.90
0.70

. ;22‘;45
- 4.73

1) 80% rollover on maturing dcbt ﬂ:us mcIudes bank and nonbank debt (thh about 34 bxlhon m unaﬁ'ected trado credxts)

D 50% rollover on forwards - . _
~3) $4 billion current account surplus © . ‘ :
4 1998 meorts of $57 bxlb.on (avg over 1996- 1997 was $67 bxlhon)

- 3.204.



Possable Elements in 2 U.S. Balateral Package :
(U SD rmlhons)

',i

n (ifi

" Economic Assistance . - $70 -
~ FMS Debt Restmctunng $54
. PeaceCorps - $14.
USIA Support for szmng ‘
Students . 810

- ‘Sub-total ; R  $148
herP l ou‘rAi
- AEx-Im Bank Short-term 8250 )

Insurance ‘ o .
,OPICInsurance',' . 8150

 Total ;. $548
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1998 SE 001857

- DEPARTMENT OF THE TREASURY
WASHINGTON D.C. 20220 '

T MEMORANDUM FOR SECRETARY RUBIN | |
| ' DEPUTY SECRETARY SUMMERS
UNDER SECRETARY LIPTON

,"sUBIECT Thailand: Next Steps o

“Thaﬂand and the IMF have Just reached agreement ona Letter of Intent whichis expected to go‘
“to the Board in late February The IMF mission head was very pleased with the results of the -
~review. A more detailed report of the Fund’s latest rmssron is attached The. program mcIudes

o the followrng hrghhghts o
- : Mometary Pohcy is.to be focussed on stabrhzxng the baht, ultrmately wrth the viewto . .
o _mamtmmng tlus pohcy untrl the baht rises to the low to mxd-405 . S

R The 1998 fiscal deﬁcxt target is now 2% of GDP compared to the earlier target ofd 1%
S surplus reﬂectmg the fall-oﬁ‘ in tax revenues due to lower-then-expected growth

e Fmancnl reform is gomg forward as well as can be expected The govemment has
IR moved qmek[y by intervening in four banks in the past six weeks, and plans to announce
- . soon new bank supemston guidelines. Progress in cleamng up the frozen ﬁnance
o ‘eompames 1s also movmg forward albeit slowly ‘ : :

- o The capital account is now pro;eeted to be in deﬁcrt by $14 brllron in 1998 compared to -
. earlier estimates of a balance due to hlgher-then-expected rolloffs of short-term debts. A -

- ‘sharp mprovement in the current account and higher-than-projected international

S reserve levels at the end of 1997 however will largely oﬁ'set the prOJected detenoranon -

,'_:mtheca]malaccount R o . )

C Agamst thrs background Fund staﬁ.’ has reached the samie conclusron that we had narnely that
.+ the Thai program is adequately ﬁnanced for the trme bemg But it intends to review this issue
-'agammMay g - 3 . ‘ : v .
I m stxll mcimed to beheve that we should pnvately make a case to the Thars perhaps wrth some
SR public: sign, that we would be prepared. to support providing Thailand with supplemental :
- resources, through the SRF later tlus year if such augmentatlon rs needed

- As you know aTreasury team led by BrH Murden went to Thailand and has returned The
general assessment is that the Thais are now domg a satisfactory job with the frozen finance .
. companies but fice many difficult hurdles in disposing the assets; and the restructuring agencies
" need to coordinate efforts better with the Finance Ministry and Central Bank: With respectto -
L .commercral banks there is a general sense (except by the IMF) that things will get worse before -
e ';igettmg better Questlons regardmg recapltahzatron still need to be resolved



ﬂaaﬂa’nd,‘ Briefing from IMF,Smﬁ{ |
i (February 12, 1998)

On Fnday mormng, IMF staff in Bangkok bnefed Treasu:y on the status of the Fund Program

.~ The IMF Mission Head was very pleased with the review. The markets seemn to have. growing
~ confidence in the economic team; the baht has appreciated 31gmﬁcantly in reeent weeks and

o ,there seems to be continued pubhc support for the program. .

- ffFlscal Pohcy o X

;'Macroeconomlc Developments Lo

GDP is expected fo deelme by 3% i in 1998 resultmg na steep drop i in import demand. Inﬂatxon o

is currently running at 14%, but is expected to average in the high single digits over 1998. The

" current account is expected to be'in’ surplus by $7 b1111on or 4% of GDP The IMF w111 conduct

another rewew in Tha1land n May

The IMF knew by the fourth quaxter that Thailand could not meet its ﬁscal targets for 1998 The ‘

Fund is not concerned about the slippage given the decline in domestic demand and thehuge ==~ '

turnaround in the current accourit. Thailand has already undertaken major efforts to limit

spendmg and the government. has agreed to some small fiscal measures.. But the IMF is not
~ pressing for more. Thus, on the basis of the new assumptions, the central government deficitis .
- -~ projected to be 1.5% of GDP, and the state enterprises will be in deficit by 0. 5% of GDP fora.

'total of 2% of GDP in 1998 The earher IMP ta.rget wasa 1% surplus , :

Monetary and Exehange Rate Pohcles ‘

" The 1998 monetary targets will remain unchanged and Thzuland has met all targets sofar.

: "I‘haxland and the IMF have agreed that the primary objectwe of monetary policy is to focus on’

using interest rates to-stabilize the baht. The agreed strategy is to consolidate and hold any .

. ‘upward trends in exchange rate. apprematxon Over the coming period, the Fund and the Thals
. want to see the baht exchange rate settle in the low to mid-40s range: In the very near term,

however, the Fund would not view any modest weakening of the baht as warranting a response\
through higher interest rates. The IMF is focussing on the overnight repurchase rate. This rate -

- was runhning about 25% several weeks : ago, but has dropped to 20% since and remainéd there for

several days notmthstandmg the appreciation of the baht. The IMF does not think that recent

-~ statements by Thai officials regarding the need to ease interest rates 1mphed that the government o

planned to alter its interest rate policy unnl exchange rate objectives were met. The mference

| ';Fmancxal Sector Reform o

. was that these statements were made for dornesttc consumptxon

[

The Thals have moved qmckly to close those ﬁnance eompames that needed to be cIosed Wxth

- " respect to the frozen finance companies, the World Bank has the lead. ‘The IMF hoped that the o
- Bank would have meved more quxckly in addressmg the probtem of eleanmg up ‘the portfohos so. -

NS
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' ‘that the IMF could concentrate on the Thax banks Two mstxtutxons have been developed to deal
-+ with the bad assets of the finance compames A key objective is to prevent liquidation of the .
_ assets of the seized finance mstltutlons from depressmg the value of the assets of remammg
*ﬁnance compames and banks RS } : : :

. 'In the iast six weeks the Central Bank has also mtervened in four banks vrrtually wxpmg out the _
* equity positions of the former stockhoiders, along with changing management; the government

. hopes to re-privatize these institutions before the end of the year. The key issue from the Fund’s

perspective is not the finance compauies, but what to do with the commercial banks that -

o represent 80% of the financial sector. All the banks will need to be mcapltahzed The

~ government’s plan is to encourage pnvate investors. The Thais want to avoid the perceptron that
‘the govemment will re-caprtallze the banks SO as not to d1scourage pnvate mvestors S

o The recent’ break—off of dlscussmns mvolvmg Cmbank purchasmg ma]onty centrol of Fi 1rst

: ~ Bangkok City Bank was due to Citibank’s realization that the Thai bank was in deeper trouble

' than initially assumed. Citibank’s actions were. also probably influenced by its decision to enter

. negotiations with another Thai bank ING is also reported tobe in advanced discussions with "~ S

- another Thai bank. The government, plans to announce soon new’ bankmg standards that will

-take effect in 2000. World Bank technical assistants are helpmg the Thais in restructiiring the
financial system. F und staﬁ‘ noted that the financial restmcturmg program was gomg along as
well as can be expected grven the capltal shortage ' U

External Fmancmg

- The IMF had ongmally assumed the capltal accourit would be in balance in 1998 However due :
- to higher-than-expected rolloff rates; the capital aceomlt is expected to be in deﬁc1t by $14 B
- billion. But the BOP still seems adequately financed. . The current account is now expected to
be in surplus by $7 billion, compared to an earlier deficit assumption of $2.5 billion. ‘Reserves at -
. the end of 1997 were near $27 billion, about $4 billion above IMF projections, partly because the

' } - Thais had allowed more of the short-term rolloffs to be fed into the rmrket than the IMF had
. expected. Fund staff said that they would not be averse to allowing xwerves to finance $3-5

~ billion of the pro;ected 1arger capital outflows. .However, the Thais were concérned about market
~ perceptions should reserves fall below $23 billion -- currently a legal floor that the Thai- -

government could change.. Fund staff also noted that there was some addmonal ﬁnancmg from -

. theJapan export credit agency and from the ADB. The Fund’s bottom line is that ’I‘halland’
o external ﬁnancmg package is adequate for now. It wﬂB revlew tlns issue agaln in May

'Wrth respect to shon-term debts, forelgn banks hold the bulk ofi 1t The mllover rates of these
" bariks have been about 85-90%. However the rollover rates of Thal banks has been about 60%,

- and the rate for corporations has been 50-60%: The Thais have been exhorting Japanese banks to
roll over their debt, with success. With respect to central Bark forward contracts, the IMF o
- programs remains unchanged. Forward contracts totaled about §18 bﬁhon at the end of the year

A ~and are programed to declme to $9 bllhon by end-1998 ' L . o
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DEPARTMENT OF THE TREASURY
| WASHINGTON, D.C. -

March 10, 1998 ’ ACTION.

ASSISTANT SECRETARY

MEMORANDUM FOR SECRETARY RUBIN

FROM: - Timothy Geithner A ﬁ :
- Assistant Secretary (International Affairs)
SUBJECT: ~ Memoto the President for his Meeting with Thai Prime Minister
: : Chuan :
ACTION FORCING EVENT:.

The President is scheduled to meet with Prime Minister Chuan Leekpai beginning at 11:00 am on
Friday, March 13. A separate and more detailed briefing is forthcoming for: 1) your March 13)
9:15 am, bilateral with Prime Minister Chuan at Blair Hor~  and 2) your participation in the
Cabinet Room meeting with the President and Prim- - 1t 11:05 am where economic and
financial issues will be discussed. '

RECOMMENDATION:

That you sign the 9'

‘/")w«\w

Agree

cc: Larry Summers
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Economic Developments and Key Commitments in Thailand’s
«. IMF Letter of Intent

" Macroeconomic Situation: Real GDP is expected to fall 3-3.5% in 1998, compared to a decline
of 0.4% in 1997. Unemployment rose 3.5% in mid-1997 to 4.8% at end-1997. Inflation is
expected to total 10.6% for 1998. Despite the nearly 100% depreciation of the baht from July to
~ January, price pressure has been held in check by falling demand, low wage pressures and the
small import-content share in consumer goods.

Monetary and Exchange Developments and Policies: Monetary figures are on track with the IMF

program, Interest rates were raised in December and early January to counter the weakening
baht. However, the political consensus for maintaining high short-term interest rates -- currently
21-25% -- is fragile. - g

Ei§gg| ngglgpmgms and Policies: The Thai government met December IMF targets, but with

considerable and growing difficulty due largely to the recession. They sought IMF revisions in
the 1998 program to avoid aggravating the economic downturn and to accommodate additional
social safety net expenditures. 'We supported their request and the IMF agreed to revise the 1998
target to a deficit of 2% of GDP, compared to the former target of a 1% surplus.

External Sector Developments and Qutlook: While the projected 1998 current account has’

improved from a deficit of $2.5,billion to a surplus of $4.4 billion, the capital account outlook has
deteriorated due to negative regional developments and downgrading by rating agencies Net
capital outflows are projected to be $14 billion in 1998. The projected financing gap is expected
to be covered by a $4 billion decline in reserves to $23 billion (4.9 months of imports),
disbursements from the $17.2 billion official financing package developed last summer -- $4.3
billion -- and $1.6 billion from newly identified loans from the Asian Development Bank and
Japan. We do not expect that Thailand will require additional financing. Nonetheless, our
announcement of support for Thailand's access to the IMF SRF, if needed, shoul d enhance
market confidence that the program w will be adequately financed.

Financial Sector Reform: The govemment plans to complete the auction of assets from the 56
frozen finance companies by end-1998, and will develop plans to restructure and re-privatize four
intervened banks. While this timetable is ambitious, they should not be dissuaded-from it. By
end-March, the government will issue guidelines and a phased timetable to strengthen loan

classification and provisioning’ rules so as to bring banks in line with international standards by the
_ end of the year 2000

Privatization Program gggj gggmgrgwangn Law: Inthe near term the Thais will focus on

privatizing the transportation, utility and energy sectors. The government is develeping a new
“Corporatization Law to clarify the legal status of state enterprises to facilitate privatization and
strengthen the regulatory framework. The bankruptcy law will be revised to permit orderly
reorganization so that heathy parts of an insolvent corporation can continue to function.
Amendments to the Alien Employment Act and Alien Business Law will increase foreign
participation in the Thai economy, principally through liberalization of foreign ownership rules

A March 9, 1998
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~ INFORMATION.

:MEMORANDUM FOR DEPUTY SECRETARY SUMMERS Lo
UNDER SECRETARY LIPT ON
o >m0M:‘ BT ; TlrnothyF Gerthner /fb‘
S (Intemanonal Atfarrs} . :
' SUBJECT' r L Recent Revrews of Tharland and Korea s IMF Programs

. B Attached are the recent revrew documents for Tharland and Korea, as well as OASIA staff’s
o comments on these countries’ programs o : o .

‘Tab A N Memcon of meetmg wrth IMF dmsron head for Tharland

Tharland’s fourth Letter of Intent (LOI)
' Tab B - '& Memo cntrqumg Korea $ (LOI)
©o- 7 Korea’sLOI

';'Draft U S Executrve Drrector s Board statement

| fTharland A

. ) “The program appears to be on traek and adjustmg to the changmg developments in Thatland and - - e
- we should support it in the Board review on June 10. We aré concerned about continued political - "
support for the reform program in the face of rising unernployment and widespread bankruptcies. o

. We are also concerned that Thai banks may not be able to recapitalize themselves by market
L ‘means prolonging the current liquidity crunch and jeopardizing the recovery of the financial ..~
~ sector.: Jonathan Frechter has told us that the World Bank is already workmg ona “Plan B” for §i
; rthesebanks - B ST , L o

- The revrsed program allows for further Ioosemng of ﬁscal and monetary polrcres The latter 1s
V contmgent upon continued stability of the baht. The LOI- also spells out more details on Iegal
[Ajand regulatory reforms to promote financxal sector reform. Corporate debt restructurrng is

o moving forward on.a voluntary basis, but several reforms are still needed to speed up the process o

‘ - The Thai government is not considering any sort of F ICORCA’ arrangement, and the LOI
:outhnes upcomlng steps to 1mprove the envrronment for prlvate-led corporate restructurmg

- 'Koreau

e The Board meeting, is tentatwely scheduled for May 29 1998 Korea has rnet 1ts performance
cntena for end-March and therefore qualrf esto recerve the next tranche of IMF funds
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. However, we remain concemed about Korea ] momentum on ﬁnancral and corporate sector.
restructuring, and raise a number of concerns with Korea’s most recent letter of intent. Most -
‘troubling is the issue of * rescue lending’ and guarantees from commercial banks and government

-policy banks such as KDB to over leveraged conglomerates We believe that we should request-

" that Fund staff prepare a supplement to the review on this fopic, Jincluding data and mformanon

~om condrtronahty associated with such lending and on how rescue loans impact Korea’ s broader '
- goals of maintaining market-confidence, recaprtahzmg the ﬁnancra] system “and restonng a
o framework 1or economrc growth : .



PR P S . DEPARTMENT
" To: TimGeithner - - - . OF TREASURY-
I .. . Officeofthe :
R S . S 'AssrstantSecretaryfor
. 'Date:5/27/98,332PM . - -~ .~ International Affairs
o o - A‘,OfﬁceofEastandSouth
7 ‘Asxan Natlons

v Re ’Iharland’s Thrrd Revrew under the IMF’s Stand—By Arrangement

' Attached are a memorandum summanzmg a May 20 conversatlon wrth the IMF s dmsmn head i ‘
.for Thariand and Thalland’s fourth Letter of Intent (LOI) :

’ As noted in yesterday s Asra Daxly, the MEP al}ows for further loosemng of ﬁscal and monetary o i

B pohcres The latter is contingent upon continued stability of the baht. The MEP also spells out :
more details on legal and regulatory reforms to promote financial sector reform. Corporate debt . . -

' restructunng, is movmg forward on a voluntary basis, but several reforms are still needed to
speed up the process.’ The Thai govemment is not considering.any sort of FICORCA " »
»arrangement and the MEP outhnes upcommg steps to 1mprove the env1ronment for prrvate-led .

o corporate resu'uctunng

' Whrle the program appears to be on track and adjustmg to the cha.ngmg developments in ,
Thailand, we are.concerned about contmued political suppost for the reform program in the face

- of rising: unemployment and mdespread bankruptcies. We are also concerned that Thai banks
o may not be able to recapxtahze themselves by market means, prolonging the current liquidity - .
v crunch and jCOp&I‘dlZlng the recovery of the financial sector.: Jonathan F rechter has sard that the o

R World Bank is already workmg ona “Plan B” for these banks

f~'

, Room 5221
Phone 622-1724

cc Dan Zellkow Todd Crawford Brll Murden Teresa Rutledge j" o



MEMORANDU\/I OF CONVERSATION
FROM - Patnck Stuart, INA
i SUBJECT Conversatlon w1th Ran] it Teja, Cluef Economlst/Dmsron Head Thalland

L 'I met with Mr Teja and Todd Schnelder on May 20 to dlSCuSS results of the recent IMF mtssron -
and the outlook for Thatland in the commg months : ST :

‘ Pohcv Revxsrons ‘f

;Output contmues to fall in 'Iha:land w:th the F und now esnmatmg a declme of 4 5%. (Note '
Some private sector analysts are even more pessrmlstxc and the Deputy Finance Minister -

e publicly stated that the economy could contract by as much as 6%.) Consumption is fallmg, 3

... partly due to the wealth effect (drop in stock and real estate prices). The Fund is not seeing -
‘ consumptton smoothxng Instead people are tlghtemng their belts in antrcrpatlon of job losses o -

- ‘F zscal Fund staff w111 recommend to the board a loosemng of the ﬁscal stance from a 2% deﬁelt '
t0a3% deficit (still excluding financial restructuring costs) Roughly half of this willbe =
:mcreased social safety spending, chiefly public work projects: The other half will be due to - ‘-‘}
decllnes in revenue: - VAT and import duties are down, and the Finance Ministry will have to .
. give some corporate tax refunds due to plummetmg proﬁts The expected automatxc stablhzer
. effect will be between 0. 3% and 0 S% : ‘ - :

o Monefafy The Fund and Thals are stlll commttted to keeplng a txght rein on mterest rates , ,
. . There will be a gradual loosening of interest rates as long as the baht continues to show stablhty ‘

- The review -document will show some change in monetary aggregate targets but no one really -

“has a handle on the relationship between growth, money demand, and interest rates For o
: example, m.,tead of 1ncreasmg, veloclty now looks to ﬂatten out: or declme thls year

" Banking and Credit -

c The IMF is concerned about the lack of credrt to the real sector: Staﬁ' recogmze that there are
' , sector

‘Corporate debt restructunng is a key pomt here. The current.pace is slow and few deals have .
_been reached. The largest problems are tax regulatrons and other legal hurdles that do not make

‘ ‘1_ ‘debt restructuring attractive for all parties. For example, banks are taxed on accrued interest even ‘

though the bank may never have received payment. The Fund has some internal disagreement’ on -
tax issues, ‘with tax purists apparently pushmg a position that will drsadvantage Thai banks, but = o
the Asia dmston sees this as extraordmary cxrcumstanees that requ1re some ﬂex1b1hty to get debt»

L restructurmg gomg

.l"

real reasons why the banks are. avotdmg thls rtsk and are hesrtant to push too hard on the bankmg T

F_ond'ataff reached agreement with the Thais on legal reforms to remove these hurdles. Thereare
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" no. plans for any sort of FICORCA or govemment sWeeteners to mduce debt restructunng 1t
: pomted out that the Bank of Thaxland had gwen away all its' sweeteners through the FIDF )

- Recen! T zzfceover of Severz Finance C ompames Teja sa1d it was absolutely the nght thmg to do

At two of the seven, there was an active run on deposns, w1th these fincos left holdmg almost
nothmg but l1ab1hnes to the F IDF :

. World Bank Eﬂorts Teja gave a rnuch more posmve assessment of WB efforts than 1ast
December Now that Flechter is | m charge he sald that Staff is overall very : sansﬁed

DR Extemaj Develo ments

o Reserve Levels and F arwardx/Swaps The Thm apparently used the recent mﬂow of capltal for '

" two large bank recapitalizations as an opportunity to increase reserves. At one point early this -

* month, reserves exceeded $30 billion. The roll-off of some of the last forward contracts began o
- - mi mid-month. ‘About $2.5 billion has rolled off, with more to come in the near future They should -
“be left thh at least $25 bllhon in reserves aﬁer the roll»offs AR SR :

"Exports ana" Traa’e F inance: The small-economy model of exports is not workmg Thalland is’
not a pnce-taker While Thailand has seen'a 7-8% rise in export volume this year; the dollar.-

~* -amount is down, meaning that unit price levels are fallmg substanttally The IMF staff think thati S
B mcreased competition among the crisis economies and the sagging: Japanese economy maybeto
_.blame for the falling prices. There are complamts by Thaxs and- others that the Koreans are o

.dumpmg anythmg and everyt}nng to get cash

E - Fund staff beheve that the upcommg bond i lssue wxll be helpful in gettmg export f inance to some -

. - of the SMEs that have been missing out. They have a series of understandmgs thh the Tha1 o

' - authonnes for momtormg to ensure that this is not gomg to be wasted
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' 'Bangkok

May 26,1998
Dear Mr Camdessus
- 1'. -4 l Very sxgmﬁcant progress has been made in mplementmg the economic program since

~ the second program review. The last three months have witnessed an unportant turnaround in
market confidence. The exchange rate has appreciated by about 35 percent since early this -
-~ year; and has stabilized since mid-March, allowing a 'steady lowering of short-term i interest . -
" rates. The Bank of Thailand (BOT), taking advantage of improved market conditions, has
-been able to rebuild its foreign exchange reserves. Thaxland’s ﬁrst soverergn bond issue smce
the onset of the crisis is planned in the commg months : : L

2; These favorable developments have followed from the government s stnct adherence
" to the economic program. All quantitative and structural performance criteria for March 31,
1998 related to macroeconormc pohc1es and ﬁnancxal restructunng have been observed

o 3 We draw specral attentlon to the progress bemg made in ﬁnancral restructunng We. _'"

_have announced the phased implementation of tighter loan classification and provisioning -
~rules; which will be gradually brought up to full observance of international best practice over N
‘the next two years. Banks have made considerable pro gress in recapitalization: two large .
“‘banks have just completed major international share issues, and another two have developed
strategic partnerships with foreign banks. Tighter loan classification and prowsxomng

- standards are contributing to increased confidence and mvestor interest in bank . -

' recapitalization. To facilitate financial restructuring, five emergency decrees have been
approved by the Cabinet, four of which have been ratified by an extraordinary session of
“Parliament on May 25, 1998, and the remauung one shall be consrdered shortly durmg the
‘same extr aordmary sessron e , , : _ _ _ o

4, Nevertheless whrle 1mportant progress has been made in the ﬁnancral sector o
: condmons in the real economy.are still deteriorating as the economic decline during the first. -
half of 1998 is proving to be deeper than prewously antlclpated Both domestic and external
" factors have contributed to the revised economic. outlook, some of them directly associated .
with prolonged contagion from developments in the region. Domestically, there has béen more
pronounced weakness in pnvate consumphon and mvestment demand and contmued hqurdrty

- shortages

S, Agamst the background of consrderable progress in stabrhzatron, the 1mmedrate
pnorlty under the program is to minimize any further dechne of the economy and bring about
~early recovery, while sustauung the stabilization gains. Thus, the focus of" pohcxes will shiftto.
-adapting macroeconomic settings, strengthemng structural pohcxes and ensunng the adequacy C
~of: the so¢ 1a1 safety net. . ' T . _ :



6.

S

* An updated economic pohcy temorandum of this government is presented in the

‘attachrnent We draw attention to six key areas where strengthened understandings have been

- developed in order to alleviate liquidity shortages in the.economy, accelerate restructunng,

“protect the drsadvantaged and prepa.re the ground for an early recovery

L ,Fu'st regardmg Our Macroeconomic polmes there is room for ﬁzrther cautious
" reductions in interest rates and sorewhat higher monetary growth rates in line with . A
, ‘recovenng money demand. Distortions in the money market created by FIDF financing -
- are also to be reduced by raising more long-term funds to substitute for its short-term =
. borrowing. All of this should greatly improve liquidity conditions. In addition, we will
. use the proceeds of the sovereign bond issue to strengthen the specialized banks and L
- increase their capacny to meet the credit needs of key sectors; the polxcy framework of s
. the specrahzed banks is to be strengthened for tlus purpose : - ,

" , Second in hght of the larger current account surplus there is room to ad)ust the ﬁscal

.....

, | economy Thus the overall public sector deficit target under the program for 1997/98
o xs proposed to be changed frorn 2 percent of GDP to3 percent of GDP o

. Th”' d, we have developed concrete measures to ‘strengthen the social safety net and
' increase well-targeted public works programs, and have allocated an addmonal
L percent of GDP in the. 1997!98 Budget for this purpose R

o ,Fourth, Wrth the recovery contmgent on eﬁ'ectrve corporate debt restructunng,
- important steps are being taken in this area. The legal and institutional ﬁ'amework is
- being strengthened and made more supportive through reform of the bankruptcy act,

~ “foreclosure procedures, and other laws. In addmon, we are liberalizing further foreign
o 'mvestment restrictions in key sectors in order to mcrease resources for restmctunng

x . Frﬁh ﬁnancral sector reforms contmue to focus on the need for thc core bankmg o
.. systemto contmuously strengthen its capital, based on best international practices for
~loan loss provisioning that have already been mtroduced 1mplementatron guxdelmes B

- willbe developed by rmdyear o

, Sxxth, the coming months wx]l see the auction of more complex assets by the FRA, and -
o wewill be developmg a strategy to strengthen the finance company sector, as well as
- to resolve the status of the four intervened banks. This is essennal to rmmmlze the :

B o need for: any ﬁ;ture FIDF support for these mstrtutrons

o ‘Although we are greatly encouraged by the strengthened forergn exchange reserve .

S e 'posrtxon we need to remain especially vigilant in light of the- contmumg regional tensions. .
" Thus, we will keep the ﬁnancmg of the program under close review to assure that, wrth IMF :
- support, the program remams fully ﬁnanced at all trmes co T T

8.

The 1mmed1ate penod ahead wﬂl connnue to be very drfﬁcult in ’I‘haxland, hut the

o country is becommg much better placed to overcome the remarmng challenges and to prepare :



. - .' .,

for a sustainable recovery Were new pressures to arise, the govemment stands readv to take . o

" whatever additional measures are necessary to ensure the success of the program, and wﬂl

e consult with the Fund, as mdxcated earlier.

~Sm<;érely, R o

- TamnNimmanahaermnda R T M. Chata Mongol Sonakul
Mlmsteromeance L R - Governor, Bank of Thailand -

. Attachments -

M Michel Camdessixs. ;

. Managing Director . - o
. ;iIntematxonalMonetaryFund IR
' VWesIfm;g‘ton,DCmZMM. oL



o -80‘-7_"'
" MEMORANDUM ON ECONOMIC POLICIES .
* OF THE ROYAL THAI GOVERNMENT
May 26 1998

I l\rIACROECONOkﬂC FRAMEWORK AND POLICIES FOR 1998

1 . The macroeconomic ﬁamework adopted in Februaxy 1998 has been reassessed agamst' K

- the background of an economy that is weaker than anticipated, partxcularly during the first
'+ half-year, and an external posmon that has improved more markedly. At this third review of

‘the program, the key objective is to minimize any further decline in the economy and bring -

" ‘about an early recovery, while sustaining the restoration of confidence witnessed in recent

- months. Both macroeconomic policy settings and strengthened structura] pohc1es are. bemg o
'demgned to gtve preennnence to thxs objectwe ‘ v : , oo

| 2 . Tbe weaker economy durmg the ﬁrst-ha]f of 1998 hes behmd the revision in t.he B
economic outlook for the year as a whole, a decline in real GDP of about 4-5% percent A

" ‘number of external and domestic factors are contributing to this outlook. The continued -
- unsettled conditions in the region are a key factor, reducinig export demand below previous- -

,prOJectxons and delaying the’ recovery in private capital flows. Domestically, consumption a.nd :
" investment demand have both been weaker than previously expectéd. The modified policy

o - framework adopted at this review (Table 1), aims at accelerating structural reforms:and

* offsetting some of the weakness in private demand, .and should help the economy bottom out
by about midyear, and begm to recover during the latter part of 1998. Inflation is now.

. ‘expected to peak at just over 12 percent, during the second quarter of 1998, and should be -

- contained at 10.5 percent for the year as a whole, restrained by the wealcnesses in the real " v
~economy. The BOT’s foreign exchange reserves have remained well above the program floor;
~ reflecting ‘a'larger current accounit surplus and a slightly smaller deficit in the capital account.
.- These inflows, together with other initiatives summanzed below wﬂl contnbute to eas:ng
progresswely hqmdlty shortages in the economy A

' ,Monetary and Exchange Rate Pohcy

. 3 Stablhzatxon of the exchange rate w1ll remam the pnmary objeenve of monetary pohcy,' Vf .
- but there is now room to adapt the monetary program to better assure the liquidity needs of -
. the pnvale sector. However, against the background of a significant strengthening of the

| _currency since J. anuary, the recent stability of the baht within a more realistic range; and the -

_’ ‘substantial restoration of the BOT's reserves, there is room for further cautious reductionsin .
- the overmght repurchase rate. CorreSpondmgly, the monetary program for 1998 is being
. adapted to take account of unproved market confidence and a stronger outlook for ‘money -

- demand, and M2A growth in 1998 is now projected at 9 percent. The December 1998 target o
- for reserve money growth will be kept closely under review; within a target range of about

o . 6%~8 percent, and we will use the increased room prowded exchange rate stability is

‘maintained. However; if there is mcreased pressure on theé exchange rate, we will raise interest
‘rates and tlghten the monetaxy program as necessary Annex A contams the revrsed NDA
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B perfonnance entena through September 1998 and the new mdxcanve targets for reserve -
- money. : . : - ' -

4. The monetary program allows the proceeds of the anncxpated soverelgn bond issue to
** be used to strengthen the four specialized banks. For this purpose, the policy framework of
.- the specialized banks will be reviewed and strengthened ahead of their recapitalization
- (paragraph 15 below). On this basis, we expect that the specialized banks will be able to
- expand their lending operations at market rates, especially to the export sector, building on the
.recently negotiated trade finance facilities with the Export Import Bank of Japan - ‘
. ‘($600 mxlhon) and the AsDB (Sl bxlhon) 3 .

S -‘Fxscal Pohcy

5 Although recent revenue and expendlture developments have been well mt‘mn

o establxshed program targets, the deeper-than-anticipated recession makes it hkely that there

~ will be further revenue shortfalls later in the fiscal year, especially in corporate income taxes as.

-~ well as with | Trespect to the earnings of state enterprises. In addition, we have concluded that

* existing arrangements for social safety net spending need to be strengthened more rapidly’ than V
' prevxously anticipated to‘provide greater relief to dxsplaced workers. Therefore, we propose -

- 'to revise the target for the 1997/98 overall public sector balance from minus 2 percent of GDP .
* 'to minus 3 percent of GDP (defined under the program on a GFS basis and excluding the =~

costs of financial restructuring. See Annex B). This will also help offset the greater -

~ deflationary impulse from contractmg private consumption and investment. Within this total

the central government deficit will rise from 1.6 percent of GDP to 2.4 percent of GDP::
- Roughly one-half of this revision will reflect higher social safety net spendmg, while the
;remamder wﬂl compnse the effect of lower revenues as we allow automanc stablhzers to take T

o : : veﬁ'ect

» 6 : Regardmg the state enterpnse sector we expect that the smaﬂ deﬁcxt wilI rise :
t somewhat from 0.4 percent to 0.6 percent of GDP, durmg 1997/98, reflecting lower earmngs .
Adjustments have been made to.prices for goods and services provided by state enterprises,

. including for electricity, air-conditioned buses and trains, and for water use. 'However, bus and - -
- rail fares for the poorest members of society have been maintained as. part of our social safety

net, and we will ensure that emerging arrears in the State Railways and in the. Bangkok .
. Metropolitan Transport Authonty are cleared by the end of Iune 1998 by budgetary transfers

g w1thm the ﬂscal ﬁ’amework.

L ' " We have also formu[ated the prelmnnary fiscal framework for 1998/99. Agamst the
- expectation of a small economic.recovery during 1999, there will be room to reduce the fiscal - -
- deficit from that currently projected for 1997/98. Thus, we expect to contain the overall |

L public sector deficit to no more than 2% percent of GDP in 1998/99, mgnalmg the continued e

2 structural strength of Thailand’s public sector despite the economic crisis. The central

~government deficit will be about 1% perceént of GDP. This target includes the costsof
. financial sector restructurmg Toward this end, the government has set itself the ambitious

: ObJCCthG of issuing about B 500 billion of government bonds by the end of the 1998/99 fiscal

- - year (paragraph 18). ,About 1. percent of GDP will be the deficit of the pubhc ehtex“pns‘e‘s. The -
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. 1998/99 hscal framework wﬂl be reassessed durmg the next quarterly review, ahead of its .
formal adopoon in September 1998. : , ,

' _Extemal Sector

8 External current account adjustment is also proceedmg more quxckly than envxsaged
just a few months ago, mainly reflecting the deep recession, and we now expect to record a
. current account surplus of about $8.5 billion or about 7 percent of GDP in 1998. Export .
performance has been weaker than expected, partly because of declmmg agricultural and
manufactured good prices, as well as lower external demand; therefore, import compressron 7
- remains, for now, the principal source of external adjustment However, progressively during
1998, we expect the balance between 1mport compressxon and export growth to. shxﬁ, and the L
' current account surplus to-narrow. e , f

9.  ‘The capltal account is developmg broadty as envxsaged in key areas: Most of the

- offshore forward and swap obligations incurred in 1997 have now been settled, and we are.
' confident that the total stock of such obligations will be reduced to about $9 billion by end-
" 1998, comprising only domestic obligations related to liquidity management. Also, there has.

" been greater stability in recent months of short-term credit lines. In particular, the rollover rate . . ) A»

... for the Thai banks and the corporate sector has recently riseni. Moreover, foreign direct

_ investment recovered somewhat in recent months owing to share issues associated with
commercial banks’ recapxtalxzatlon (see below). Against thns there were some outﬂows from

, nonresxdent baht accounts earher in the year S : :

- 10, We have been encouraged by the entry of Canada into the ﬁnancmg package whlch
- will offset some erosion in the package from other sources. In addition, we'intend to place a'
-"soverergn bond'issue in international markets in the coming months. Overall, we expect that -
‘more ambmous external targets can be set for the 1998 program. The modification of the.
- June 30 performance criterion on net international reserves and the data for the September 30 . .

" external performance criteria are specified in Annex C. In addition, the envisaged amendment - .

BRI ~of the Currency Act allows for greater flexibility in reserve management. For all these reasons,

- we are conﬁd ent that the economxc program remams comfortably ﬁnanced
II. FINANCIAL SEC'I‘OR RESTRUCTURJNG

PR I Financral sector reform remains the cornerstone of our economic program Our

B pohcnes seek 2 continuous strengthemng of the solvency and liquidity of domestic financial

- institutions. Banks and finance companies are facing sharply declining credit quality and falling

.- earnings because of the economic downturn: At the same time, we continue to deal decisively .

- with unviable financial institutions, while protecting depositors and creditors in order to
' Vmamtam conﬁdence in the ﬁnancxal system Our pohc:es are summanzed in Boxes Aand B

D ,' Strengthenmg the Core Bankm g System

: L 12 Our strategy contmues to be targeted at augmennng the capital base of all domestlc '
L ﬁnancxal mstxtutrons and thxs process is bemg facﬂltated by the oghter loan class:ﬁcatxon and



= prowsmmmg standards Major commercnal ba,nks have succeeded in raismg pnvate capltal and

- many smaller banks continue discussions with foreign strategic partners. About $3 billion of - S

- new private capital has been raised since last November, most of it from foreign investors..
This process has been driven by the introduction at the end of March 1998 of new-loan -
' classification and loan loss provisioning rules consistent with international best practzces The

. new loan classification rules will take effect on July 1, and the associated provisioning’

o reqmrements——to be :mplemented gradually—wxll be ‘the dnvmg force behmd future bank - |
o Arecapltahzauon . o

13, The four zm‘ervened banks continue to operate subject to strict supemsnon by the -
BOT. Theu' funding has been regularized by converting most of their short-term liabilities to
the FIDF into long-term obligations at. funding rates closer to those of core banks. We are |

o developmg a strategy for their resolution and privatization, and have accordingly contracted

an investment bank to develop least-cost proposa.ls by mxdyear We expect to have adOpted a
‘ jstrategy for these banks by end-July g ‘ . , ,

- Strategy for Remammg Fmanclal Iustltut:ous

14, The 35 remammg ﬁna'nce compwues are subject to the same recapxtahzatxon ,
~ requirements and loan classification and provision rules as banks. Some finance companies
" have been recapitalized and have found viable market niches, but many others are very small - -
~"and will need to be consolidated. Consistent with this strategy, and following the modalities of -

previous interventions in banks, on May 18, 1998, 'we have intervened in seven finance - R

R companies that were unable to raise capital. A majority state-owned finance company (KTT)

is Ieadmg the consolidation effort. This consolidation strategy shall apply to.other ﬁnance

o compamee wluch do not. comply w:th their Memoranda of Understandmg thh the BOT

_ is. Rc.gardmg spemahzed ﬁnanczal msntutxons, 1t xs our mtentxon to make mcreased use of B

S these institutions to make credit available to the economy. Therefore, it is vital to ensure that :
© they are financially sound, properly regulated and supervised, and adequately capitalized.
* - Accordingly, these institutions and their overall pohcy framework will be assessed promptly

‘with the assxstance of the Worid Bank with the wew to 1dent1fymg any probiems by June 30 o iR

‘ f]»1998

E Asset ]);sposal of the 56 Closed Fmance Companm

- | 16 The Fmancxal Sector Restructunng Agency (FRA) workmg closely thh World Bankv -
‘ _consnltams has completed the rules and procedures for auctioning the assets of the closed
companies. The FRA has successfully auctioned a substantial amount of physical assets since

.. March. The next stage is to auction more complex hlre-purchase and loan portfolios, and this e

o _is scheduled to begin shortly with a first auction comprising $1.2 billion of hire-purchase loan .
S portfolios. The FRA has contracted an investment bank to professxonaliy market the assetsin =
" order to stimulate bidder interest. All financial i institutions in Thailand, including BIBF, are -

' ehgxble to participate in the auctions: An i unportant precondmon to these next auctionsisto - .
‘remove the major impediments to asset transfers; it is our mtennon to address these problems e
thmugh an emergency decree by the end of May e - -
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17 The orgamzatlon and procedures of the Asset Management Corporauon (AMC) are
o broadly in place, and an increase of its capital to B.10 billion has been authorized. Itis
‘expected that the AMC as well as the Radanasin Bank (RAB) will shortly fully define their
* own bidding procedures and funding policies in order to bid for the financial assets offered by
- the FRA. To assure the efficiericy and integrity of the process, a third party review of .
- FRA/AMC/RAB procedures will be: completed by September 1998 Itis not en\asaged that
: other sta1e agenc1es would partmpate in the auctions. :

FIDF Polxcxes and Operatmns i

18 As prevrously declared the government has decxded to take full ﬁnanmal responsrbnhty x

o . for the losses of the Financial Institutions Development Fund (FIDF) by convertmg FIDF debt - . fj
- into government. debt. This conversion will start with a government bond issue of

- “B’500 billion in FY.1998-99; the interest costs of these bonds will be met by-the Budget with. -
- their amortization being met partly by 90 percent of the future realized profits of the BOT,

"~ and partly by privatization proceeds. The Ministry of Finance is working out the terms and -

conditions, as well as the institutional framework, for issuing these bonds with the aim of - =

. - separating the mechanism for FIDF’s borrowing needs from the BOT’s management of short- o

. term interest rates. In its capacity-as lender of last resort for the financial system, the FIDF -
‘will charge a lending rate that will be the highest in the system for new lending. Finally, and
- - perhaps most meortantly, we will continue to move toward devising, by the end of the year, 2~
. ‘deposit insurance scheme to replace the comprehensxve guarantee of the ﬁnancxal system :
’ presently provxded vxa the FIDF : S v : .

B Strengthen Supemsnon and Regulatmn e
o 19, ,' The BOT’s mpemsxon of ﬁnancral msutuuons is focussmg on loan portfoho values -

“and capital adequacy. This effort has taken the form of a set of Memoranda of Understandmg E
: (M()Us) with undercapitalized banks and all finance companies, supported by targeted on-site

* . examinations. The BOT intends to continue this process by entering by mid-August into a new - E e
. set of MOUs with all financial i institutions; new MOUs W:ll be s1gned subsequently, unnl the

- new year 2000 provmomng rules have been met o -

B ~20 leen that problem loans in 'I‘haxland wxll need to be restructured 1t is essennal to

o ‘develop detailed operational gmdelmes to make the new loan classification and provisioning

- rules fully effective, and to provide banks with incentive to restructure their loans.. These
' guidelines, which are crucial for a restoration of normial credit flows in the financial system,

h " will need to be consistent with international best practices t6 be credible, while also taking j o

- into account the deep systemic difficulties facing Thai borrowers. We envisage that these new -
- guidelines will be fully in effect by mid-June 1998. The operatxonal guldehnes on collateral

L valuanon will also be mtroduced by rmd-Iune 1998

D21 The government is conductmg a broad review of bankmg and ﬁnancral sector |
L legxslatxon and regulation with the view to identifying the need for changes and finalizing .
,»proposals for legal and regulatory reforms to be taken later in 1998. We are in the process of

v : brxngmg in experts from G-7 central banks to provrde support for a High-Level Cnmnussxon ) . o
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which 1§ bemg estaoﬁshed to develop concrete recommendations on how to ‘strengthen central’
baninng and supervision in Thailand. Finally, the BOT will strengthen the eapacxty of 1ts
v‘super\nsory staﬁ‘ through recruxtment and retraxmng

IH SUPPORTING AND REVITALLZING Tm: REAL SECI‘OR

22 A ma;or strengthenmg in economic-and iegal institutions is needed to help the large

. number of financially distressed firms and displaced workers cope with the chal]enge of
. ad;ustmg to the new economic environment. Thus, we are acceleratmg many of the nutlatrves -

in this area that were foreshadowed at the ttme of the last rev:ew ot the program

o Corporate Restrueturmg and Legal Reform Lo

| 23 Corporate restmctunng wzth external and domesttc credttors is cruc1a1 to the recovery L

- of the private sector. We are encouraged that such restructuring is under way, and is being

" _pursued on a voluntary and market-oriented basis. The government is committed to
* " facilitating this process through legal and tax reform that would estabhsh the appropriate -

-enabling framework; the key steps toward this end are summarized in Box C. The government

- will encourage banks and corporate bodies to create voluntary creditor committees and debt- ~ -

" workout units. A consultative committee drawing together domestic creditors, mainly banks, - “
and corporate debtors has aIready been set up. One of its first recommendations—to clanfy

- the accountmg and provisioning rules for restructured loans—has been acted on and it is -

~ hoped that, in this way, the govemment can contribute to removing the institutional obstacles '

'to debt restructuring, especially facilitating debt workouts outside of formal bankruptcy court. - -

~ The government has-already announced that public funds wﬂl not be used to ball out
corporate umts and thlS basxc pnnmple is reafﬁrmed S .

- : 24 To 1mprove corporate governance the SEC has embarked on a revxew of accountmg |

o prmcxples and pracnces to bring them in line with international best practices by end-1998. .
- " This will result in enhanced' transpareney and disclosure standards on the part of all listed

companies. Companies listed on the Stock Exchange of Thailand will be required to dxsclose :

©oall liabilities. (mcludmg external liabilities and.off-balance sheet liabilities). Other steps-are also

o being taken to increase accountability to shareholders These measures to unprove corporate

e governance should be ﬁnahzed by June 30, 1998

i'anatnatxon and Competxtlon

125 . The govermnent has now drawn up a concrete agenda to tmplement the restructunng

. and pnvanzanon program that was presented in the February Memorandum on Economic

- -Policies, and these are elaborated in Box D. To ensure an adequate consensus for the -

o government’s privatization program, we are embarlnng on an increased dtalogue with workers «
" and other affected parties. The program presented in the last Letter of Intent ig reaffirmed, and -

o a specific timetable for mdxvrdual enterpnses wx]l be. developed by the time of the next .
: vquarteriy rewew - . , _ -
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26. The govermnent also places conszderable zmportance in deepenmg the external
_openness of Thailand’s economy, and increasing foreign direct investment flows into the
economy. Such increased investment flows will contribute directly to relieving the liquidity -
shortages in many sectors. As such, the government will shortly propose to Parliament
amendments to the Alien Business Law, as well as to other associated laws, aimed at
hberahzmg foretgn inivestment hnuts in selected sectors’ durmg the second half of the year

| Soclal Safety Net'

: 27. A socxal safety net adequate to the task of protectmg those left vulnerable by the
economic crisis is a key pncnty of the government. In consultation with the major. - C
‘nongovernmental organizations and labor leaders, we have further elaborated on the design of :

" the social safety net. These have allawed greater. spec:ﬁcatxon of the social safety net measures . o

‘anticipated at the last program review, and the strengthened program is presented in Box E.

. This program is being implemented in close collaboration with the AsDB (a social sector loan =

was approved on March 12), the World Bank (approval of the social investment project loan -

' is planned for July 1998), and the Overseas Economic Cooperatnon Fund. In addition, it xs .

expected. that the govermnent will accelerate public employment creation in small | o
infrastructure programs in the agricultural sector, and increase funds for retraining programs -
and lending to the unemployed to facilitate self-employment activities within the mcreased
margm prowded by the ﬁsca] program I -

IV DISCLOSURE AND TRANSPARENCY IN ECON OMIC POLICY

28, The d:ssemmanon of txmely and accurate econotmc mforma.tlen is essermal in

 bolstering market confidénce and ensuring a stable recovery. We have already subscribed to L

~ the special data dissemination standards (SDDS), and we expect to be in full compliance with

e it by the end of the year. We have also steadily increased the quantity, scope, and timeliness of

- economic data in the Bank of Thailand’s monthly press release and on the Worldwide Web. -
. Additional plans to improve the transparency and tlmehness of data reporting are under way.-
" Thus, during the second half of the year the government will, among other things, shorten

reporting lags and add to its list of regularly published data, including 2 medium-term schedule - - .
. of external public and private debt obligations falling due. We have also reduced the reporting -

.. lag on international reserves and on net forward obhgatxons to one week, and these’ data will,
~henceforth, be available weekly, effective July 1998. Steps to develop quarterly GDP-
. estirates are under: way, and it is our intention to. improve the frequency and quality of labor '

" market data, as well as to improve indicators of the real economy and financial sector.

~ soundness; to help improve the quality of macroeconomiic policymaking. A review is also now -
. under Way to adjust monetary data for the 1mpact of ﬁnanclal sector restructunng ' '
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Table 1. Thailand: Macroeconomic I-’fémewgrk,. 1996-98

6267

- 1996 1957 - 1598 -
- S . Second . Third .
Revised - “Estimate Review : Rmew
Real GDP gmwth(pczc:n!) R 9.4 3w3s 41085
Cnn.sumpum . 6.7 Sl B ¥ X -8.0
* Gross fixed investment . 6.0 160 -21.0 4.0
CPImﬂ:mn (end period, percent) - 42 17 ) 10.6 “10.0
Pt mfhum(pmod wmge. pcrceat) ) 59 - 56 .- ‘116 : -10.5.
' snmgumnnemmauummmuofenm' - S o : : L
Gross domestic investment e 4T 350 291 . 282
" Privato, mcludmgmb s B © 176 16.4
" Public o . 302 S $ & 115 118
Gross riational saving 2 e 337 - 329 330 350
Private, including stat dmemcy,' - w8 : ‘22;2 o o230 256
Public LB T10.T - o100 %S
© Forsign saving Y19 L2 39 T 49
. Fiscal accounts (percent of GDP) 1/ - . L B S
" Central government balance 2.4 X -1.8 S ¥
Revepue and grants. - - .o 198 183 - 158 BELE
Expenditure and net lending VA 182 . 174 119
} Ovmll pnbhcmtorbaiwc - 27 - A X R 3.0
~‘Mouemynceom(mdpmod,pmut) o : . S o
- MIAgrowth ' 127 24 S Y N
‘ Rmmeygomh o120 T 4T 66 . 6680
: Bxlmccafpnymmu(bllhom ofUSS) Co S S
Exports, fob. 847 567" 601 515
" Growth rate (in doltir texms) . Sy 3.8 S22 14
o Gmnhm(vohmctmm) 5.1 - 82 . 106 .38
 Import,cif . o 70.8 613 56.8 50,8
* Growth rate (in dothtm) .06 134 A -177
" Grovith rate (valums terems) 4.0 -11.8. 52 . -{3.6
’Gmduawmhm“ 144 3.0 44 "85
, {percent of GDP) * C e 0 L 39 69
* Capital account balages - 16,5 ~18.6 . -l2ta-14 ~l4to-16 .
Medium- and long-term” S 113 83 A % , .46
- Shotleterm S sz 219 Swel6 . 18 t0-20.
" Overall balance - : S 22 -18.6 © -8w-l0 Cto-g
Geoss official reserves (end” yeat) / . 387 79 2328 26-2%
"{Months of imports) . - 8.6 . 3 4983
(P:ceatofahon—wmmumldeb!} 1030 . 90.1 109118 . : 114.123
menipmmnnofBOT(end)‘dr)S} 4.9 -18.0 C .90 -9.0
‘LEmcnulddn(pacauufGIﬁﬁ 499 . 59.6 . 7637 s
- -(villions of USS) 4/ 908 . 2.8 5.9 807 .
* Public sestor - 168 24.5 37 . 323
_Privte sector BI - 673 542 - 814
_-Medium- and long—tm 1362 374 336 .. 345 -
" Short-term . 376 299 . 20.6 S ns
answmeuhoﬁ‘ 12t 158 18.8

RETY I

- Soumu Monmhon provndcd by ﬂ\c Thaz lmhonka' and staff estimnates.

Y Gu:ﬁmlywb:m. -

2 Including outflows associated mthtbe clasmg of mp and famard contracts by thc Bank ef ‘n\mland, and crrors mé omissions,

'3/ Consistent with the climination of all BOT offshore forward and swap obligations by cnd-1998.

4/ Excludes loms {catimated at mund $4 hzlhon at end-l99‘!). proc.eads ot‘ ‘which were not bmught hy ’I‘hal carporatmns mw V

Thailaad.

8 Pmmtcfexpom ofgmdundscmm o
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Box A Action Plan for Fmancxal System -

4 Daté- .

, . Measure
| L BANKING SYSTEM o -
L ngmngofnewMOUsmm allbanksonrecapntahzauonﬂuoughend—'£998 | August 15,1998 -
L (performance
.. NcwMOUs wxll be signed subscquentlyunul thenewprovmonmgmi&s for. | criterion)
ﬂxeyear?.OOOhavebeenmet , N N , -
' 2. ~Radshanasin Bank to acqmrcfo:czgn strategm pamer 1998 .
IL SPECIALIZED STATE BANKS ‘ . | , S
{37 Assessment of supervision and regulatory framework, Fune 30,1998
14: .. Recapitalization. ' R | September 30, 1998 -
| M. FINANCE COMPANIES. T
5.“ Ce ASngnmgofnewMOUsthhaliﬁnancecompamcsonrecapxtahzanon - L R |
ol throughend-1998 S . ' - [ August15,1998 -
, - - ,' NewMOUs w:llbes:gncd subsequentiy unul t.he new provxsxonmg mies for ‘
L »."meyear2000bavebecnmt. S S
IV. REGULATORY AND SUPERVISORY FRAMEWORK -
6. (BOTtoxssua opcranonal gmdclmesforratmcmd loans and valuatxonof L T
- collateral, o B R Mid-Jue 1998 *
7. Review of central bank, commercial bank, and finance cbmpany laws.’ | May-Oct 1998
18 Measmmto upgrade supervxsoryskﬂls mclndmgu'auungandrecnmmcnt : Ongoing'
"' Amendisent of the Currency Act. ' ‘ . | October 31,1998

. Isste new. prudennal regulatxons mcludmg forelgnexposure and lendmgto related
.. ‘parties. - - .

| December31, 1998

1. Cabinet approval ofdr‘aﬁs-'ofnew BOT, Banking, and Fina'm:e COmp’mms Ads.

December 31, 1998 - |

2. Estabhsh stricter rcqnuements for audmng and accouxmng for all ﬁnmcza]
’ tutmns, consistent with mtematmnal bmt pracuces, mciudmg stncter

**requirements for dwclosure

| V. TAXCODE -

| December 31, 1998

'13. o Imp]emmt full tax deductlbxhty for prcmsxomng to meet the year 2000 standard,
- . evenif provnsxomng is accelerated. - B

14 . Make tax mIes consistent with mles on accrual of interest accardmg to Ioan o ;
C : classd‘xcauon and provisioning requuements L

| September 30, 1998 |

" | VL COMPREHENSIVE DEPOSIT GUARANTEE

| September 30,1998 |

: 15. " : Fmalme plan for dcposzt msurance schcme to replace the guarantee over thc o
medium term, ' « : .

{ December 31, 1998

T
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" BoxB. ‘Actuion Plan for Restructuring

Measure

Date

" | L ASSET SALES FOR 5 CLOSED FINANCE COMPANIES -

L

. FRA to begin the proc&ss of ‘di‘sposing loan i)crtfolios /

-

Amend FRA, and FRA-related, laws to guarantee rights to title, remove

specific impediments o asset transfers, and facilitate an efficientand - |
: - | May31,1998

spcedy dlsposai of assets speclﬁcaliy

.« Buyers to receive clear and md:sputable nghts o the assets. .
_*  Remove procedures for notification of approval by borrowers when. -

- loans are transferred, by allowing affected persans to lodge an

. objection at least 3 days prior to the date of auction. Validity ofthe |

- objection shall be dectded by FRA whose decision shall be final.

) . ‘Maintain the continuity of the auction process by mmnmzmg :

potential distuption from bankruptey filin,

gs. - -
s . Secure FIDF entitlement (through exempuon fmm Artmie 94(2) of

... the Bankruptey Act).

Initiated

S HE_“,ﬁ‘ective suspemnon 6£ PLMO operations.

Early June, 1998

. AMC to be fully operational in all procédures, with bidding . *
o 'meﬂxodology, infonnation‘sysmnw and funding policies in place.

mne‘zs,’isés‘ )

 MOF to complete a third party review of pmcedures and eﬁ'ectxveness of |
.FRA, AMC and Radahmasm B&nk. , .

Septembcxso,f '
1998

FRA to c'om'ple:c asset salw. .

'Decembexiil
11998 . s

I INTERVENED BANKS

1.

Comract with mvestmcnt bank to prepare a restrucmnng strategy azmed

 at their eventual privatization, .

Dom:‘»‘

" . BOT to issue operational procedures, mcludmg lmnts onthestmctnre
.andgromhofassetsandhabth _ '

| May31,1908

‘9.

" Presentation torBOT of mstmcmrmg strawgy ‘

Iuiy 15,1998 o

1o

“MOF/BOT to adopt 3tmtegy and lnepare for zmplementanon

Tuly 31, 1998

| FIDF POLICIES

1},

- FIDF to formal!yrelme collateral in closed finance eompanms and
- implement pari passu treatment with other creditors. ‘ SR

Done - -

12.

. The government to assume financial responsibility for FIDF losses
- Ministry of Finance to announce full details of issuance of up to B 500

billion in government bonds during fiscal 1998-99, with mterest »
ymcnts mcorporated in the central govemmcnt budgct :

June 30, 1998
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-Box C. Thailand: Legal, Procedural, and Tax Reforms
- to Faclhtate Fmancxal and Corporate Restructurmg

Measure - D Date

I BANKRUPTCYLAW

 Enact amendmcms mcludmg the followmg

K}

Repeal or modxfy Secnon 94 {2, to allowmsecured credxtors who ’ '« Cabinet approval

- haveprovided financing in good faith prior 1 an insolvency = : Done

* . proceeding, to file their clauns ina subscqucnt bankmptcy proceedmg -

s ,ofmedebtor L ;
Provide for votmg ona reorgamzauon pian by classes af credxtcrs -« " The Government to
mcludmg one ciass for bondholders if theu- clauns are not. subordmated ’ seek Parliamentary

" | - approval, expected by:

Prov:de for specxﬁc and comprehenswe provzswns allowmg for thc .| . October 31,1998 .
rescission of payments and transfers undertaken ptiortoa . | - (performance

» Replace the discretionary power of court to confn'm or reject

o Provlde spccxﬁc rulm on assumpuon or rejecnon of outstanding.

.~ other executory contracts snd personal services contracts and make -
o them applxcable to both reorgamzanon and hqmdauon proceedmgs

" 'Reqmre courts to approve a pctmon fora recrgamzatwn procccdmg
- unless there is no reasonable likelihood that the reorganization could
. offera grcatcr return to credlwrs thana hquxdauon.

B .Include a prcmsxon clanfymg hat thc conversxon in beht of credxtors
- claims denominated in foreign currency is solely for purposes of -
‘calculatxng votes weighted by the amount of creditors’ claims, -

3 ‘reorganization or.a hquzdauon proceeding, including a period of at - .. -eriterion). 2

least one year for transactions between the debtor and related parties,
.and make these provisions apphcable to both hqmdat:on and
reorg:mzzatmn proceedmgs o AR

‘reorgapization plans by objective rules for court confirmation of pians

- of reorganization, which were approved by creditors, including thatno |

‘dissenting class of creditors nor the debtor would involuntarily receive .|. A
less value undcr the plan than they wouid ina llquxd:mon |

contracts, including contracts to extend credit, unexpired leases and .

1 IL F ORECLOSURE AND OTHER RELATED REFORMS :

. Objecnves

".." receive credit;

- To remove impediments to the rehabilitation of financial cntcrpnscs
- To'increase the pmvmon of secured @re:ht in the economy over the
‘ medmm tcrm. :

To famhte.te'dcbtors in thc provxsmn of collaxcral wlnch cnables them to .
To facilitate crcditors in thc cnforcement of sccured c!axms




Enax st legislénon in technical consultation with the World Bank, aimed ét o

achieving the above objectives through reform of the secured creditors’

‘rights legislation by amending laws related to foreclosure, including if - '

necessary: . (1) the Civil and Commercial Code, to facilitate the enforcement

of secured creditors’ claims, or (ii) the Civil Procedure Codc to accclmm:
* the process of ;udxcml foreclosmea" or other laws: o ’

S '}Fmahze draft leg:siahom E

+ Cabinet approval of amended lch,slattou and proccdures

. The government will seek Parhamentaxy approval of amendéd

Alegxslauon

Tune 30,1998
e July31,1998

|+ October31, 1998 .

| DL REMOVAL OF TAXDISINCENTIVES "~

L

A working group will submit a draft regulatmn to the MJmster of Fin inance

allowing deferral of taxes on cash &ee asset trmsfcrs share acqmsmons

' .. and mergers.

~The Mimstry of Finance will review the Revenue Code in order toremove’
: any impediments to corporate debt and equity mtructurmg, mcludmg

limits on deductibility of interest expenses;,
« _promotion of debt restructuring in selected cases; and -

e encouragcmentofmergmandacqumuonsmsuppartof'corporate N

recrgamzahon

Tuly 15,1998 -

- | Iv. DEBT WORKOUTS

| September 30,1958 .

l;‘

- Encourage formation by banks of voluntary creditor conmttees to
' exchange information.of corporate debt mtructmmg.

| 7me 30,1998

. \ Em;ourage formanon of debt workout units by banks and corporate bodxes - '
'lwnththehelpofmtcmanonalexperts. S ' ,

June 30, 1998 -

", '| V. OTHER MEASURES TO IMPROVE CORPORATE DISCLOSURE AND

N B S

. Consolidate all external habxhuw and off- balance shect Imblhtm in
" financial statements of all listed companies.. "

GbVERNANé};" 5

mﬁc‘fso,‘iégé‘ .

 Bring accounting standards to international best prac:ices -

December 31,1998

f' Increase accountabxhty to shareholders by reqmnng the Board of Du'ectors
" - of each listed company to appoint an audit commitiee to supervise its

-operations. Directors with managerial responsibility or those related to Ité

© major shamholders wﬂl notbe ehgtble for mzmbershxp of the andit -
. committes. . ' T '
e All newcompamestobehsted. R '

Ex1stmg listed compamm ;

o iﬁkne&iate‘ S
11999 o
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BoxD Thaﬂand anatzzatmn Strategy

Omcrm

| The long-term objecnves of this stratcgy are tbc followmg ‘ ' ‘
< -Free up public resources, so that mey can be more, eﬂimemiy reallocated to lugher pncnues mcludmg

’ health and education; ’
|+ ° Increase competition, providing better valuc . consumers th:ough unproved semccs and pnccs ‘

» . -Promote productivity and higher labor welfare; .

. Reduce the public debt and budgetary burden; and

e prepare for globalization of trade in services." SRR .
The success of this process requires, among ‘other thmgs the widest possible conscnsus with all mterested parhes

mcludmg state agencies and employees of state-run enterprises. .

, - © MEastRe - . Darg -
a1 StatcEnterprise Office. : S .

V vEstabhsh Ofﬁcc of State Bmerprxses and Govemment Portfolio in Ministry of Fmance ’
~-which will (i) support and coordinate the privatization of state enterprises; (ii) develop
private partzmpahon in mﬁ'astmctme (m) momtor state cntcrpnscs zmd (iv) manage

- ‘thepovermnemportfoho , & R ' e
. Cabinet approval. -~ - . . I . E f Barly.ﬁmc 1998

' -f ‘Appointkeystaff. -~ . . LT T e Iune30 1998
2. anatization Strategy and Acﬁon Program R | | '

L Prepare in coordmanon thh state agencies and submit for review to an appomted
. consulting firm the Master Plan for State Enterprise Reform. The Master Plan w111 set
out, with clear deadlines, the medium-term strategy for. pnvat:zanon and state
.. enterprise restructuring in the followmg key areas: . -
-+ objectives, organizational msmgements strategy of pnvatxzanon and thc future ,
© roleofthestate; - © .
Ce timetables and sequence for the corporauzanon and dnvesnmre of selected state
.. enterprises (including energy, telecommunications, water, railways); - o
"+ choice of the divestiture strategy for each of the selected state enterprises (full or
| - . partial privatization through joint ventures, private placements or public offers);
% establishment of an effective regulatory framework for transport, water, enery, '
) "+ and telecommunications; and
. = improved monitoring of remaining state enterpnses

o 3. Bmlopment of Regnlafory F ramework for Selected Sectors

. CabmctapprovaiandpuhhcmnounccmentofMasterPlan o - ",./Alug 31,1998 -

Cie Asnounice details of effective mgulatory ﬁ-amework for the pubhc unlmes to be _
: * * applicable to private sector operators, especially in water, power, and :

.. telecommunications, to promote competition and regulate monopolies; o | Sept.30,1998

T e Estsbhsh regulatory capac:ty fortelecoxrmumcatmns andenergy sectors:. B N SO
-+ = Cabinet approval;. R - | Sept. 30,1998

" —expected passage byParhsment (ﬁneeded), and S s Dec. 31,1998 -

s+ Initiate stady on the regulatory capacity for water and tra.nsport sectom, w:th a S
o .wewtocompicteltsnnplementauonbyend~l999 S ' . , Lo | Aug 31,1998

: ) 4 cha! Framework to Enablel’rivauzaﬂon ofPubllc Enterpmes .

T e Corporatxzanon Law aimed.at: faclhtahng thc mcorporauon of state emerpnses 1 R
. ‘—approvalbyCabmeL, e e N . [ Tmned, 1998'
e .Identzfy details of other neccssary legxslauon mcludmg the necd for an ommbus _’ﬁ .

: ananZanon Law to a110w pnvatc sector parhc;pauon in key sectors Co ' 'July 31 1998
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' Box E: Thailand: Expanding and Strengthening the Social Safety Net

1. Adoptmn af a Sccxal Ivestment Pro;ect (SIP) simed at mitigating the social costs of the crisis in the short term,
| The pm;ect has three main ob;ectwes (i) to generate immediate employment by supperting high priority labor-intensive -
'| programs; (ii) to improve chances of employment by providing training for the uncmployed and (jif) to support somai

S pmgams used by thc vulnerable which are now threatened by budget cuts.

. | The project mcludcs B 21 6 bxllxon of additional spendmg over thc next 3% years, backed by B 15 3 bxlhon cf World
- Bank loans and. includes the followmg measures: , o _

» Employment

.. Supplementary support of existing govemmenx job-creatton programs: 1 . .
o _rehabilitation of cultural, historical and recreational sites (Tourism Auﬂ:onty of Thaﬂand)
¢+ e construction of vxllage ‘Toeds, weirs and reservoirs (Ministry of Interior); ..
e school building repair, footpath construction (Bangkok Metropolitan Adrmmstratzon)
NS rehabﬂxtanop and repair of river weirs moyal Imganon Dcpanment) o A
.. Expenditure: . . . - "B 10billion - :
‘Empbyment :mpact_. . more than 500,000 man-momhs over 2‘/5 years
'VTraming':" ' s o ‘
. -Expansion of vocational and techmcal trmmng for the xmcmployed (Mimstxy of Labor and Socml Wclfare)
. © Expenditure: .~ Bl%billionover 2 years - o
- Impac\; R ‘more than 300,000 3-momh :mmmg places
o _ Health ' ‘ N o ' '
Improw:d and e(panded covcrage of the Lcw Income Pnbhc As:nstance Health Insm'ance Scheme (Mxmstry cf
- 'Expendlmre Bl%bﬂlmoverZ‘/:ycars )
Addmonal covcragc f 1% mxlhon people per annum o ‘
S ' Supplcmmtary ﬁnancmg cf !hc Commumty Bamd Carc of Paucnts wxm AIDS Program (unplemented through
"o NGOsy .- . e
' Expmdxmrc. ; B 90 rmlhon N
- Rural Development -

: Expansxon of the Rural Industnal Employment Promonon Program (Muustxy of Indtmu'y, w:th xmplementanon N
" _support from, NGOs) to stnrculate mvestmerit and cmp!oyment : L -
-’.Expen&m . B3101m1110nover2%years o ’ .
)Impact ’ j . '» anmdusinalmtexpnsw 3000pcrmanentjobscreated
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Strengthening Decentrahzatlon and Community Participation. '

"Two new funds will be created to support local i mvestments alrncd at reducing poverty and creanng new
' employment opportunities: .

The Social Investment Fund will provide grants to support rural community projccts S
The Regional Urban Development Fund wxll prowde sub-loans to help mumc:pahtm expand thczr mvestment s

programs. _‘
Expenditure:. - B 7 8 b:lhon over 33’: years '

. ‘ ﬁEmployment Impact: " 4‘75 000 man-months through more than i 000 sub-pmjects

Monitormg Poverty and Impmved Targetmg .

* Creation of a special unit within the Mimstry of Fmancé to monitor SIP perfonnsmc and eﬁ'ecnvcness, worhng
" with the Worid Bank to ensure y.mproved targetmg and emcxent deli wery of SIP soc;al programs -

2.'

- Social assistance, pmgams under the AsDB’ s Socxal Sectar Progam Loan, mvolmg expend.ttures of =
pmmmately B 20 bxlhon over two years _ L

. Lahor Market and Socxal Welfare ]Polmy '

- Establish a center for providing retraining, comselmg, and placement snpport semces for the unemployed.
‘Extend social security coverage to at least sxx momhs for laxd-oﬁ‘ warkag 5] mclude med1ca1 matcrmty, :
dxsablhty and dcath bcncﬁt& o . o R

Education and Health

* Expand scholarsh:p and loan pmgrams to :mmxmze student dropouts

.« Protect operational budgets for teacher tmmng and mstrucnonal matenals in sclence mathemancs and . -;A

forexgi language education, . et
“Reallocate the budget toward health programs fm’ the poor and redcploy healﬂa staff to rural at638‘ o

Mamtam program coverage for matemal, chxld health, and I—I[V/AIDS actwma .

L. ,‘ Price-based Measures to Cushlon the Impact of the Adjustment Pro gram

Mamtenance of urban bus and rail fares at subsxdxzed prices, with a budgetazy u:npact of about B 3 bxlhon
4. The government has alx'cadv decxded to increase severance pay to ten months for workers wnh more thm ten

. Years service, and has also estabhshed an Assistance Fund to ensure that workers dismissed from banlcuptﬁrmé

receive adequate cash support. The government is cm‘cntly consxdermg an enhanced sirategy to strengthen

further the social safety net. Toward this, the government has just extended social security benefits (mcludmg
medmal matermty, dsabxltty, and death) for thosc unemploycd, fmm six months np m 12 months. - S




.¢5- . - - ATTACHMENT
R . ANNEXA
MONETARYTARGETS

The deﬁmtxons of all performance cntena and mdxcatzve targets are unchanged from the . -
second revrew : . : R ,

Performanee Cntenon on Net Domestxc Assets of the BO'I‘

Outstandmg Stockasof“ ; R SewndRevww . o .ThxrdRevzew

, :'BndMarch1998 . ' -115 (perfcrmancecntenon)’ , -144(acma1) -
~End-Fuge 1998 - = - (pcxformance cnterxon} <17 (performanee cnrenon)

. End-September 1998 = . 51 (mdxcamre) ‘ . -2 (performance criterion) «

EndDecember 1998 . - . 3097 (mdxcatrve)’ '

o ‘Calculated as the average of the closmg posmons on the lasxﬁve workmg days of the month and the ﬁrstﬁve -
working days of the following month. - ‘ o A ' o

R -2Adjusted for the factors noted below.

- "Pcrfcrmanee mﬁenon 1o be set at future revxew of the arrangement thhm thrs mge * >

. The N’DA of the BOT are deﬁned as the dlfference between reserve money and the net forergn o S

_ assets of the BOT (NFA) valued i in Thai baht. Reserve money consists of currency in’ .

* circulation (wrth banks and with the rest of the public), and ﬁnancral institutions’ deposrts at

* the BOT, and reserve’ ehglble securities if any. The NFA are the net claims of the BOT on .
- nonresidents; in all currency denominations. For the purposes of program momtonng, the baht
L ‘-value of NFA of the BOT w111 be calculated usmg the exchange rates g;ven in Annex D..

o The foﬂowmg ad_gustments wrll apply

L ”,."I ‘.,The NDA limit is based on a basehne path of NFA thax mcludes pro;ected reserve losses e

“  onforwards and swaps and spot intervention consistent with the balance of payments
. projections (Annex D). The NDA ceiling will be ad)usted downwards to the extent that

- 'NFA exceeds the baseline projection for any reason. The NDA cexlmg wxll not be B T.:;.; i, B

o .<ad}usted upwards for any shortfall in NFA relanve to its basehne L

o -,b . ,Changes in reserve regu!anons wrll modxfy the NDA celhng accordmg to the formula | " -

&NDA Ar BG + ro AB + Ar AB

- ‘where ro denotes the reserve reqmrement ratro pnor to any change Bg denotes the reservable

-~ basein the period-prior to any change; Ar is the change in the reserve requirement ratio; and R
R AB denotes the rmmedxate change in the reservable base asa result of changes in xts deﬁmtlon o
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ANNEX A
2.0 ' Indicative Targets forResétyé Mbngy.v,
o : Ind.tcanve Limit - o
E _ g (In billions of baht) - L
Outstanding Stock asoft' -~ o ,SecondRevlew : ThlrdRev;ew ‘
EndMarch1998 < . . 480 451 (actual)
~ End-Jume1998 . .. . aea 468
. End-September1998 .. . - . .. a4g8 - - 471 -
' End--Decfc'mberw%. St ST -:505-512" o

: ’Calculated as thc averagc of the closu:g posxttons on the Iast five workmg days of the month and the first five
‘working days of the followmg month. The average stock of reserve money durmg t.he first quarter was about

.. B 460 billion.
’Indlcanve hrmt to be set th.hxn this range atthe ncxt review of the ammgement

: "“‘The mchcatwe targct on reserve money wal be adjusted for changes in reserve regtﬂatlons in:
B lme wnh the adjustment generated to the NDA hxmts o :
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ANNEXB.
' ‘FIséAL'TARGETe

'The deﬁmﬂons of all performance cntena and mdxcatwe tergets are unchanged from the -
. Second Review. For purposes of monitoring compliance with performance criteria, payments
- or financing arrangements with respect to capitalization of the proposed Asset Management
- Company, the Financial Restructuring Agency, the Radhanasin Bank, and any capitalization of
* financial i institutions undertaken by the govemment will be effectwely excluded as mdteated
~ below :

Co1L Perfortnance Criterion on the Cumulative Balance of the Central Government

o bx&mﬁhﬂm

Second Rev:ew e Thxrd Rewew
: f'.,Cmnulanvebatmeﬁom Scptember30 1997 | A_
December3i 199‘? D ,' R ‘-27 (actuaI) o <27 (actual).
March31,1998 . © .62 (performance criterion) . -27 (actual) ' . .
- June 30,1998 © S 47 (performance cmerxon) - <70 (p:rfommcecntmon) :
' September30,1998 - .. . -50 (mdlcanve)‘ I -Il’l(petfonnancecntcnon)‘ :

' "Performame criterion to be set at the ume of ﬁltm'e reviews of the an'angcment.

s : "Of thxs increase, about B28 bxuxon reflects posstble rephasmg of fore:gn ﬁnanemg

- The above ﬂoors on the cash balance of the central govemment are deﬁned asin the treasury
- accounts, exciudmg amortization." Receipts from privatization will be excluded from the

- calculation of the central government balance in the above performance criterion. Ltkewxse

'spending on financial sector restructuring, as defined above, is excluded Interest payments
. answg from the ﬁscahzanon of FIDF obhganons are. also excluded :

“‘Treasury accounts” data are bemg used for momtonng purposes ‘on account of their greater o
" timeliness. These accounts exclude all spendmg from foreign-financed projects, and a]so
. net off amortization payments. Expenditures arising from forexgn—ﬁuanced projects are, .
however, captured in GFS accounts, which are the basis for the program’s target. (Thus, the - o
perfonnance criteria do not fully capture total government spending, although an allowance
» ;has been made for projected forexgn-ﬁnanced expenditure.) The cash deficit equals revenue -
_ ~1mnus expendlture plus the balance of the nonbudgetary accounts” ( 120 revolvmg ﬁ.mds)
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PR i?effbrm'mée Crit;:"rion on Bankjrig System 'Ne't: Credit to iho" Pﬁblic:.Soctor

Lxrmt -
= : , (Inbﬂhon _Qﬁzz_i}xt‘) :
.- Second Review ! ‘ - Third: Rmew
. December31,1997 . . 380 (actual) S 330 (actual)
. March31,1998 - . - - -328 (performance cntcnon)‘ -360 (estimate) = .
June 30,1998 © - . | =350 (performance mtenon) - -314 (performance cmenon)
Scptembcr30,ll998 St S346 (mdxcahve) o -277T (pcrformanco cntenon)

‘Adjusted bv the excess BOP support channeled to the government relanve to the pm gram basehne (Anncx D)
: .evaluated at the actual exchange rate T . ) |

'1The bankmg system is deﬁned as the BOT plus the commermal banks. The pubhc sector is ) "

g - defined as the central government, extrabudgetary funds, Iocal government, and the

nonfinancial public enterprises. Accordingly, net credit to the pubhc sector is defined as the N
- difference between banking system claims on the public sector minus the latter s deposns thh
- the banlung system, as reported in the M2 monetary survey

Lo ‘The followmg adjustments wﬂl be made

/"f

i. . The limit wﬁl be lowered by the excess of BOP support charmeled to the govemment T ‘

1 relatwe to the program basehne (Annex D)

e : 'I'he hrmt wﬂl be ra:sed by the amount of bonds and other goverm'nent obhgatxons 1f -
TS any, held asa result of bank recap:tahzanon or from ﬁsca mng FIDF operanons '

2In the. mcnetary survey, net credlt to extrabudgetary funds is mcluded w1thm “net credxt to S
~ government,” while net credit to local govemments is mcluded in“net cred;t to nonﬁnan_cmi .
pubhc cnterpnses : . , ST
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Indacatwe Targets on Central Govemmem Expendxture

" ATTACHMENT -
~ ANNEXB

" Central govemment expendlture is'as reported in the treasury accounts and excludes
‘amortization: The followmg mdxcanve lnmts cumulat;tve from the start of the fiscal year -

will apply
,  Indicative ant : ,
(In billions of baht) _ : :
SecondRmew - ThirdReview = .
. October31,1997 -~ .65 (acmal} o 65 (actual)
- November 30, 1997 133 (actual) 133 (actual).
“. December31, 1997 ' 203 (actual) . 203 (actual) -
. Jamuary 31,1998 - 1 - 264 263 (actual)
. February 28,1998 .~ - 331 326 (actual)
" "March 31, 1998 " C 407 LT 394 (actual) .
. April 30, 1998 469 L 469 o
- May 31, 1998 . 534 L5384
. June 30,1998 .- 605 . 620
o July 31,1998 . 671 . 689
<" August31,1998 T4 0 L 768 .
© September 30,1998 - - - 83 - 872

The mdncatxve lumt wxll be rmssd by the amount of payments rnade in. connectxon wuh A
.. .financial sector restructunng, as'defined above, and by the amount of i mterest payable on
bonds 1ssued for the purpose of ﬁscalmng FIDF debt '
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EXTERNAL SECT OR TARGETS

- 'I‘he deﬁmuons of a.ll performance cntena and mdxcatwe targets are unchanged ﬁ'orn the
"Second Revxew program. : A ;

1..  ]A IPerformance Cntermn on Net Internatlonal Reserves of the BOT

Floor. _ o

— _ (In millions of U.S aellars’
Second 'Revxew -~ Third Review
f~~s:ccka.sofmy31 1997 - 1,144 ,{a'cmsl)’ ‘
o Cmulahve changeﬁ-omlevei ’ - :
" onJuly31,1997 R L
‘End-December 1997 -~ - 5,954" owaly
. End-March 1998 . - 3,900 . (performance cntcnon) 8592 (actual) -
" FEnd-June 1998 . o 5,500 (performance criterion) . - 8,800 (performance cntenon)
" End-Scptember | 1998 C 7200 (indicative). - . 10,500 . (performance cmenon)
| End-December 1998 - o . 12 500 (uxchcanve)z .
" *Revised up from 5,761,

2 chformance cntenon to be set at fumre revxews of t.he arrangement

| For momtermg purposes, the Fund deﬁnes NIR of the BOT as the sum of the US. dollar
value of: (7) gross official reserves in foreign currencies minus gross liabilities in foreign =~ =
currencies; and (ii) the net forward. position of the BOT, defined as the dxﬁ'erence between the

N . face value of foreign currency denominated BOT off-balance sheet (forwards, swaps, options, S

L ‘and any futures markets contracts) clmms on nonresxdents and fore1gn currency obhgatxons to-
PR both resxdents and nonresxdents S . LT

Gfoss foretgn assets w111 mclude all forexgn currency—denonunated elaims of the BOT

- . including monetary gold, holdings of SDR, and the reserve position in the IMF. Excluded

S and habxhtz.es wﬂI be valued USmg the exchange fates and gold pnce shown in Annex D

from gross foreign assets will be- part1c1pat:on in international financial institutions, as well as
.- holdings of nonconvertible currencies, holdings of precious metals other than gold, and clmms
 on residents. Gross forexgn liabilities are all foreign currency denominated liabilities of -
' contracted maturity up to one year plus the use of Fund credit. (Short-term liabilities thatare
‘part of the balance of payments financing package under the program are excluded.) All assetS' '

‘.
L

. v 2. ) | . Performance Cntenon on Contractmg or Guaranteemg of New Extemal Debt

o ,The hxmt applles to the contractmg or guaranteemg by the pubhc sector (as deﬁned tn

- . Annex B, Section 2) of new nonconcessional external debt with an original maturity of more -
~* than one year, which is defined as loans containing a grant element of less than 35 percent on. -
- the basis of currency-specific discount rates based on the OECD commercial interest reference -
“'rates Bxc[uded from the hxmts are cred:ts extended by the IMZF and from the balance of
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payments. ﬁnancmg package envxsaged under the program, mcludmg from IBRD and AsDB

" ‘and countries in the region. Debt falling within the limit shall be vaiued inU.S. dollars at the ‘

- ‘exchange rate prevailing at the time the contract is entered into; or guarantee.is issued. .
Information on the contracting and guaranteeing of new debt falhng both m51de and outside -

the. hrmt will be reported monthly to the Fund ~

: Cumul&t:ve ﬁ-om August 10 199’?

End-December 1997 L 865 (actnal} : i o
 End-March1998 - 7 30 (performance cntenon) o 1488 (actual) R
. Epd-Tume 1998 - - CL L 8,000 (performance criterion) - 8,000 (perfmnancc cntenon)
" “End-September 1998 ~ .. 7.9,000 (performance criterion) - - 9,000 (performance cntcnon}

'.EndDewmberl998 S 9000(mdlcat1ve)‘

. ,‘Perfomiéixec criterion to be set at,fu'tm'e }eyisions of the axrangemeat. S

L 3 /‘: Pemrformance Crlterlon on the Stock of Short-'l‘erm Debt Outstandmg

. .-The public sector wﬂl not contract or guarantee any new debt of matunty up. to one year

" Excluded from these limits are guarantees associated with the financial system restructuring, © -
. the balance of payments financing package envisaged under the program, normal tmport- R
: ‘reiated credits, forward contracts swaps and other ﬁtture market contracts Ll
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* PROGRAM ASSUMPTIONS AND CONVERSION RATES

1.~ Program Baselines for ,Sek‘ﬁtédVafi_amés; B

- 1998
June . ~Septembcr - December =

, oL T (Inhzlhonsofbaht)
- . Baseline NFA ofthe BOT . . e o _ ‘
- SecondReview - - . - . S 433 S 418 T
: .ThirdRevie}? L S 485 . 474 . 4m4 -

a ‘ ' ' ' " (Inbillions of U.S. dollars) .
: BOPsupportprovzdedtoccnt‘al govemmcnt o T ' L
{cumulative from August 1997) =
. Second Review . . ,
- - Third Review -

Boo

6

e o
ST

2. Exchange Rates and Gold Price to be Used Under the Pragmfﬁ,_ |

Baht per Umt of
Forexgn Currency

CUSdollar v LT 31:99‘82”“ :
Iapmeym E oo e

" Deutschematk ot 114265
 Poundsterlmg - .- .. oo o 0523476
Frenchfranc -~ - o -0 8723
ECU - T '342957:«"

" Gold pnce(U S. dollarspermmce) T . 326. 3000

V 'Cmrencaes not shown here will ﬁrst be converted into U S dollars usmg the oﬂicxal rate used by Fund’s
TreasurersDcpaxtmentonInly3l 199? L A ,
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' To: Distribution = . ofthe Treasury
i e R ‘,;Ofﬁceofthe o
A P "~A551stantSeeretary S
: Roomztf‘; Date: 5?27/98 . for International Affairs -
T Oﬁ'ceofEastAsranNatwns

s Subject Korea s LOI and Treasury Concems

B Korea s IMF Board Revrew to receive its $1 9 bllhon tranche is scheduled
| ~to be held May 29, 1998. Of ‘particular note: The IMF’s most recent table-
. ofe Financing Requirements’ for Korea does not mcorporate any bxlateral
L “credrtor (aka second—hne) support ‘

20 Attached isa hst of Treasury concerns regardmg Korea s most recent Letter .
oo of Intent. The list reflects mput from a broad range of Treasury Lo
. l]personnel/oﬁices L . S

. 3. 'Overall the LOI appears sohd however we have ralsed a number of o
S speclﬁc issues, mcludmg » o

- rnonetary policy ﬂex1b111ty
-sufficiency of social safety net
financial sector restructunng measures _
-corporate sector restructuring measures .
- trade hberalrzanon measures nL
rescue iendmg

R S5 We propose requestmg a supplemental Staff paper on rescue lendmg grven o
o Korea s current efforts to recaprtahze and restructure the ﬁnancra] sector

,rr =

‘_ Korea Desk
; fﬂfI“e_l: 622 1727

Jason K Snn

- f: .Attachment Treasury Concems with Korea s LOI Korea s LOI Draﬁ Board
o Statement per Todd Schneider =~ - :

L _"Dlstnbutlon TGerthner DZellkow CAtkmson, MLundsager TCrawford

Lo BMurden WWarthm JLlster, SShah CLowery, TRutledge CDumIer TSchnerder- |



. iKorea’sNew.LOI and Treasury Concerns

The Board feeting is tentanvely scheduled for May 29 1998. Korea has met its performance
" criteria for end«March and therefore qualifies to receive the next tranche of IMF funds. -
AHowever 'we remain-concerned about Korea’s momentum on financial and corporate sector
. restructuring; and raise below a number of concerns with Korea’s most recent letter of intent.
‘Most troubling is the i issue of ¢ rescue lending’ and guarantees from commercial banks and

~ government policy banks such as KDB to over leveraged. conglomerates We believe that we
" should request that Fund staff prepare a supplement to the review on this topxc including data
- and mformatmn on conditionality associated with suich lending and on how rescue loans 1mpact

" Korea’s broader goals of maintaining market conﬁdence recapltahzmg the ﬁnancral system andl
. restonng a framework for economlc growth « o

i “LOI Stated Ob]ectlves |

e Sustaln the restoratlon of conﬁdence and consohdate the progress made in resolvmg the IR
, . external financing crisis; . - . - :

.0 . Minimize dlsmphons to the real economy and support economic recovery in the Iatter '
- . - halfofthé year;and. . - A
"0 Restructure the ﬁnanmal and corporate sector to mlmrmze the nsks of future crisis and

L ilay the foundatxon for resumed growth

- Macro Projectlonszeserves R

) . Macro targets are negotlated and, as such ‘may not reﬂect Fund’s true out]ook Real GDP
.- growth pro;c ction of -1% seems a bit optimistic (IIF predlCtS -5%).  The current account surplus
o of $21 - $23 bllhon (about 7% GDP) seems reasonable .

. The LOI makes no spccxﬁc mentlon of second-lme funds, however ‘within the IMF’ “Fmancmg

T Requirements” table there is no allocatlon for support from official bilateral creditors i in .
R 11998 It would appear that the IMF s calculanons do not mcorporate any second-lme funds

e m/ADB

. . The IMF’s ‘Fmancmg Requlrements table calls for the World Bank and Asnan Development
: _'Bank to dlsburse $2 0 bllhon and $0 7 b1lhon respecnvely ' . o

E - M etBo win ernment : S : ‘
- The amount of forelgn financing to be rarsed in- 1998 by the ROKG n the market has been rarsed
 from'$7 billionto $9 billion. - This breaks down into the. $4 bllhon already raised. plus an: ‘

»L-':‘ B i expected $5 bllhon to be rarsed in Q4 1998

- V{MonetarylE xchange Rate Pohcy

- - Still allows for call interest rates to be lowered in lme with market condmons « subject to the
B objective of maintaining stability in the forelgn exchange market.” .One would hope that the term’
© . ‘market conditions”. mcludes broader A51an context, Le. contaglon from Indonesxa yen '
" -movement etc. - B : : - o



BOK Foretgn Exchange Wmdow : B o ‘
- The window was scheduled to be closed on May 15, 1998 By June 30 1998 the BOK will agree
with domestic banks ona schedule of repayment of emergency support with all repayment due
by end-June 1999 ‘Upon agreement of payment schedules, penalty. interest rates on amount of
B ‘emergency support outstanding will be reduced to a uniform 400 bps above LIBOR Any .

. overdue amounts w111 be: sub]ect to LIBOR + 800 hps o o

" Fxscal Pohcy B ' o ' '
: thh macro pro] ections changed ﬁscal deﬁett allowance ratsed from 1 2% GDP to 1. 75% GDP ‘

, Soclal Safetty Net o - : s .
. The social safety net has been expanded both monetartly and in scope. to mclude ﬁrms with more .

o _'_than 5 employees However, there would appear to be room to further expand the social safety .-
~ 'net,in light of the sharp and rapid i increase in ‘unemployment even-prior to expected w1despread

. layoffs by large chaebols. In addition, much of the unemployment is from “mom & pop
' operattons w1th less than 5 employees leaving thls group wnhout anet.

F mancxal Sector Restrnctunng - : _
_ The plan for the undercapltaltzed commercnal banks seems to be sound and has a short enough :
- fuse to get restructuring going. The questions are what happens if the banks’ plans are
' ‘unacceptable and the ROKG doesn’t want to close them, and what the timeframe is for the FSC .
- to-act if the plan(s) are not accepted One questtonable point is the 1.5 trillion won

R recapxtaltzatton of Industrial Bank of Korea. The IMF rep says this is aimed at freeing up funds ‘ |
" tolendto SME’s, since IBK was set up as the lender to SME’s. ‘It’s not clear, however, where

- the funds are coming from, whether the existing shareholders’ equity will be written down, as in .

" the case of Korea First and Seoul Bank, and whether there Wﬂl be an eventual pnvatrzatton of the L L

government s funds

'The “use of publtc fnds for bank restructurmg" is an area of c concem. Although this issué is
: menttoned we would like to see it expanded.. In an IMB document relating to Japan endorsed by
- Summers;, Greenspan and others and given to Clinton, we stated that public support to banks- .
should be only in exceptional circumstances and subject to strict conditionality. The LOI '
' ,condmons should be mtproved to further lumt moral hazard Such elements could mclude

- ensure govemment mjectlons are'in the form of preferred stock or mstruments converttble )
.. - to preferred stock . :
- - include conditionalities such as change in management and dtrectors dtlutxon of
~ “"shareholders’ equity, bank restructuring measures (staff’ reducttons d1v1dend cuts, etc )

S write-down of bad assets, in case of capital injections

- -govemment purchase of bad assets at estlmated market va]ue ) N ’ ~A



There are a number of addltlonal questrons regardrng ﬁnancral sector restructurmg

Cel "Ihe LOI is unclear on the hmrt of 25% on lendmg to anmdmdual borrower Thrs is -

likely 25% of capital, but it could be 25% of loans. Either way, 25% seems high; the '
U.S. uses 15% of capital, with rules on combmmg borrowers Can goup to 23% wnh
only certam collateral ) :

Ca N What is the effect of requiring caprtal agamst trust aceounts‘? Thrs could mcrease the
T need for more caprtal however we agree wrth the statemenr o

- - - ‘Why only requmng 8% caprtal for merchant banks? They are more nsky and should -
- have higher requirements. The LOI does state that merchant banks w111 be requlred to .
o (move towards hr gher requrrements : :

We are also very concemed wrth how rescue lendmg is affectmg banks balance sheets and the 5
1mpllcat10ns for successful ﬁnancral sector recapltahzatxon ST - - S

,Corporate yector Restructunng . : ~

'On corporate restructuring, there are two prmcrples that aim to avord government drrectlon of _
.- restructuring efforts and injections of public funds for corporate restructuring. - At the same trme,
the LOI urges the government to encourage banks to set up private creditor committees with _

" outside pamcxpanon to exchange information and discuss restructuring modalities.. This appears
to be a worthwhile step in pushing forward the banks’ own efforts and getting some outside - .- . ’

*fexpernse that will hopefully be transferred to the banks however, it is important that the
govemment not be involved enough to provrde the appearance of directing or mﬂuencmg the

L ri'restructunng process It is not clear how KDB guarantees fit vnth thrs pnncrple

: In order to encourage mvestment and M&A actmty, the LOl requrres the ROKG to eliminate the
- ceiling on foreign acqtusrtron of stock without Board approval.’ Legrslatron must be submitted '
" by June 30,.1998. This is a useful step toward hostile takeovers that might cause some. firms to

. takea qurcker and closer look at the1r own restructurmg plans so as not to lose management :

. control A : D : ~

.'}The three d1<.closure and momtonng requlrements aim at unprovmg regulators and commercral
: ‘banks ability to assess credit risk and workout capabilities of corporate borrowers. These are -
useful steps, which are required to be completed by June 30, and ) should be nmely enough o'

- contnbute to acceleratmg the. restructlmng process

o 'Asrde from <trengthemng drsclosure requlrernents not much s armed dlrectly at the corporatrons N

‘themselves, but the onus is belng placed on their lenders to force the restruct\mng process. »
Lenders.are supposed to separate viable from non-viable firms and subsequently cease lendmg to
the non-vrable group. - Given the IMF’s mandate, this seems to be appropriate. The ‘ o
».combmanon of pressure from their banks and fear of hostile takeovers by foreign mvestors rnay o
- provrde enough mcentrve to the’ ﬂrms to move more qurckly e

| 7;:,3 -



. Speclahzed and Development Banks ‘
~ The LOI calls for “specialized banks” such as IBK KDB etc. to 31gn contracts for diagnostic
reviews’ by November 15, 1998, It’s questlonable why there i isa delay of several months for

R these banks to begm reviews.

L 'Ihe FSC is not reqmred to begm supervxsmg and regulanng prudentlal aspects of all spemahzed :
~ ‘and development banks until June 30,. 1998, However, the LOI allows until November 15, 1998

}for regulations to be issued extendmg prudential regulations applled to commercxal banks to be
applied to specialized and development banks. This seems somewhat at'odds, i.e. supervising

R the banks w1thout havmg extended prudennal regulanons or conductmg dlagnosnc reviews.

B Consohdated Superv:sxon o :
Extension of supervisory arrangements to NBFIS is, not requlred unnl January 1, 1999

L Recommend acceleratmg extenswn

o rTrade leerahzatmn o - ~ '
+ - In general, the ROKG has managed to 1mplement a successful series of trade hberahzanon
‘ efforts opemng up theu: economy to forelg,n mvestrnent 'I'he posmve steps 1nclude

. "ehmmatmg 1mport bans . ' L
. removing investment limits on fore1gn ownerslnp of ﬁnns, .
" eliminating tax. sub51d1es for export market’ development and S

‘offenng specific details on Korea's plan to 1mprove the transparency and accountab;hty o

. - of the ﬁnancnal operatlons of Koreas corporanons Co

, *‘-n-l-u-‘*,'

- Two areas of concem are: -

* i ',Kore 'a, comrmtted to reducmg frorn 62 fo 38 the number of items subject to tanff
- " adjustment. However, 22 items, mcludmg batteries, have been transferred back to the
o -general tariff schedule with no reduenon in the tanff rate. .. - :

AT ';Korea has delayed revlsmg unport cemﬁcatlon procedures - e (o

L RescuefPohcy/Dnrected Lendmg

o Although the LOI makes no specxﬁc mentlon of rescue lendmg, we are hlghly concerned w1th the -

" actual and anecdotal evidence of ‘rescue loans’ extended by commercial banks to large -

corporanons The Article IV notes that during the first quarter of 1998 such rescue loans

" “amounted to'some 1.1 tnlhon won, compared with total new: lending of 7.2 trillion won by the
- banks during that period. Particularly troubhng is the report that some of these loans were
- extended at below-market interest rates. The Staff report notes that these loans are. reportedly _ .
being made by banks mdependent of any govemrnent intervention, however, we believe, and also‘ R

‘sense that the market believes, the govemment authorities retain an important role in bank .

R lending operations both formally, through the Financial Supervisory Committee and re]ated
T oﬁ'lces and mfonna]ly through relatxons wnh bank and chaebol management S
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To cite some recent, well-publtcrzed examples that demonstrate our concerns:

- .“

Credttors of Korea’s Keopyung Steel Chemteal Co and its two- srster ﬁrms agreed to -

o extend by one year the matunty on loans owed by the three fmns

) In the case of rescue loan barlout of Dong Ah Group, Lee Hun-jat the Charrman of the
- Korea s newly- estabhshed Financial Supervisory Commission, defended creditor banks
“extension of some 600 billion won in emergency loans, and their agreement to rollover
. existing loans. Harkening back to the ‘too big to fail’ mentality of the past, Lee
' commented “If you take the worst case, (it) 1 may cause the total collapse of the ﬁnanctal -

b4

system We have to wergh the socxal costs of a bankmptcy »

‘ ’Of note, Dong Ah s main credrtor is SeoulBank which was taken over by the govemment .
_earlier this year.. A domestic-news article noted that “Initially, creditor banks were
. opposed to providing further assistance. But the decision was overturned almost. -
~ overnight following a dectsron by the state-run Korea Development Bank to provrde
' Dong-Ah wrth a payment guarantee for the mtroductton of forei gn capttal ?

o MOTFE Mrmster Lee, quoted inan 1nterv1ew with a domestrc newspaper commented

- “Non-viable industrial groups will be immediately let go starting in June.” Whrle the line
~could be quoted out of context, the Bloemberg article comments, “The. =
. ,rernarks contradtct recent' govemment pledges not to tnterfere in bank lendmg polrcres

- _.The Korea Economzc Daily, citing credttor banks reports that Asia Motors Co, the truck-
- .making subsidiary of the Kia Group, - will receive 120 billion won ($85.7 million) in E
* - emergency loans from creditor banks. State-owned Korea Development Bank and other .
~ creditors reportedly dec:ded to offer 50 brlhon won. early next month as an 1n1ttal portron ‘
‘ of the loan. . : : oo o

- Whrle rescue: Iendmg may not constltute ‘drrected lendmg and may therefore not be a stnctly- o

- - defined. wolatton of Korea’s program we believe that rescue lending may be detrimental to

o fulfilling the goals of Korea’s program and is in fact Jeopardtzmg market conﬁdenee in Korea s
: abthty and erhngness to fulﬁll 1ts commmnents : = -

‘ l’-Wlth thts n mmd we could aslc IMF staffto prepare a supplement to the revrew on the reseue
L ;lendmg issue, including specific loans, dates, amounts, and the i impact of rescue lendtng on
R Korea ] goals to restructure 1ts ﬁnancral and corporate sectors o : ‘
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DEPARTMENT OF THE TREASURY
WASHINGTON, D. C.

| | “ January 18, 1995 | o
UNDER SECRETARY : ! ; W\//\J

'NFORMATION

MEMORANDUM FOR SECRETARY RUBIN

FROM: ' Lawrence H. Summers
Under Secretary, Interhational Affairs

SUBJECT: Potential U.S. Trade Retaliation Actions Against
China and the EU

-BUMMARY:

USTR has initiated the process of imposing trade restrictions on
imports from China, for exploitation of our intellectual
property, and the EU, in retaliation for their restrictions on
U.S. distributors of bananas. It is possible that these trade
sanctions might be avoided if further negotiations succeed.
However, I bring this issue to your attention at this time
because of the trade volumes involved and the importance of these
two trading partners.

~

China IPR:

Despite months of intense negotiations with China on improving
its intellectual property rights regime, little tangible progress
has been made. Although China has taken some recent steps toward
improving its protection of foreign intellectual property rights,
it is not clear that these steps will inhibit the proliferation
of piracy activities. Thus, retaliation appears to be justified
under section 301 of the Trade Act of 1974, under which USTR has
already determined China's actions "unfair". Negotiations are
scheduled to resume on January 18. If we are not satisfied at
the end of this final round of negotiations, we will initiate
retaliation. .

Estimated costs to U.S. companies from piracy activity in China

exceed $1 billion annually. USTR has already published a list of
items for possible retaliation amounting to $2.8 billion in

annual U.S. imports from China. The retaliation list will be
narrowed, based on public comments received over the nhext 30

days, to approximately $1 billion worth of trade. This

represents approximately 3.2 percent of U.S. imports of goods

from China in 1993. ~ , !

At this time, no effective date for retaliation has been set.
Moreover, because the type of trade sanctions to be applied
(i.e., prohibitive tariffs vs. a certain percentage-level tariff)
and the particular goods have not yet been decided, the potential
inflationary impact of these sanctions is not known.  However,
dislocation to the U.S. economy should be limited because imports

EXECUTIVE SECRETARIAT



from countries other than China woﬁ;d not be affected. Trade
retaliation on our part has the potential, though, to lead to
counter-retaliation and to chill overall relations with China.

Bananas: Effective January 1995, the EU instituted a complex set
of import licensing requlrements ‘that reduces their imports of .
bananas -from this hemisphere in favor of those from former
colonies. On top of this, bananas produced by U.s. affiliates
(Chiquita) in the hemlsphere are receiving less favorable
treatment in obtaining licenses.

~USTR has determined under section 301 that the EU banana import
policy unfairly restricts U.S. banana distributors. - USTR will
publish a request for comments on possible retaliation this week.
Action might be taken as early as February, but further delay
would be permltted under our laws. .

The final retaliation figure has not yet been determined.
Preliminary interagency estimates are approximately $180 million,
while industry representatives are arguing irreparable damage,
possible bankruptcy, and claiming damages as high as $1.1
billion. The U.S. will examine imports of both goods and
services for potential trade action, but it will be difficult to
find an action that provides good leverage without v1olat1ng our
WTO obligations. Total U.S. imports of goods and services from
the EU were $97.9 bllllon and $39.8 billion, respectively, in
.1993.
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" THE WHITE HOUSE
WASHINMSTON

December 29, 1998

MEMORANDUM FORTHE PRESIDENT

FROM: ‘.Gene Sperling
o Samuel Berger
Larry Stein
SUBJECT: ‘lAdditional Options for Providing Relief to the Steel Industry
Rurpose:
To consider additional steel options for possible iﬁc!usion in the January 5 report to Congress. :

_ Déspite our best efforts to bring members of your intemational economic team together on this
issue, there continues to bs a deep division of opinions. To ensure that we reflect this division
accurately, we have made certain that each member of the economic team bas had an opportunity
to read and comment on this memorandum.

As you know, there ate several highly consequential decisions on the trade agenda for the next
year, such as whether and how to pursue fast track and whether to launch 2 WTO Round.
Because there is a report on stes! due to Congress on January 5, the most immediate of these
decisions is whether to take any additional actions to provide reliéf to the steel industry.
Nonetheless, any decisions on steel must be made in the context of your broader trade agenda
and overall goals on the intemational economy. :

Asyou Know from our d;scnssnons. there are sevcra.i competing policy goals at stake. All of your
economic advisers want to be responsive to the legitimate concerns of stee] workers and the stec]
industry. All of your advisers are committed to sustaining your strong record on open markets,
which has been a central tenet of your economic philosophy.. All are acutely concerned that at -
this fragile moment in international markets, U.S. leadership can make the difference between a Ly
robust recovery with a continued commitment to open internationalism and the kind of vicious DI
cycle of protection and depression that characterized the 1930s. -

All of your advisors want the lca;t—pmtecﬁcmst cutcome, Howcvcr. thers are dlffermca among o
your advisers as to whether to taks astion bevond the antidumping cases already underway and, .
if so, what actions. Some believe that if you are not willing to take exceptional action to address.

this high-profile case of trade disruption, the Congressional counter reaction will be far more -
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- 1o face a trade bill fom Senate Finance or House Ways and Means this year that will contain

. lawyers, all of which will present enormous difficulties for us.
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damaging, rolling back your trade accomplishments and dooming further market opening. They .
are concerned that this will undermine any domsstic support for the 1999 WTO ministerial and

‘make fast track virtually impossible. Others foel that extracrdinary aid to the steel industry,

beyond what is available under current U.S. rade laws, would fundamentally corupromise your

record on open markets and could be the first shot in an accelerating protectionist spiral bothin -+
the United States and abroad, similar to Smoot-Hawley and the competitive devaluations of the | - *
1930s, that would ultimately damage the U.S. economy. Asia is currently in the throesof the . .. =
worst financial crisis in 50 years. Asian economies must export in order to achieve recovery;

that is why this Administration has pressed Japan to promote domestic demand-led growth and

open its market. A ttend towards protectionism in the United States would only encourage other

* major importing nations to follow our lead, delaying or reversing recovery around the warld. -

- N .
]Mﬁwm | Lo
- tel.

As outlined in our December 10 memorandum, the Administration has taken several steps to

address alfleged unfair trade practices in the steel industry, including forceful actions to enforce

our trade laws, expedite the dumping investigations, and exert bilateral pressure. Commerce has - ,
engaged Russia on its request for a suspension agreement to explore whether thismechanism . |- .
could provide effective, imely relief. These actions very well could begin yielding significant

- relief soon, although hot-rolled sheet unpons from Japan and Russia continued to increase

rapidly in November.

In addition, the Japanese have told us their steel exports to the U.S. will fall to 1997 levels orless .

- “starting late this year and the Russians have told us that they will agree to zero exports to the '

U.S. for some months as part of a negotiated setlement on the hot-rolled sheet dumping case.
However, our data provide no evidence of this yet; as noted above, steel imports from Japan and
Russia in November ~ particularly hot-rolled sheet imports — show a continued rapid rise.

Stes! unions, industry and the Steel Caucus appreciate the forceful statements you made during
your trip to Asia, and acknowledge the steps taken by Secretary Daley on the dumping cases, N
including the critical circumstances finding. Nevertheless, they are concerned the dumping cases .
‘will take too long and will fail to pro'nde comprehensive, global relief, Further, industry bhas

expressed opposition to 2 suspension agreement with Russia, on the grounds that it would not

provide relief cormmensurate with a successful dumping determination; the union supports guch

an agreement, but only if it leads to comprehensive relief for all products from Russia. Thesteel
industry, the ste=l workers, Senator Rockefeller and other members of the Steel Cancus support . .
additional, immediate action to stem the rise in steel imports. It is worth noting that we are likely

over 20 possible amendments to our trade statutes that have been crafted by the steel industry’s < ,: R
On the other band, there is significant concern that actions to limit stesl imports would raise
domsstic steei prices ard undermine the competitiveness of domestic steel-using industries,

2
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which are :conomzcaﬂy more sxgmﬁcam than ths domestic steel industry. You have received

Jetters opposing steel protection from Caterpillar and 2 broad coalition of interests including E1-
Paso Energy Corporation, Enron Corporation, Michelin, the American Instituts for International

" Steel, the Association of Intemational Automobile Manufacturers, Consumers for World Trade,
-* the Domestic Petroleumn Council, the Intemational Association of Drilling Contractors, the
" Precision Mertalforming Association and the Steel Service Center Institute, who stress that more

jobs are at stake among steel-users than steel-makers, We expect that 20-30 major U.S. CEQs

‘will send you a lztter shortly on trade priorities, which will ask you to resist domestic pressures

to-close the U.S. market and recommend a global standstill on restrictive tradé measures.

‘The thresbold dc::sxon is whether to do anything beyond current or future cases filed by mdusn'y '
- The adverse consequences of such additional action are described above and in the balance of”

this memo, as are the arguments supporting additional action. Below we outline several possx'blc

* rmeasures for your consideration. Although the focus of the industry, union and Steel Caucus has -

been almost exclusively on trade policy options, we also include options on tax relief and
adjustrent assistance that could provide mgmf cant relief to the steel industry without scndmg
troubling prowctxomst signals. : .

Mgmﬂmmw: The ﬁrst two options involve Section 201 of the
Tariff Act of 1974, which provides relief for industries injured by a surge of imports regardless
of whether there is any unfair practice contriboting to the rise. Section 201 investigations can be

" initiated by the industry or “self-initiated™ by the President, the House Ways and Means

Committee, or the Senate Finance Committee. Under 201, an affirmative finding of injury or
threat thersof by the International Trade Commission (ITC) provides the President with

"+ considerable discretion and flexibility to implement a comprehensive, global remedy that can

include quantitative restraints. An affinnative finding provides discretion to impose provisional
relict, with a preference for use of tariffs, for up to 200 days as soon as three months afler filing,
and longer-term relief, including quotas; within eight montbs of Gling for as long as thres years
without compensation to exporting nations. Ths relief can cover a broad range of remedies, is
time-limited, must be liberalized over time — in contrast to antidurping remedies -- and permits
some differentiation among exporting countries. :

. Precedent for 201; There have been 67 investigations uader Section 201, resulting in 35
_affirmative injury findings and relief in 20 cases. Steef and steel-related products have been
‘beavily represented, accounting for cight investigations, resulting in six affirmative injury

firdings and relief in four cases. Overall, the Executive Branch has requested Section 201
investigations for only three industries: apple juice in 1985, steel in 1983, and canned
mushrooms in the lats 1970s. This Administration self-initiated an investigation on honey in
1995 under a related statute -- section 406 - which covers safeguards for non-market economies.
The House Ways and Means 2nd Senate Finance Committees have requawd investigations

- thcc.
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Steel company representatives, Senator Rockefeller, and the steel union are pushing for a

conditional commitment from the Administration now that we would be prepared to self-initiate

a Section 201 case in the future, and ask that it be expedited if and when the industry was o
confident enough in the data that they wantad us to bring a case. As yon will see in the ; _—
recommendation section, some of your advisors support canditional self-initiation (if and when ' L
the data support a case) as well as other industry requests such as expedited procedures and
protesting existing steel-dumping orders. However, you should kmow that, in addition to self-
initiation, the industry also has requests that all of your advisors would be opposed to, such as
committing in advance to providing specific relief in the case of an affirmative finding. Senator
Rockefeller has already indicated his support for initiation of a steel 201 case by the Senats
Finance Committes. '

*  Pros: Proponents argue 201 sclf-initiation would permit the Administration to take forceful
action that could lead directly to clear, understandable relief while avoiding excessive i
protectionism, since it would fal! within existing statutory authorities and there are clear

- precedents. Morcover, Section 201 was designed precisely to cushion a dornestic industry
from a teznporary. surge in imports resulting from unanticipated forces in the global
economy (rather than a Jong-term shift in America’s cornpetitiveness or domestic
practices). Further, Section 201 provides more effective relief than antidumping because it
allows the President to impose global remedies involving all exporting countries and a host
of related procucts. In contrast, the antidumping laws provide relief on a piecemeal basis,
specific to particular exporting countries and product categories, so that imports from other
countries or related products often rush to [l the gap (data for November show this is
already happening). Further, Section 201 can be less protectionist than anti-dumping since
relief must be liberalized over time and end after three years, Finally, becanse 201 provides %
for a formal proceeding in which opposing domestic interests register their concems, it -
provides cover to fashion a more balanced remedy. : ‘ b

‘= Cons; Some are concerned that such a strong executive initiative could be the type of o
action that many of your advisors worry could lead to a protectionist spiral in thishighly =~
sensitive time. Shifting emphasis away from unfair trade laws to safeguards could .
encourage others to follow suit, closing markets and choking recovery. Second, there is
considerable concern about making an open-ended commitment now since there is doubt
whether the industry can meet the injury standard for relief at this juncture, since most steel
companies are expected to be profitable for 1998 overall and will show industry-wide
losses ooty in the fourth quarter, and the ITC pommaily examines profitability over a five-
year period. If and when data indicate injury, the steel industry has resources and know-
how to file 201 action itself. (The earliest we will b2 able to judge this is when fourth-

Quarter data become available in late January.) Third, this commitment would seta
dangerous precadent, inviting other domestic industries to request similar protection and
drawing us down a slippery slops; in fact, even supporters believe we should take this step

4
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only if we are prepared to draw the line and say no to similarly situated industries in the
future, a difficult line to hold. Fourth, a positive 201 finding would put you in the difficuit
position of chioosing between the competing interssts of domestic steel producers and steel-
consuming industries.. Finally, steel protsction could be very costly to U.S. economy.

2 Easing Injury Standard for Safeguards Law (Section 201) .

‘The steel industry, steel workers, and the Steel Caucus believe that the current legal standard for
injury under 201 is too high t0 allow effective relief and seek Administration support for
legislation easing the standard. Under cuzrent U.S. law, increased imports must be a “substantial
cause of serious injury, or threat thersof,” where imports tmust be an important cause and not less
important than any other cause. USTR proposes 1o loosen the standard to ensure that the U.S.
injury standard is no more stringent than that required by the WTO. The WTO injury standard
requires simply that increased imports “cause or threaten to cause serious injury,” It is worth
noting that some of your advisers are willing to support this legislative change only as part of a
bid for fast track or other market-opening legislztion because this would send a more bzlanced
signal to our trade partners and could be useful in securing broad Congressional support, while
others disagree that commecting this to market-opening lcgmlauon would in any way mitigate the

protectionist signal.

+  Pros Proponent% believe this option will mitigate calls for the Administration to take
industry-specific protectionist action because by making 201 cases more attractive it
channels industry pressure toward availing themselves of remedies under the trade laws.

- The proposed change would use the flexibility permitted under cwrent WTQO guidelines to
make 201 more accassible and effactive — consistent with the Administration’s position
that American workers should have effective, accessible tools to adjust to the forces of
globalization. Further, some argue this change remedies an existing asymmetry that favors
antidumping relief over safeguards relief because the antidumping injury standard is Jower,
-and, as noted above, 201 remedies can be Jess protectionist than anti-dumping. As also
noted above, 201 provides cover to fashicn a balanced mnedy bccausc domestic opponents
formally register theu- concerns.

»  Cons; Opponsnts are concerned this action could send a dangerous protectionist signal
because it goes beyond the framework of existing trade laws and would lower the injury
standard for all industries for all time, in response to pressure coming in a single sector at a
single point in time. Further, becauss this action in and of itself does nothing directly to
afford relief to the steel industry, it is likely to be pocketed and may do little to stem calls
for additional immediats action. Third, encouraging greater use of 201 will increase the
burden on you of choosing betwesn domestic interests in deciding appropriate relief in

- safeguard cases, in contrast to the antidumping laws, where remedy decisions are made by
the Commerce Department and the ITC (although, as noted above, there is disagreement on
this point). Finally, the propossd bill could become the vehicle for additional, more
protectionist legislation (st:ch as propesals for changes o our dumping laws), which the

5
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industry’s lawyers are already shopping 2round.
kN tee] icenst Early] e

The steel industry has asked the Administration to institute an import licensing system for stesl
in order to obtaia data for their trade cases on 2 more timely basis than the current 45-day lag.
However, instituting a licensing system would require legislation. An alternative method to
obtain early data release would be to ask Census to release import data for all industries as soon
as they become available — which is approximately a three-week lag. Although this approach
would not require Iegislation, Census is opposed because it would entail releasmg irpart data
roughly three weeks in advance of export data :

«  Pros; Proponents argue that instituting a stee]l import licensing system would be relatively
benign, since it would be fully consistent with the WTO rules and would assist the industry
in availing itself of remedics under =xisting trade laws more rapidly and effectively. This
would be non-protectionist because it would be an automatic licensing system, something -
which cur NAFTA partners, Canada and Mexico, currently have in place.

«  Cons: Opponents are concerned this action could be seen as a protectionist first step
toward implementing quantitative restrictions and underrnine progress we have made in
phasing out quotas and discriminatory licensing systems abroad. This could be seen as

‘precisely the type of border harassment that our exporting industries bave opposed in
foreign markets. Moreover, it would not afford any direct relief and could take several
months to opsrationalizs, Third, instituting such a system would require additional
budgetary resources for Customs, It would also require legislation, which could open the
door to additional protectionist measures. Finally, it would be diffieult to resist requests for
similar licensing syst=ms for other industrizs.

4. TaxRelisf

~ As we have discussed with you, we have develeped an option to provide tax relief to the steel

industry. Currently, corporations are allowed to carry back losses for two years. Thus, a
company experisncing net operating losses today can offse: the armount of these losses against
taxes paid on any profits eamed in the two orevious years. In effect, the campany today receives
a refund of the previously paid taxes. The proposcd tax option would extend this cany-back
period to five years, specifically for the steel industry. This would increase the pool of previous
taxes paid that could be offset with current losses and, therefors, provide financial reliefin the
form of larger tax refunds. This measure explicitly conveys the policy choice being made: a
transfer payments i3 raade to the steel industry financed by other parts of the U.S. economy and
does 50 in a manper that does not generate costs exceeding the benefits fo stecl, unlike resorting
to the trade options. This option would lose revenuss of between $0.5 billion and $0.9 billion

" over five years. Treasury is still working on the revenue raisers to pay for our new tax cut

proposals. You will need to make this decision in the context of the othcr tax priorities that are

6
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écxmpeting for this limited pool of funds. The decisian here is whetbér to put the stezl tax option
on our list of new tax priority p'oposals {e.z., stay-at-home parents, green bonds) that will
compete for these funds.

«  Pros: This tax proposal safeguards your commitment to open markets and avoids the
substantial risk of sending a protectionist signal at a fiagile time in the global economy.
The proposed tax relief is a concrete response that would have the support of both labor and
- management. If enacted, it would provids cash to affected steel companics, which could
help to stave off layoffs. Finally, this is defensible tax policy: just as it is reasonable that
losses in May should be allowed 1o offset profits in September, it is arguable that losses
thres years ago should be allowed to offset profits today.

*  Cong: This option may not provide relief in a timely manner, since passage of a “signable”

tax bill is expected to kappen late in the process if at all. Second, the proposal begs the ‘
_ question, “Why just steel?” and will result in pleas from other troubled industrics. It raises

significant concerns about the practics of affording tax relief to specific industries.
"Mereover, we are on record in support of shortening, not lecgthening, carryback periods.
Finally, while shareholders of steel companies would benafit, it is not guaranteed that any
benefit will flow to employees; since this proposal is backward-looking, it will not affect
prospective steel sales for these companies nor the corresponding demand for labor.
Finally, a tax benefit specific to the steel industry is likely to be criticized as a domestic
subsidy by our trading partners, but it is likely it would withstand a WTO challenge.

CAllof your adw,sors agree that we should take all avaslablc steps to help steelworkers and
distressed steel communities through your strong commitment to adjustment assistance. As you
know, there are an array of existing government programs that can and should be mabilized to
help them, such as community development grants, business development gzams and technical
assistance, all available through the Economic Development Administration; income support, job
retraining, and search assistance under the Job Training Partnership Act; Trade Adjustment
Assistance; as well as programs comuzg under HUD, SBA, Education, and other fcderal
agenc:es

So far, the union has been uninterssted in discussing frade adjustment assistance with us because
they view it as “burial insurance,” and want to keep the focus on trade relief. However, there is
likely to be substantial interest in economic development assistance for communities and
temporary relief for workers that doss not require switching jobs or industrics. Thers may also
be a new receptivity to working with us on adjustment aszistance for several reasons. First,ina
reecting with the Vice Prasident, Senator Byrd racently pressed for “disaster assistance™ for steel
cormparable to that provided for agriculture and proposed for Hurricane Mitch victims in Central

. America. Second, Senators Byrd and Rockefeller have specifically requested help for Weirton,
WV, where Weirton Steel has already laid off 300 workers -- one«third of the work force.

7
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Gene Sperling, Karen Tramontano, the Department of Labor, and others are working to step up
the Administration’s profile and coordination on these adjustment assistance programs, We are
also consideri og naming a dedicated, full-ime, high-level “steel coordinator” to help workers
and communities identify and access the full range of federal resources, Beyond that, we are
examining additional pmposals to aid distress=d industries in our current budget proposals, such
as a sigmificant cxpansion in training adjustment. We are also exploring ways to provide
additional tools to distressed communities that zre consistent with our budget resources.

| Recommepdations

"~ 1. Conditional Commitment to Self-Initiate a Section 201 Cage: Secretary Rubin, Secretary

*

Albright, Deputy Secretary Summers, Sandy Berger, the Chief of Staff's office, Jack Lew, and
Janet Yellen oppose a conditional commitment to self-initiate a Section 201 investigation.

Secretary Daley, Leon Fuerth and David Beier recommend that, at this juncture, we should be

prepared only to support the industry®s request for such an investigation. Arnbassador
Barshefsky recommends that we be prepared to consider the question of self-initiation and to
consider a request to ths ITC to expedite relief only at such time as the industry and its outside
advisers detsrmine that Section 201 is the appropriate course to follow. Larry Stein would not
oppose the option, but believes that changing the 201 injury standand is a better option. Secretary
Hcrman, Gene Sperling, and Lael Brainard support conditional self-initiation; the NEC believes
it is less protectionist than changing the injury standard because it is simply showing a strong
commitment to enforcing existing law as opposed o an across-the-board legislative change and
that one could easily communicate that the Administrazion was initiating action that could lead to
understandable comprahensive tariff or quota relief.

Support conditional commitmeot now Postpone consideration Reject

2. Essing Injury Standard for Safeguards Law (Section 201): Secretary Rubin, Secretary
Albright, Sandy Berger, Deputy Secretary Summers, Janet Yellen, and Lael Brainard oppose a
change to the 201 injury standard. Leon Fuerth and David Beier recommend that we should
indicate to Senator Rockefeller that we would be prepared to work with him but not take
ownership of the proposed Jegislation. The Chiefof Stall's office, Jack Lew, and Ambassador
Barshefsky would support such legislation only in the context of a broader market-opening bill.

~ Gene Sperling is generally opposed to changing 201, but would find it acceptable if we were

both not self-initiating and putting it in the context of an overall open-market agenda. Secretary
Daley, Secretary Herman, and Larry Stein support a WTO-consistent change in the-201 injury
standazd; they believe this is a less protectionist action than self-initiation.

Support ' Reject Further consideration
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3. Stesl Import Licensing and Early Data Release: Secretary Rubin, Secrstary Albright, Janet
Yelien, Deputy Secretary Summers, Gene Sperling, the Chief of Staff's office, Larry Stein, and
Lasl Brainard opposs this option. Jack Lew, Sandy Berger, Leon Fuerth and David Beier do not
support this opticn, but ars not strongly opposed. Ambassador Barshefsky would recommend re-
opening Census policy, in particular early release of irport data for the steel industry alone.
Secretary Daley supports the licensing concept if properly structured, and Secretary Herman
would support it only if we do not proceed with either 201 option.

Support import licensing Revisit Census policy Further consideration
legislation A on early release of
, ) import dala

&, TaxRelieft Secretary Albnght, Sardy Berger, Janet Yellen, Secretary Daley, Ambassador
Barshefsky, Jack Lew, Gene Sperling, the Chief of StafT's office, Larry Stein, and Lael Brainard
support this option. Leon Fuerth and David Beier believe this option requires fusther study.
Secretary Herman is concerned this option would open a Pandora’s box of requests from other
industries. Secretary Rubin agrees with Secretary Herman that this option would open a
Pandora’s box, but observes that it has the advantages of making explicit the cost of action to
support the steel industry and of avoiding the potentially vast adverse alternatives. While both
Ambassador Barshefsky and Secretary Daley support this option, they recognize that it could be
subject to a WTO challenge, which they believe could be overcome,

Include in tax package if Do not include in tax
the are sufficient offsets package

Secretary Rubin believes that the trade options put at risk your economic legacy as an advocate
for openness to change, whether brought by new technology or open markets, and risk an
enormous adverse impact on our economic health and that of the global economy, if our actions
lead to substantial increases in pmtr:ctionism here and abroad, That possibility is now being
broadly cited in discussions of major risks to the global economy. Trads restrictions here will
also undermine the ability of countries in crisis to recover, further adversely impacting our
sconomy. Obviously, the politics of this situation arc difficult and need to be thought thmugh,
but Secretary Rubin thinks that your strong leadership against protectionism could be s critical
to our economic well being going forward as your strong leadership on other polmcauy difficult
economic challenges has been to our strong economy of the past six years. .

Secremxy Rubin believes that this decision is of such pmfound tmportancc that if you wish to

proceed with additional trade actions, he requests — as does Ambassador Barshefsky ~ thatyou - K
have an NEC/NSC international economic team meeting to discuss these options and their o
implications for the US. and g global econornies. :
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Steel imports from Russia and Japan continued their rise in October, the most recent month for
which figures are available. Imports of all steel mill products for the first ten months of this year
are at record Jevels, up roughly 28 percent over the same period last year. In addition, projected
imports for November show a continued rise.

Including these November projections, for the first eleven months of 1998, imports of steel mil}
products from Russia increased 61 percent over the same period last year, while imports of all
stzel mill products from Japan increased 169 percent. Import peaetration for all steel products
(for which we do not yet have November projections) has risen to 29.5 percent for the year
through October as compared to 24.2 percent for the same period last year, With respect to hot-
rolled sheet, the product comprising the bulk of steel trade, total imports for the first eleven
montks of this yzar are up 78 percent over the same period last year, with import penctration

- rising to 36.2 percent for the year through October as compared to 24.4 percent for the same

period Jast year. Imports of bot-rolled sheet from Russia are up 98 percent over the first 11
months and imports from Japan are up 438 percent over the first 11 months, while imports fmm
Korea are up less than | percent over th..x same period.

Capacity utilization for hot rolied shest and strip has falien from 93.2 percent in the first quarter
of 1998 to 78 percent in the fourth quarter through December 5. Total steel employment has
fallento 226,30Q, a loss of 10,000 jobs over the last year, )

Attachment
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December 28, 1998

MEMORANDUM FOR PRESIDENT CLINTON

FROM: Madelcine K. Albright AUXA
: ) Robert E Rubln Q@ <. Q.
SUBJECT: Steed Imports

We are writing out of the deeply held belief that adopting restrictions on steel imports that go
beyond the rigorous enforcemeat of our laws on unfair trade would threaten our econmmc well
being and important foreign policy mtexests.

Under your leadership, this administration is already taking action to deal with allegedly undfair
trads, We are proceeding expeditiously on the steel antidumping case, which covers hot rolled
steel products accounting for nearly 50 percent of the 1998 import surge in steel. The
preliminary determination of eritical circumstances against Fapan and Russia made by the
Commerce Department has virtually halted hot rolled steel imports from these countries, whxch
;xmvzdc over 50 percent of our hot rolled steel imports.

‘We are exploring a mspmsion agreement with Russia which would likely result in 2 moratorium:
on Russia’s hot rolled steel exports and a subsequent return to more moderate levels. In addition,

* the agreement may limit exports of cold-rolled steel to prevent Russia from switching production
into those products. , '

. Taking any of the trade actions now under consideration that go beyond this active enforcement
of our current laws could have serious adverse impacts on the US and global economies.

First, whatever benefits might be derived by the steel industry and its workers from such ,
restrictions would almost certainly be greatly exceeded even under normal circumstacces by the
adverse impact such restrictions would have on jobs and incorses in other industries and smong
consumers. By some estimates, for every extra job that is preserved in the steel industry, there
will be five fewerjabs in related industries, such as machinery and antomobiles.

This could be greaﬂy exacerbated if steel protectionism leads to pressure for ;:rotectxomsm in
other industrics and greater protectionism abroad.

Second, there is a real question about whether 8 surge in fhirly traded imports would cause long
term damage, given the structure of the steel industry and its cycfical nature. Moreover, itis
always difficult to distinguish whether stress in an industry is caused by import surges or by other
economic changes. But more importantly, trade actions taken to protect the steel industry will
generate other pleas for special consideration from other industries. Furthermore, by supporting
the legislative proposals under discussion we would risk inviting other, more protectionist changes
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in our trade laws. Ifadopted, thesa remedimwonld leave more restrictive trade practwu
pemanemly in place even though the original ccmphm arose over a temporary surge in steel
imports that no longer existed. :

Third, adopting such restrictions, particularly at this uiticakjmmhxrehthaglcbalﬁnmciﬂaisis,
would undermine our efforts to support reformers abroad who face enormous domestic pressures
of their own to close their markets to imports fom the US and elsewhere. Such & signal coming
from the US, the world’s most successfiul economy, could well spur protectionism around the
world. Furthermore, recovery from financial crisis tends to be Jed by exports, and protectionist
actions here would damage those countries whose return to growth is enormously in our economic
and foreign policy interests, further delaying a retumn of our export growth to pre-crisis levels. Itis
worth remembering that a central factor in the Depression of the 1930s was trade protect:omsm as
mmxfested by the Smoot-Hawley tariff and competitive devalustions.

More broadly, restrictions could have significant additional adverse impacts on our security
lerests and our relations with key foreign partners, In this environment, a policy decision to
" ‘increase protection could also adversely affect financial markets.

While we do our part, it is important that otber major economies, particularly the EU and Japan,
lift their obstacles to steel imports so that the burdea is more equitably shared. We have

" vigorously pushed the EXUJ to do more, and we should continue to press bath Europe and Japan.
Any protectionist measures on our part would undercut this effort.

hile the politics of open markets are very difficult, the economics are unambiguous: open
markets have been crucial to American’s economic success of the past six years. Maintaining 8
strong, open US economy, in tum, is critical to everything you are seeking to accomplish in your
Presidency. This is not an easy course to maintain, but it is the right one, both for our economic
and our foreign policy interests, ‘



Suggested Rubin Revisions to Steel Memo to the President
* 1. First page (circled page 4)

The memo needs to make clear that the President is making a choice on whether to take actions
beyond anti-dumping cases already underway, and if so, what actions. Therefore, at start of third
paragraph change sentence that reads “However, there are differences among your advisers on the -
appropnate balance.” to “There are differences among your advisers as tg whether to take action

/ beyond the antldumgmg cases already underway, and if so, what actions.”

* In the 6th lines of that paragraph, after “first shot in an accelerating protectionist spiral,” add -

/ “both in the United States and abroad.” After Smoot Hawley, add “and compemlve devaluations
of the 1930s.” .

At the end of this paragraph on the next page, add “The Japanese have told us their steel exports
to the US will fall to 1997 levels or less starting this past fall and the Russians have told us that
they will agree to zero exports to the US for some months as part of a negotiated settlement on
the hot rolled sheet dumping case. According to Japanese data, the decline in Japanese steel

exports is already underway, but due to transport time, the decline probablx will not show up until
November and December data are released in January and February” -

2. Second page (circled page 5)

/ Start dxscuss:on thh “The threshold decision is whether to do anﬁhmg beyond current or future

cases filed by industry. The adverse con of such additional action are described above
and int the balance of thIS memo, as are the arggmentg supporting additional action.”

3. Third page (circled page 6)

Under pros: 7th line down on section 201 providing more effective relief that antidumping does
not explain that this would be in addition to antidumping cases. Modify sentence to read
“Further, section 201 provides more effective relief than antidumping, assuming antidumging

cases could be halted which they cannot unless mdustgg withdraws them, because...

In cons; Add in second point; about injury relief point that “If and when data mdlcate injury, steel
\/ industry has resources and knowhow to file 201 action itseif.”

At end of third point about setting precedent, after ‘only if we are prepared to draw line and say
no to similarly situated industries in the future’ add “It may well be practically and politically

impossible to draw that line and say no to other industries, pulling us down a long slippery slope.”

4. Fourth page (circled page 7)




Add in cons, in fourth point “Other advisers feel involving Fast Track does not diminish the ,
adverse consequences of going down the road of leg'slatgc_l changes and believe furthermore that .
Fast Track is very likely to be pohncallx undoable given wide differences on labor and .
environmental provisions.”

‘5. Fifth page (circled page 8)

~ Intax rehef section, 8th lme down, after ‘larger tax refund.’ Insert Mm_g_gmm

conveys the policy choice being made: a transfer payment is made to the steel industry financed by
/ other parts of the US economy and does so in manner that does not generate costs exc;eedin ‘

the benefits to steel, unlike resorting to the trade ’

In cons add pomt “A tax benefit specific to the steel mgustg may be a countervailable subsxdy;
under WTO rules.”

At start of section on additional federal assistance to steel workers, add introduction:

“As you said in your many speeches advocating NAFTA, change and openness to change are key
to our economic progress. All change , whether generated by new technology or new trade, =~ -
confers not only benefits to the whole country, but inevitably will bring dislocation to some. This
is not a reason to stand in the way of change, but rather a reason for providing appropriate help to-
those dislocated. You said something to the effect that workers cannot be guaranteed that they
will have jobs for a lifetime -- that 7 or 8 job changes are more likely -- but they can be equipped
to get the benefits of change and the opportunities it brings.”

6. Recommendations

Secretary Rubin and Deputy Secretary Summers oppose the first three options. On option 4 note
that “Secretary Rubin agrees with Secretary Herman that this option would open a Pandora’s box
of requests from other industries, but observes that it has the advantages of making explicit th

cost of action to support the steel industry and of avoiding the potentially vast adverse
alternatives.”

Add note after four recommendations:

“Secretary Rubin believes that the trade options put at risk your economic legacy as an advocate
for openness to change, whether brought by new technology or open markets, and risk an
enormous adverse impact on our economic health and that of the global economy, if our actions
lead to substantial increases in protectionism here and abroad. That possibility is now being

broadly cited in discussions of major risks to the global economy. Trade restrictions here will also
undermine the ability of countries in crisis to recover, further adversely impacting our economy. ° .
Obviously the politics of this situation are difficult and need to be thought through, but Secretary
Rubin thinks that your strong leadership against protectionism could be as critical to our =
economic well being going forward as your strong leadership on other politically difficult

gconomic challenges has been to our strong economy of the past six years.




. Secretary Rubin believes that this decision is of such profound im nce that if you wish to

. proceed with additional trade actions, he requests that you meet with the appropriate members of
your Cabinet and other officials to discuss these options and their implications for the US and A

global economies.”
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DRAFT | |
" Deceaber 24, 1998
MEMORANDUM FOR THE PRESIDENT |
. FROM: L
" 'SUBJECT:.  Addiional Options for Providing Relicf to the Steel Industry
Furpose: , _
To copsider additional steel oi:ﬁons for possible inclusion in the Jazmaxv 5 repart to Congress.
Comeas | |

There are several highly consequential decisions on the trade agenda for the naxt year, such as
whether and how to pursue fast track and whether to Taunch a WTO Round. Because thereisa
Cangressionally-mandated report on steel due on Jaquary 5, the most immediate of these
decisions is whether to take any additional actions to provide relief to the steel industry.
Nogetheless, any decisions on stee] must be made in the context of youz broada trade a3 a.cuda
and everall goals on the mtcmmonal economy.

As you know from our discussions, there are scveral competiag policy goals at stake. All of your
econormic advisers want to be responsive to the legitimate concerns of stee] workers and the steel
teduiiry. All of vour advisers are comsmitted to sustaining your strong record cn open Markets,
which has been 2 central tenet of your economic philosophy. All are acutzly concerned that at
this fragile moment in internatiopal markers, U.S. Ieadership can make the ditference between a
robust recovery with a continued comumitment to open internmicnalism aad tae kind ofvmous
cycle of pmtecnon and depression that characterized the 1930s.

However, thers are differences among your advisers on the appropriate balance. Some helicve
that if you are not willing to take exceptional acton to address this high-profile case of trade
disruption, the Congressional counter reaction will be far more damaging, rolling back your
'tmdpamomphshmentsanddoommgfmmazketopcmng Others feel that extraordinary aid
1o the steel industry would fimdamentally compromise your recerd on open markets and could be
the first shot in an accelerating protectionist spirzl, similar to Smoot-Hawley. Asials currsntly in
the throes of the worst financial crisis in 50 years. Asian economies must export in arder to
achisve recovery; that is why this Administration has pressed Japan w promote domestic
demand-led growth and open its markst. A wend towards protectionism in the Uzited States
would ouly encowurage other major impesting natons o follow our lead, delaying or reversing
reccvery around the world. ’

As outlined in our December 10 memorandwm, the Administration has tzken sevesal steps to
address alleged unfair trade practices in *he steel indusuy, including forcsful actions to enfores

&
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our trade laws, expedite the Jumping investigations, and exert bilateral pressure. Commerce has
engaged Russia on its request for a suspeasion agreement to explore whether this mmm X
could provide effective, timely relief. These actians are Likely to begin yielding significant relief
soqn.

Steel unions, industry and the Steel Caucus appreciate the forceful statements you made during
your tip to Asia, and acknowledge the sieps taken by Secretary Daley on the dumping cases,
including the eritical circtumstances fnding. Nevertheless, they are concerned ihe dumping cases
will tale oo long and will fail to pmv:de comprehensive, global zefief. Further, industry has
exprassed opposition to a suspension agrsement with Rumsia, on the grounds that it would not
provide relief corprnensteate with a successful dumping determinaticn; the union similarly
opposss such an agreement unless it provides effective relief on all products from Russia. The
stesl industry, the steel workers, Senator Rockefeller end other members of the Steel Caucns
support addidonal, immediate action to stem the rise in steel imporrs.

On the cther hand, thm: is sxgmﬁcamconmthm acnonsto limit stee] imports would raise
domestic steel prices and undermine the competitiveness of domestie steef-using industries,
which ars economically more significant then the domestic steel industry. You have received
lezers opposing seeal protecdon from Caterpillar and a broad cealition of interests including Ei
Paso Energy Corporatlon, Enron Corporation, Michelin, the Amesican Institute for International

© Steel, the Agsociation of International Automoblle Mazufacturers, Consumers for World Trade,
the Domestic Petroleum Concil, the Intemational Association of Drilling Contractors, the
Precision Metalforming Associaticn and the Steel Service Center Institute. We expect that
Twenty to thirty major U.S, CEOs will send you a letter shordy on trade priorities, which will ask
you 10 resist domestic pressuses to close the U.S. market and recommend a global standstili op
restrictive wade measures.

X x fﬂrg s

Below we outlins several addirional possible measures for your eonsideration, Although the
focus of the industry, union and Steel Caucus bas beea almost exclusively on trade policy
options, we also include optians on tax relief and adjusanent assistance that could provide
sigrificant relief to the steal industry without sending troubling prmcuomst sxpals.

\m i s The first two options involve Section 201 of 'thc
Tariff Act of 1974, which pmv:des relief for industries injured by a4 surge of imparts, Section
201 investigations can be initiatzd by the industry or “self-initiated” by the President, the House
Ways and Means Committee, or the Senate Finance Committee. Under 201, an affirmative
finding of injury or threat theveof by the Imernational Trade Commission (ITC) provides the
President with considerable discretion and flexibility to implement a compreheasive, global
remedy that can include quantitative restrainty. An affirmative finding provides discrztion te
impose provisional relief in the form of tariffs as soon as 3 months after fling, and broader -
remedies, including quotas, within 8 months of filing for as long as 8 years. The relief tan cover
a broad range of remedics, is time-limited, must be liberalized aver time — in contrast o .
aniidumping remedies — and permits some disferentiaiion among exporting countries. - :

%\ !
rs
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Preedent for 201 There have been 67 investigations under Section 201; resulting in 33
afficrative injury findings and relief in 20 cases. Stesl and steel-relzted products have been
hesvily represented, aceounting for 8 investigations, resulticg in § affirmative injury findings and
telief in 4 cases. Overall, the Executive Branch has requested Section 201 investigations for only
three industries: apple juice in 1983, steel in 1983, and camnzd mushrooms in the late 1970's. The
House Ways and Means and Senate Fnanes Committaes have requested investigations twice.

1. Conditi ommi  Initi : ' .

Steel union and company representatives and Senator Rockefellsr are pushing for a conditional
compritment from the Administation now that we would ba prepared ‘o self-initiate a Section
201 case in the future, if and when we determine the data suppost such a case. Senator
Rockefeller has already indicated his support for initiarion of a steel 201 case by Senate Finance

~»  Pros: Proponcnts argue 207 self-initiation would perrmit the Administration to take forcefiil

action that could lead directly to clear, understandable rellef while avoiding excessive

" protectionism, since it would fall within existing staturory authorities and there are clear
precedents. Moreover, Secticn 201 was designed precisely to cushion a domestic industry
from a temporary surge in imports resulting from unanticipated forces in the global

" economy (rather than a long-term shift in America’s competitiveness or domestic

. practices). Further, Section 20] provides more effective relief than amidumping because it
allows the President to impose global remedies involving all exporting countries and ahost -
of related products. In contrast, the amidumping laws provide relief en 2 piccemeal basis,
specific to particular exporting countries apd product categorics, so that imports from othe:
countries nr:elmdpmducu oﬁenmhmﬁllthagap

+  Coms: Somearc deeply comeemed this action could be the-first shot in an accelerating
protectionist spiral, which could be very damaging to wozld trade and growth in the middle
of the worst financial crisis in S0 years. Shifting emphasis away from unfair rade laws to
safeguards could encourage others w follow suat, closing markets and choking recovery.
Second, there is doubt whether the industry can meet the injury standard for relief at this
jumcture, since most steel companias are expected to be profitable for 1998 overall and will
shew industry-wide losses only in the fourth quartet, and the [TC normally examines
profitability over a S-year period. Third, this commitment would set a dargerous
precedent, inviing other domestic industties to request similar protection, in fact, even
supporters believe we should take this step only if we are prepared to draw the !ine and say
0o to Similarly situated industries in the furure. Fourth, a positive 201 finding would put
you in the difficult position of choosing between the competing imtsrests of darestic steel

- preducers and steei-consuming industries. Finally, steel protection cauld be very costly ta -

U.8. economy.
2. Easipg lnjury Standaed for Safegugeds Law (Ssction 201)

The étee.l workers, the stee] industry and the Stezl Caucus believe that the current 12gal standard
for ipjury under 201 is too high to allow effestive relief and seek Administraticn support fer

S
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legislation easing the scandaxd. Under current U.S. law, increased imperts must be & “substantial
cause of serious injury, or threat thercof” where imports must be an important cause and got less
important than any other cause. USTR propeses to loosen the standard to epsure that the U S,
injury standasd is no mors stringent than that required by the WTO. The WTO injury standard
requires simply that increased imports “cause or thyeaten to cause serious ipjury.”

¢  Prog: Proponents believe this option avoids excessive protectionism because it focuses
attemtion on a broad legislative change, cpabling us to channel industry pressure toward
availing themselves of remedies available under the trade laws. The proposed change
would use the flexibility permitted under current WTO guidelines to makes 201 more
accessible apd effective - consistent with the Administration's position that American
workers should have effective, accessibla tools to adjust to the forces of globalization.
Further, seme argue this change remedies an existing asymmetzy that favors agtidumping
relief over safeguards relief because the antidumping injury standard ig lower.

«  Cons: Opponents are concernad this action could send a dangerous protectionist signal
because it goes beyord the framework of existing trade laws and would lower the injury
standard for all induswies for all time, in responss to pressure coming in-e single sector at a

. single point in time. Fuxther, because this action in and of itself does nothing directly to

. affard relicf to the steel industry, it s likely to be pocketed and may do little to stem calls
for additional immediate action. Thind, encouraging greater uge of 201 will increase the
burden on vou of choosing between domestic interests in deciding appropriate relief in
safeguard cases, in contrast to the aptidumping laws, where remedy decisions are made by
the Commerce Department and the ITC. Fourtk:, some of your advisers are willing to
suppert this legislative change only as part of a bid for fast track or other market-opening
legislation because this would send 2 more balanced signal to our trade partmers and it
could be useful in securing broad Cangressiopal support. Finally, the proposed bill could
become the vebicle for addidonal, more protectionist legislation (such as proposals for
changes to our dumping laws), which the industry”s lawyers are already shopping around.

3. Steel Import [ jcensing

Thz stee] industry nas asked the Administration to institnte an import licensing system for sieel
In order to obtain data for their trade cases on a more timzly basis than the current 45-day lag,
Under an automatic licensing system, importars would be requirsd to obiain a licease from ,
Customs to import steel, and the data collectad wou'd be made available to the publie. Capada
and Mexico currently have similar systems in place. Instituting a licensing system would require
legislation. ' ’ o ‘

*  Eros: Proponents argue that instituting a steel import licensing gystem would be relatvely
benign, smee it would be fully consistent with the WTO rules and would assist the industry
in availing itself of ramedies under existing wade laws more rapidly and effectively. .

+  Coms: Opponents are concerned this action could ba seen as a pretectionist Srst step

toward implementing quantitative restrictions and undgtmine progress we bave made in
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'phasing out quotas and discriminatory Hcensing systerns abroad. This could be seenas .
precisely the type of border harassment that our sxorting industries have opposed in
foreign markets. Moreover, it would not afford any direct relief anrd could take several
months 16 cperationalize. Third, instituting such a sysiem would requize additional
budgetary resources for Customs, It would also reqm:e legislation, which could open the
door to additional protestionist measures. . Finaily, it would be difficult ta resist requests
for similar hcex:sing mtems for other industries.

4.1&351151'

As we have discussed with you, we have developed an optian to provide tax pelief to the steel

industry. Cutrently, corporations arc allowed to carry back losses for two years, Thus, a

company experiencing net operating losses woday can oifset the amount of these losses agamst
taxes paid on any profits earned in the two pravious years. In effect, the company wday receives

a refund of the previonsly paid taxes. The praposed tax option would extend this carry-back

period to five years, specifically for the steel induswy. This would increase the pool of previous

taxes paid that could be offset with current losses and, therefore, provide financial relief In the
form of larger tax refunds. This option would Jose tevenues of between $0.5 billion and $0.9
billion over five years. Treasury is still wotking on the revenue raisers to pay for our new tax cut
proposals. You will need to make this decision in the context of the other tax priorities thatare
competing fer this limited pool of funds. The dscision here is whether to put the stee] tax option
on owr list of pew tax priority p:ropomh (c.g- stay-at-home parents, green bonds) that will
compste for these funds.

»  Pros: Incomrastto the trade policy options outlined above, thctaxpmposal safcg!mrds
yaur cammitment to open markets and avoids the substantial risk of sending a protectionist
signal at 8 fragile time in the global economy. The proposed tax relief is a concrete
response that would have the support of both labor and management If snacted, it would -
provide cash to affested stes] companies could belp companies stave off layoffs. Finally,
this is defensible tax policy: _}\15! as it is reasonable that losses in May should be allowed 1o
offset profits in September, it is arguable that logses three years 8g0 should be aliowed to
offset profits wday :

»  Cons This option may not provide relief in a timely manper, since passage of a “signabls™
- tax bill is expected to bappen lata in the process if at all. Second, the proposal begs the

question, “why just steel 7" apd will result in pleas from other roubled mdustries. It raises
significant concems about the practice of affording wax relief to specific industries.
Moreover, we are on record in support of shortening, ot lengthening, carryback periods.
Finally, while shaseholders of steel companies would benefit, it is not guaranteed that any
benefit will flow to employees; since this proposal is backward- locking, it will no affect
Frospective steel sales for these companies nor the correspending damand for labor.

We are looking at ways to strengthen adjustment assistance for steelworkers and affected


http:sb.ateholde.rs
http:te!pCD.3C
http:outli:rJ.cd
http:earned.in
http:compa.oy
http:ph.:lsi.ag

»

w

R

112724798 THC 18:16 FAX 2026221829
* 12724738 168:50 FAX

US TREASURY bEP.&RT!iENT

communities. Although the union is characteristically loathe to discuss trade adjusunent
assistance, which is derided as "burial insurance,” there is substantial interest in cconomisc
development assistance for communities and temporary relief for workers that daes not require
switching jobs ar industzies. In a mesting with the Vice President, Senator Byrd pressed for
~disaster assistance” for steel comparabls tc that provided for agriculture and proposed for

" Hurricane Mitwch victims in Central America. [g addition, Senators Byrd and Rockedeller have

specifically requested help for Weirton, West Virginia, where Weirton Ste=! has already laid off
800 warkers — one-third of the work force - and we anficipate similar requests from other stee]

‘ mi,llsi:athemonthsahmd.. N . ‘
 Several progrems at Cormmerce and Labor currently provids assistance for trade-impacted

communities and workers. Commeree’s Ecopomic Development Administration (EDA) can
provicis: grants to help a community develop an economic adjustment strategy, Revolving Loan
Funds to help support smmall business start-ups or expansian, grants for infrastuchure
improvements (including development of a business incubatar or industrial park), and technicai

assistance to small firms affected by foreign competition (such as supplier fims to 8 steel plant).

EDA ¢an respond to sm application for a strategy/technical assistance grant in as litle as 24
weeks. The Department of Labor ¢an provide job retraining agd search assistancs ta dislocared
wotkers under Title 1 of the Job Training Partnership Act (JTPA) and o0 trade-impacted
workers under the Trade Adjustment Assistance (TAA) program. So far, few dislocated
stealworkers appear interested in TAA's generous retraining apd income support bezefirs,

because they require workers to train for a #éw cccupation, and many workers believe -- often

correctly -- that they will be recalled by their former employer. (For example, the plaat in
Weirton has said it planz 1o recal] workers in January.)

We are looking a range of options for enhancing existing adjustment assistance. For 3 start, we
would recommend establishing an interagency task forse on steel adjusmment — with a dedicated,
full-time, high-level “stee] coordinator™ — to help wotlers and communities identify and access

- the 1\ll range of federal resources, including fram HUD, SBA, Education and other agencies as
‘well as Commerce and Laber. Beyond that, we are examining additicnal proposals to aid

distressed industries experiencing temporary prossures such as steel (e.g. no-interest loans to.
mext credit abligations or health inswrance payments, direct assistance to communities to ensurs:
that the temporary drop in tax revenues does not disrupt basic services). Howsver, we must be
carc:ful that such pruposals are congistent with the Administration’s overall approach ta

-dislocated workers and distressed commmunitiee. Although we would not be reedy to incorporase

these more expansive options into the Jaauary 5 report, we would 2im to finali2e a proposal apd
identify the necessary budgetary resources - if any — by the time of your State of the Union

adilress,

. NATL ECONOMIC COLNCIL . @oor 4009
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1. Conditiopal Commitmentto SalfInitiars g Section 20] Case: Madeleins Albright and

Janet. Yellen oppose a conditional commitment to self-initiate a Section 201 investigation,
Charlene Barshefsky, Bill Daley, Leon Fustth and David Beier also oppose, although they
recornmend that we should support the industry®s request for such an investigation, Jack Lew
would not oppose this option, but believes that changing the 201 injury standard is 3 bener
option. Alexis Herman and Gene Sperling support conditional self-initiation; the NEC believes it
would send 2 less protectignist signal than changmz the injury standard. [Sandy Berger, Larry
Stein, Beb Rubip, Larry Summers...]

— Suppc:t ‘ .Reject Fusther Consideration

2 i : Madeleine Albright, Janet
Yen,m, and Lael anard opposc a change to the 201 n;mry standard. Leon Fuerth and David
Beier recommend we should indicate to Senator Rocksfeller that we would be préparec to work
with him but pot take ownership of the proposed legislation. Gene Spexling would support such
legislaticn only in the context of a broader market-openiag bill. Charlene Barshefsky, Bill
Dalsy, Jack Lew and Alexis Herman support 3 WT'O-consistent change in the 201 injury
standard; they believe this is a less protectionist action than self-initiation, [Sandy Bgrgc: Larry
Swin, Bob Ribin, Larxy Surmmers...]

—_ Support __Reject Funher Consideration

3. SteslImportLicensing: Madeleine Albright, Janet Yellen, Bill Daley, Gene Speriing and
Lael Brainard oppose this option. Jack Lew, Leon Fuerth and David Beier do not support this
option, but are not strongly opposed. Charlene Barshafeky supports this option and Alexis
Herman would suppart it if we do not proceed with either 20] opticn. [Sandy Berger, Larry
Stein, Bob Rubin, Larry Summers...]

Support Reject Further Consideration

4. TaxRelisf Madeleine Albright, Janet Yellen, Bill Daley, Charlenc Barshefsky, Bill Daley,
Jack Lew, Gene Sperling and Lael Brainard support this option. Lean Fuerth and David Beiex
believe this option requires further study. Alexis Herman is concemed this oprion would opena
Pandora’s box of requests from other industries; ske would eppose it as long as we proceed with
some action an 201. {Sandy Berger, Larry Stein, Bob Rubin, Larry Swnmers...]

__ Include in tax package if Do not include in tax
the are sufficient offsets. package.
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UPDATE ON STEEL INDUSTRY TRENDS

Steel irpports from Russia aad Iapan comtinued their ise in October, the most recent monzh for

_Jgg;_sg_::omc COUNCIL : aacs @Bo11

which figures are available. Imports of all steel mill products for the first ten months of this year o

are at record lavels, up reughly 28 percant over the same period last year. [Commerce will
provide non-public November trade data] For the first ten months of 1998, imports of steel
mill produets from Ruseia increased 47 percent over the same period last year, while imports of
all stzel mill products from Japan increased 162 percent. Import penetration for all steei produsts
has risen to 29.5 percest for the year through O¢tober as comparad to 24.2 percent for the same
period last year. With respact to hot-rolled sheet, the product comprising the bulk of steel trade,
total fmports for the first ten months of this year are up 65 percent over the sama period last year,
with import penetration tising 1 36.2 percent for the year through October as compared w 24.4
percent for the same pericd last year. Imports of hot-rolled sheet from Russia are up 71 percent
and iinports from Japan are up 399 percent, while imports from Korea fell roughly 1 percent.
Capexity utilizarion for hot rolled sheet and strip has fallen from 932 percent in the first quarter
of 1998 to 78 percent in the fourth quarter dwough December 5. Total steel mploymemhas
failen 1o 226,300, a loss of 10,000 jebs over ths last year.

- [Treasury has requested that CEA provide data on employment changu in steel versus the
rest of U S. industry.] '
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Te Waste y
Your Last Wish. ‘

Thuxsday, December 24, 1998

Clinton Becomes Grinch to Steelworkers >

= Economy: Layoffs mean bleak Christmas in Welron, W.Va; where
1992 vow to halt is remembered.

By MARK FRITZ, Times Staf] rim'

P EIRTON, WVzulmAmngcmuagxﬁth:s
Chnshnnthatm’:necessmily oo,
"flasky or furry. 'I‘nedegmeofhudmbecameobvmus
Samrday when he climbed abeard Santa's knee.
“Can you find my dad a job?" the 5-year-old gsked the local
St Nx&,breahngwuyhm within earshot inside Weirton's
cm;' mem chokes little when he

ustin's 0, Up just 2 little w.
tells this story. "Smwdxtabommhmnp,"heays

A:mgo:eccnﬂyloﬁhzs;obatthacompanywhmh:sﬁtha
and grandfather had worked until retirement. He {s among the
roughly 900 steelworkers who have been laid off for the
hohdaysmamanmwncmedmthoh.m&ﬂnom

Valley. slmost ope-fifth of the work foree of the
Weirton Steel Corp., the main smployer for miles around.

They represent aply 3 small fraction of the 600,000
American workers who have been firloughed in 1998, which :
some labor analysts believe will set & layoff seccrd for this
decade, It is a record that is being aided mainly by bad
economies overseas and partly by the epd of 2 taboa against
trimrming payrolls just when people are trimming their trees.

- The situation is somewhat special here, howeves, becaunse it
dqnonmzstxhoswpubhc support tog;resdgﬁ Clinton ¢an
change when his most potent asset, the gencrally strong
ecanomuy, suddenly vanishes. Or, in this case, collides with
qucsuonsahmnhismmmy., .

Nobody here sesms to care much whether the president had
an affair or tried to cover it up. Instead, their hostikity is
foumedmsealaserbmonamgiedaymlwzm inthe
midst of their famous bus campaign through America's
heartdand, then-Gov. Clinton and then-Sen. Al Gore satona -
stage in their flannel shirts and promised to protect Weirton

/ workers from cheap steel from abroad,

Clinton's Remarks o Vidsotape
Clinton, campaigning it & solidly Demceratic town that has.
provided blue-collar 'ba.ckdrops for both John F. Kernedy and
Franklin D. Roosevelt, uttersd rernarks that have been
- preserved on plenty of lecal videocassettes, which psople are
ezger to play to show how badly they've been betrayed. -
“Iwamwﬁmtmakcmewee:fcrcesmcdythc /n'

TWSLMENT

el
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anti~dumping laws and the laws against unfair subsidized steel
being dumped into this country,” Clintan tnld the cheeri
audience op July 19 of that year, in the same hall where Justin
Arango would pass his plaintive plea on o Santa Claus. "That's
not fair. If they're doing things for their steel we're not doing
for ouss, they shouldn't have access to our markets.”

Failure to stop illcgal dumping is exactly what peopls -
bebeve has lightened their grocety bags and put them m the
unemployment line. Though ths administration says it is
wurking hard to convincs its trading parters to control |
gl@kgi‘ng,myhmmdcﬂhﬁrpﬁghtthedirmtmultofa
[3¢] 2.

"We went out and campaigned for him," says Mark Glyptis,
the umion president. "He has complotaly turned his back on
what he said." :

"There are promises to be kept,” says Democrat Tamara
Pettit, the local state repregentarive.

* "They take it persomally,” says Richard K. Riedarer, the -
chief executive officer of Weinton Steel.

At the Indepandent Steelworkers Unian hall, workers laid
off in two xops,ﬁ:ﬂmembérfdﬂam%@g;eek, :
picked en turkeys, packages of macaroni and o 4
foodsdgamdby!ocalbnsinmmdindiﬁduah.mmview -
after intarview, the steclworkers held one man responsible.

"The president sat here in Weirton and said if you voted for
him, these things wouldn't happen.” says Nom Kidd, 2 ‘
39-year-old father of two who got laid off after 12 years on the
joba ‘- .

The American steel industry malntains that producers from
Asia, South America and Russia havs been ssllmg subsidized
.stee] in this country below the market prices or production
cogts m their own countries, a violation of anti ing
regulations. The House in October asked Clinton to bar stael
?omﬁml@nﬁmmrayw,yahchasbmtﬂmmtm

50

‘Ricderer was part of delegations that met with Gore last
weel¢ and Clinten last month to air their grievances. The issue
is complicated by the fact that most of the countries accused of
dumping, such a3 Russia and South Korea, are in precarious
economie positions. And big U.S. mapufacturers are anxisusto
keep bargain-basement steel rolling in. : '
Clinton has pressed this country’s trading parthars @0
voluntarily take steps to cwrb dumping in the Unitsd States,
said Roger Salazar, 2 presidemtial spokesman But he said the
practics is wi becanse so many markets for sweel and
other products have dried up because of the global economic
crisis, making the strong U.S. economy even more aitractive to
countries trying to export theit way out of wguble.

Issne Raised on Asian Journey '

Clinten raised the steel-dwmping issue with South Korea
and Japan during hig Asian trip last month, and the’
administration has promised to unveil a plan for curbing
imports next month. ' E

"The president and the vice president ars very conzerned

- ab?x the impact this is having on our stee] industry,” Salazar
" sai

Not concerned enough, pecple hers say, because gumping ﬁ ‘)
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continues end job losses mount. Steal axecutives want the
administration to imposc quotas and penaltics now to halt the
cuts, which are expected 10 reach 10,000 workers by year's end.
"President Clinton by an exceutive order could stop the :
pain,” says Chamber of Commerce head Don Rigby. "He's

chosen not to do s0.°

D Thcbigpmblmh?heél:ﬂitiﬂta!ﬁﬁg&ngommfe
epartment to investigate the complaimts e steel industry
filed in September, Riederer said.

"They'ra not easy issues to resolve overnight,* said
Commerce Department spokasman Morrie Goodman. “It's 2
global economy we live m. Lisues are not isolated.”

The layoffs hers are considered temporary, and some peapls
wuldbeaﬂedbackmﬂyna&{m,mqughth: )
company--which saw orders fall 25% this quarter—was making
10 guarantees. Many are worried that the eutbacks are a sign of
worse things to come, :

: "rhetimiaiguummbawms;.' says applisnce store owner
John Koval, who says cven some e who have not beent
laid off have canceled Christmas [ayaway orders. Koval figures
hissnlesmoﬁ'S%bolO%.Evctyﬁﬁﬁ_here,haszys,mes :
from the steel plant. "A guy gets laid off at Weirton Steel, .
where does he go? MeDopald's? What they do is leave town.” -

The plant is a sprawling, steam-spewing cxpanso that snakes
throygh downtown like a colossal Life-support

System,
. somathing that does &rmmmmacomyﬁth

Campbell's soup cans, among other Signs and banners
bunginmowq;ndommdmungovusumurgebcalsto
"Stand up for steel.” _

Since the 1970, the plant's wark force has shrunk from
almost 13,000 to fower than 5,000 signi more
productive workers, At ope point the workers bought the plant -
themselves. Layoffs are a way of life, and some peoplewith a
dozen years or more find themselves losing theix job for the
second ar third tme. - '

"Arango grew up in Weirton but found steadier work in
Florida, whers he worked a3 a welder in nuclear power plants
for a dozen years, Yet he and his wife longed to raisctheir kids
in this exceedingly flendly and peaceable little town of 22,000,
about 45 minutes west of Pittsburgh, so they came back nearly
four years ago when Weirton Steel was higing.

. Now he and his wife, Domma, have decided not to exchange
gifts this year, though Justin and 14-yesr-old Dan will find
presents und=¢ the tree. "You can't deny the kids Christmas *

s3ys Arango.

Luckily, Arango just shot 2 deer. That, pius a dopated
md:ayandsomesuatcm'cshagpmé‘ , should sretch foad staples
over many meals. "A big thing of Velveeta goes a long, long
way,” says Arango.

Benefits Are Gone After 6 Months

Unemployment and six menths of supplemental benafits
should approach about §5% of his pay, he says. Workers here
average between 335,000 and $45,00C a vear, by far the best
wage around. Yet jobless and medical benefits for pacple with
less than 20 years of employment run out in six months,

As the best emplover around, some workers will wait
sesmingly forever for a chance to get back In. ATberta Miller ~’¥' A
- o : !
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was fomcdf.o thwgobmmemxu!nthe 1950s, when
women who married were youtinely laid ofY, and got it back in
1989 when-her hushand died of cancer, She wes laid off aggin
two years ago and bad been the next person in line to be called
backth:.ssmngwhmthﬂm@nsmht.

All she wants to do is get back in long enough to beaf up her
retirernent benefits,

Tm&yemo}d. and [ wanted so badly to help with my
pension,” s3y$ Miller, who was a dicparcher in the tin mill. "I
bvcdwmﬁngﬁoerwnSmeLIwnwhckngabackm
after moy hnsbend died.”
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